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ARE THERE LAWS OF PRODUCTION? * 
By Paur H. DouGLAs 


I. Introduction 


A century and a third ago, in 1815, Malthus? and Sir Edward West’ 
simultaneously pointed out that if successive combined doses of labor 
and capital were applied to a given piece of land, the amount of the 
product would increase by diminishing increments. Two years later 
this principle was adopted by Ricardo in his Principles of Political 
Economy as the basis for his theory of distribution. The joint return to 
labor and capital was declared by Ricardo to be governed by and to 
be equal to the amount of product added by the last combined dose 
of labor and capital, while the owners of land received as rent all 
sums in excess of these amounts. Since the quantities of labor and 
capital were not supposed to vary in relation to each other but were 
instead bound together in fixed and unvarying proportions, there was 
no way of isolating the specific contributions of these two factors as a 
means of determining the rates of wages and of interest. These rates 
were instead presumed to be regulated by cost-of-supply factors, 
namely, the Malthusian forces governing population which would keep 
wages down to a fixed minimum which was at least close to basic sub- 
sistence and the low minimum needed to compensate savers and in- 
vestors. Such was the classical theory of distribution which dominated 
economic thinking for over sixty years. 

Meanwhile, in Germany, during the 1840’s, Von Thiinen had the- 
oretically broken up the combined dose of labor and capital and had 
pointed out that when each of the factors was separately increased 
but the others held constant, the product increased by diminishing 

* Presidential address delivered at the Sixtieth Annual Meeting of the American Eco- 
nomic Association, Chicago, Illinois, December 29, 1947: 

*T. R. Malthus, Nature and Progress of Rent, p. 61. 


2 Edward West, The Application of Capital to Land (Hollander ed., 1815) p. 54. Prior to 
Malthus and West, Turgot had pointed out in 1768 that successive applications of labor 
to land yielded diminishing aa urgot, Oeuvres (1844 ed.), pp. 420-21. 
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increments.? Von Thünen went on to state that the rates of wages and 
of interest were equal to the amounts of the product added by the last 
increments of each. He was thus the real discoverer of marginal pro- 
ductivity. Nor was this all. He reasoned that the product added by each 
equal increment of a factor was a constant fraction of the preceding 
increment of product, namely two-thirds, in the case of labor and nine- 
tenths, in the case of capital. This meant that it would bẹ necessary to 
increase a factor in a given geometric ratio in order to increase the 
product by equal arithmetic amounts. This is precisely the law of the 
soil which Mitscherlich and W. J. Spillman later discovered,* and it 
is strikingly similar to the so-called Weber-Fechner law of physiological 
response, It would be most interesting to find out whether these con- 
clusions of Von Thünen were merely happy hypotheses or whether, 
like so much of his work, they were based upon experimentation. 
Von Thünen’s work, unfortunately, never had the influence which it 
deserved. The British, with their customary insularity of thought, 
virtually ignored it. The Germans, dominated by the fact-grubbing 
historical school, while lavishing attention upon Von Thünen’s theory 
of location and his advocacy of yap as a just wage, almost com- 
pletely neglected his discovery of the curve of the diminishing incre- 
ment as the guiding principle for both production and distribution. 
Indeed, schooled as they were to believe in the relativity of economic 
principles, they naturally averted their gaze from what gave every 
evidence of being an economic law, which was independent of time 
and place. 

It is to the glory of American economics that it was one of our 
own number, John Bates Clark, who at a meeting of our Association 
in 1888, fifty-nine years ago tonight, announced what was in effect 
the rediscovery of the marginal productivity principle. Clark, who 
had studied in Germany, had possibly been unconsciously influenced 
by Von Thünen, but certainly he was not consciously following him 
when he stated:° 


An increasing amount of labor applied to a fixed amount of pure capital goods 
yields a smaller and smaller rate of return. . . . Let there be ten thousnd 
dollars worth of productive instruments and ten men to use them. Let each 
man be supposed to create by the operation a product worth three dollars 


2J. H. Von Thiinen, Der Isolirte Staat; Zweiter Teil, pp. 507-557-59. 

*W. J. Spillman, The Law of Diminishing Returns (1924). 

5 John Bates Clark, “The Possibility of a Scientific Law of Wages,” Publications, Ameri- 
can Economic Association, Vol. IV (March, 1889). pp. 39-63. It was at this same session 
that Stuart Wood, the economist-businessman, also developed the marginal productivity 
theory of wages and interest and indeed went somewhat further by developing the principle 
of elasticity of substitution. Stuart Wood, “The Theory of Wages,” op. cit., pp. 5-35. 
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a day. Raise now the number of workmen to twenty and let the capital remain 
the same and each man will create less than before. A day’s product will be 
3—X dollars. Each successive unit of labor employed in connection with a fixed 
amount of pure capital produces less than any of its predecessors. ... General 
wages tend to be equal to the actual product created by the last laborer that 
is added to the social working force.® 

The earnings of capital are subject to identically the same law as those of 
labor; they are fixed by the product of the last increment that is brought into 
the field. . . . Let the labor supply remain fixed and let capital increase and 
each increment of the latter, as it enters the productive field finds that it can 
create less than any of its predecessors. The general law of diminishing returns 
is two-sided.” 


During the next decade Clark completed his theory in a series of 
subtle articles, and in 1899 gave it final expression in his book The 
Distribution of Wealth. . 

In the meantime, in 1894, the extraordinarily gifted Philip Wicksteed 
showed in his pathbreaking little essay, Tke Coordination of the Laws 
of Distribution, that if production were characterized by a homo- 
geneous linear function of the first degree (that is, if when each and 
all of the factors of production were doubled or tripled, product would 
increase in the same proportion), then with each factor receiving its 
marginal product, the total product would be absorbed in payments to 
the factors without either surplus or deficit. This essay of Wicksteed’s 
fluttered the mathematical dovecotes. Edgeworth, who in his Matke- 
matical Psychics, had attempted to prove, by quotations from Owen 
Meredith’s Lucille, that men should receive larger incomes than women, 
now dismissed with elegant irony the theory that production followed 
a homogeneous linear function. Pareto’s attempted refutation was 
almost pure sophistry in which, by limiting the market, he sought to 
prove that product would not increase in proportion to the factors. 
It remained for Wicksell to give the most sensible treatment of this 
subject when he pointed out that while the homogenedus production 
function could not be expected to apply over the whole range of output 
within a plant, nevertheless under perfect competition, each firm would 
tend to carry its scale of output to the point where neither increasing 
nor decreasing returns prevailed but where instead the rate of return 
was constant.’ Since industries were merely aggregates of firms and 


, the economy as a whole was an aggregate of industries, it was pre- 
„sumed that the linear function tended, therefore, to be true of society 


° Publications, American Economic Association (Mar., 1889), p. 49. 
T Ibid., p. 53. 
€ Knut Wicksell, Lectures on Political Economy, Vol. I, pp. 101-33. 
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as a whole at its growing points. Under these conditions, Wicksteed’s 
conclusion held that the payment of the marginal products to each 
unit of the respective factors of production exactly distributed the 
product. 

At this point, the theoretical discussion of marginal productivity 
was largely allowed to lapse, except for the clarifications and refine- 
ments which were introduced by our chairman, Professor Carver and 
by F. M. Taylor. 

Over the course of the decades which followed, two tendencies in 
economic teaching became fairly evident. The first was a form of split 
personality or scientific schizophrenia, which developed in our eco- 
nomics departments. In the classes in economic theory, the principles 
of pure marginal productivity were taught, uncontaminated by any 
idea that there might be imperfect competition in either the product 
or the factor markets, or that there might be unemployment for reasons 
other than a wage rate in excess of social marginal productivity. This 
group taught that labor received the amount which its last unit added 
to the total product multiplied by the number of workers, while the 
return to capital was similarly determined. Neither trade union nor 
governmental action was needed to give to labor its own marginal 
product under conditions of full employment. All that was required 
was for the employers to bid competitively against each other for 
labor and this condition was commonly assumed to exist. But if gov- 
ernment and unions disturbed the system of laissez-faire by raising 
wage rates above the social margin, this could only be effected by de- 
creasing the numbers employed and hence creating unemployment. 

In the classes which dealt with labor economics, however, a different 
doctrine was taught. Here marginal productivity was muted and the 
theory of the Webbs, as developed in Industrial Democracy, was 
stressed. It was the pressure of the market competition for lower prices 
which, weighing more heavily upon the successive levels of sellers be- 
cause of their heavier overhead costs, tended to drive down wages and 
to worsen working conditions. Unions and governmental legislation 
operating through the imposition of common rules, could not only 
protect the workers from this competition but could raise the general 
standard of living. 

It would be a fascinating task to analyze the differences between 
these two sets of theories; one dealing primarily with real and the 
other, with money wages; one assuming the relative absence and the 
other, the presence of unemployment; one postulating free and per- 
fect competition between employers and between workers; the other 
absorbed by the power struggles of combinations of employers and 
workers. But such is not our present task. It is enough to point out 
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that both of these two widely conflicting doctrines have been taught 
within our economics departments with little effort made by either 
set of protagonists to determine the relative truth of either, or their 
compatability. So far has this confusion of doctrine gone, that I have 
known professors, who teaching both theory and labor economics, 
have instilled the pure doctrine of John Bates Clark during one hour, 
and then during the next hour have taught as economic gospel the 
bargain theories of Sidney and Beatrice Webb! 

The effect upon our students of this dualism in the winds of doctrine 
has been most unfortunate. It has caused some to shrug their shoulders 
and to dismiss all economic teaching with the words of Omar, so be- 
loved by sophomores, 


Myself when young, did eagerly frequent 
Doctor and Saint, and heard great argument 
About it and about; but evermore 

Came out by the same door where in I went. 


Others, like chameleons, have given diametrically different answers 
to identical questions, depending on which instructor asked them. 
But to every candidate for the Ph.D. degree, there has loomed the 
nightmare of that dreaded hour when in his oral examination, he must 
face both sets of teachers and know that the answers which would be 
judged right by one school would be judged wrong by the other. Such 
a state of affairs is at once both ridiculous and scandalous, and as 
long as it continues, there is little hope for scientific progress or even 
sound mental health among economists. 

But within the ranks of the theorists themselves, a serious intel- 
lectual slovenliness, unfortunately, set in. Convinced that the marginal 
productivity curves of the factors were negatively inclined, they con- 
tented themselves with drawing the curves as sloping downwards and 
to the right, but took apparently little interest in trying to determine 
what the positions and slopes of these curves actually were. Thus I 
have seen an experienced instructor on successive days draw widely 
differing marginal productivity curves for labor, one declining very 
gradually, one at an angle of 45°, and the third plunging sharply 
downward. Moreover, this instructor gave every evidence of not 
realizing that there was any significant difference between these curves 
nor did he indicate whether he was drawing the curves upon an 
arithmetic or a double logarithmic scale. Indeed, the slope of the 
curve seemed to be determined partly by chance, partly by the stance 
of the instructor, and partly by the degree to which he happened to 
bend his arm! 

The orthodox theorists may urge in self defense that they do not 
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have the statistical information which would permit them to approxi- 
mate the production function, the elasticities of the marginal pro- 
ductivity curves, or to determine the degree to which the actual 
distribution of the product conforms to what one would expect from 
the nature of the production function itself. But the sad truth of 
the matter is that they have made little effort to find out and have 
instead turned their backs upon inductive research and have, in effect, 
been school men living within ivy-clad towers. 


II. The Early Studies of the Cobb-Douglas Production Function 


It was twenty years ago last spring that, having computed indexes 
for American manufacturing of the numbers of workers employed by 
years from 1899 to 1922, as well as indexes of the amounts of fixed 
capital in manufacturing deflated to dollars of approximately constant 
purchasing power, and then plotting these on a log scale together with 
the Day index of physical production for manufacturing, I observed 
that the product curve lay consistently between the two curves for the 
factors of production and tended to be approximately a quarter of the 
relative distance between the curve of the index for labor, which 
showed the least increase over the period, and that of the index for 
capital which showed the most. Since I was lecturing at Amherst 
College at the time, I suggested to my friend, Charles W. Cobb, that 
we seek to develop a formula which would measure the relative effect 
of labor and capital upon product during this period. We were both 
familiar with the Wicksteed analysis and Cobb was, of course, well 
versed in the history of the Euler theorem. At his suggestion, therefore, 
the sum of the exponents was tentatively made equal to unity in the 
formula 

P = bL*ct* (1) 


Here it was only necessary to find the values of b and k. This was 
done by the method of least squares and the value of k was found to 
be .75. This was almost precisely what we had expected because of 
the relative distance of the product curve from those of the two factors. 
The value of the capital exponent, or 1-k, was, of course, then taken 
as .25. Using these values, we then computed indexes of what we 
would theoretically have expected the product to be in each of the 
years had it conformed precisely to the formula. We found that the 
divergencies between the actual and theoretical product were not 
great since in only one year did they amount to more than 11 per cent, 
and that except for two years, the deviation of the differences was pre- 
cisely what we would expect from the imperfect nature of the indexes 
of capital and labor. Since our index of capital measured the quantities 
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which were available for, rather than their relative degree of use, it 
did not make allowance for the idle capital in periods of depression nor 
for the more intensive use of capital during years of prosperity. 
Similarly, our index of labor did not make allowance for failures to 
work full time in the bad years, nor for overtime hours which were 
worked in the good years. It was, therefore, to be expected that the 
actual product (P) would exceed the theoretical product (P’) in years 
of prosperity and would fall below it in years of depression. So in fact 
it did in every year except the war years of 1918 and 1919. Professor 
Cobb and I, therefore, regarded these deviations as additional evidence 
of the general validity of the formula for normal times. 

Still another striking bit of evidence was found in the fact that under 
perfect competition with a production formula of this type we would 
expect a factor to receive as its share of the product, the proportion 
indicated by its exponent. From the income studies of the National 
Bureau of Economic Research, we found that labor’s share of the net 
value product of manufacturing during the decade 1909-1918, was 
estimated at 74.1 per cent, or almost precisely the value of the ex- 
ponent for labor. 

Professor Cobb and I embodied the results of our inquiries in a 
paper which we read before this Association exactly twenty years ago 
tonight. We then determined to analyze more of such time series. 
Cobb computed indexes of labor, capital, and product in Massachu- 
setts manufacturing for the period 1890-1926, and found the value of 
k to be .743. Interestingly enough, it was also found that the average 
of labor’s share of the net value of the product in that state for that 
period was .74, or a virtual identity with the value of k. A similar 
study, which was made in Chicago by Mr. Director for New South 
Wales manufacturing for the period 1901-1927, found & to have a value 
of .65. 

There the matter more or less rested when my book, The Theory of 
Wages, appeared in 1934. Three years later, with the aid of Mrs. Mar- 
jorie Handsaker, I resumed our analysis of time series, and after 
working up data for Victorian manufacturing for the period 1907-1929, 
we found the value of k under the & and 1-% formula to be .71.** Labor’s 
share of the net product or W/P was found to be .61 for this period. 

We then introduced two important new features into our investiga- 

°C. W. Cobb and Paul H. Douglas, “A Theory of Production,” Am. Econ. Rev., Suppl., 
Vol. XVIII (Mar., 1928), pp. 139-65. 

See Douglas, The Theory of Wages, pp. 159-66. 

> Bandsaker and Douglas, “The Theory of Marginal Productivity as Tested by Data for 


Manufacturing in Victoria,” Quart. Jour. Econ., Vols. LII and LIH (Nov., 1937 and Feb., 
1938), pp. 1-36 and 215-54. 
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tions. An able young American scholar, David Durand,” had published 
in 1937, an excellent critical article of the earlier material, and had 
urged that the restricted function of 


P = bL*C= (1) 


be abandoned for one in which the exponent for capital was independ- 
ently determined. As he correctly pointed out, the use of the & and 1-2 
function assumed the existence of an economic law which it should 
be one of the tasks of science to test, namely, the assumption of true 
constant returns. If we permitted the exponent for capital to be inde- 
pendently determined, it would then be possible for the sum of the 
exponents to be either greater or less than unity and hence to show 
true increasing and decreasing as well as constant returns to scale. We 
therefore decided that Durand’s suggestion should be adopted and that 
we should try to find the values in terms of the formula: 


P = BLIC! (2) 


The second change was to broaden our fields of investigation. 
Hitherto, we had dealt only with time studies and had found the 
values of our exponents from index numbers of labor, capital, and 
product within a given economy, with each year serving as a separate 
observation. Here we measured the effect upon total physical product, 
of changes in the physical quantities of labor and of capital and from 


these we derived curves of diminishing incremental physical produc- | 


tivity of the classical type. We now determined to open up another 
field for investigation and to make cross-section analyses between in- 
dustries in a given economy for specific years. Thus the annual statis- 
tics of manufacturing for the British Dominions (although not the 
British Census of Production itself) and the decennial and quin- 
quennial Censuses for Manufacturing for the United States up until 
1921 showed aggregates for each of a wide variety of industries from 
which it was possible to compute: (1) aggregates of the average 
numbers employed, including wage earners, clerical and salaried 
employees, officials and generally firm members and working pro- 
prietors (L), (2) aggregates of capital (C) expressed in terms of 
dollars including both fixed and working capital, and (3) aggregates 
of the vet value of product added by manufacturing expressed in terms 
of dollars (P). 

In these studies, differences between industries in the quantities of 
their net value product were presumed to be a function of the total 


2 David Durand, “Some Thoughts on Marginal Productivity with Special Reference to 
Professor Douglas’ Analysis,” Jour. Pol. Econ., Vol. XLV (Dec., 1937), pp. 740-58. 
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»“ number of employees and of the total quantities of fixed and working 


capital with each industry serving as a separate observation. This is 
obviously a somewhat different production function from that which is 
based on the time series. The quantities of labor used are physical 
quantities and though capital is expressed in value terms, these are 
also rough measurements of relative physical amounts. But since 
product is also expressed in value terms, this is the result not only of: 
(a) changes in the increments to the total physical product but also 
of (b) changes in the exchange value, or the relative price per unit of 
the products of an industry. The net values turned out by the respec- © 
tive industries will, therefore, be affected in these cases not only by 
the quantities produced but also by the respective demand curves for 
the products. Changes in each of these variables will affect the total 
exchange value produced. 

Some critics will, of course, object that this second type of study, 
since it includes both quantities and prices, does not measure produc- 
tion at all and is in no sense a test of marginal productivity theory. It 
is certainly a somewhat different type of production function from 
that which is based on index numbers of quantities. But marginal 
productivity theory has always implicitly dealt in terms of values as 
well as of physical quantities since it assumes that the supplies of labor 
and capital in each of the various industries are regulated by the prin- 
ciple that the respective marginal laborers will produce equal amounts 
of value as will the marginal units of capital. In the apportionment 
of resources within an economy, therefore, the principle of diminishing 
incremental value productivity is an essential part of economic theory 
and is worthy of consideration. There is no reason why a production 
function which deals with it should not also be worthy of consideration 
and treatment. 

Although interrupted by the war, we now have completed six cross- 
section or inter-industry studies for American manufacturing, namely, 
for the years 1889, 1899, 1904, 1909, 1914, and 1919; four cross- 
section studies for Canada covering the years 1923, 1927, 1935, and 
1937; three studies for Victoria for the years 1910-11, 1923-24, and 
1927-28; one study for New South Wales for 1933-34, and five studies 
for the Commonwealth of Australia, namely, 1912, 1922-23, 1926-27, 
1934-35, and 1936-37. Two of my students, Messrs. G. Brinegar and 
K. O. Campbell, have just finished such a study for Queensland for 


~ 1937-38, and two more, Messrs. B. Solomon and N. A. Deif, are 


completing another study for New Zealand for 1926-27. In all, there- 
fore, twenty-one cross-section studies have been carried through by 
our Chicago group to add to our previous four time studies, namely, 
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for the United States, Massachusetts, New South Wales, and Victoria. 
In addition, two New Zealand economists, Max Brown* and J. W. 
Williams,** have carried through two time studies for New Zealand 
while the latter has also carried through a cross-section study for that 
country, as has G. W. G. Browne’ for South Africa. We have, there- 
fore, records for a total of twenty-nine inductive studies of the produc- 
tion function instead of the three which were reported upon thirteen 
years ago in The Theory of Wages. 

In these investigations which have been carried out over the last 
two decades, we have had the assistance of a devoted and, I believe, 
competent group of associates, and in the aggregate many tens of thou- 
sands of hours have been spent upon the work. I am deeply indebted 
to this group, and while I am solely responsible for any errors which 
may lie within the work, my associates are chiefly entitled to any credit 
which may be forthcoming.** 

Since these studies were carried out over a period of many years 
and since there were differences between countries and between years 
within a country in the basic data used, and since we were also con- 
stantly trying to improve our methods, it was inevitable that some 
dissimilarities should have developed in the precise content of the 
categories used and in the methods of attack. We have now ironed 
out a great many of these differences, and I believe that with a few 
exceptions which will be later noted, the results have now been made 
roughly comparable. It is hoped that in the next few months they may 
be made completely so. 


Ill. The Main Results of the Study of the Production 
Function in Manufacturing 


We can summarize the main results of these studies in three tables. 
Table I brings together the main results for manufacturing in the 


3 See an unpublished Ph.D. thesis at Cambridge by Max Brown, The Relation Between 
Capital and Labour in New Zealand. 


“J. W. Williams, “Professor Douglas’ Production Function,” Econ. Record, Vol. XXV 
(1945), pp. 55-63, 


"G. W. G. Browne, “The Production Function for the South African Manufacturing 
Industry,” So. African Jour. Econ., Vol. XI (Dec., 1943), pp. 258-68. 


** First, of course, I am indebted to my chief associate during this period, namely, Grace 
Gunn, and after her to Marjorie L. Handsaker, Patricia Ogburn, Martin Bronfenbrenner, 
Ernest Olson, and Estelle Mass. But we have also had the faithful aid of numerous research 
assistants, computers, and draftsmen, among whom have been Yetta Abend, Helen Butcher, 
Julia Elliott Lewis, Oscar Seltzer, K. Sanow, H. Minsky, B. Nimer, William L. Slayton, 
Betty Roth, Donna Allen, Mitchell Locks, Y. K. Wong and Margaret Labadie. My col- 
league H. G. Lewis has also been most helpful in his criticisms and suggestions, as have 
John H, Smith and Colin Clark. 
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United States, as does Table II, for Australia; while Table III covers 
the investigations for the three British Dominions of New Zealand, 
South Africa, and Canada, 

We may properly begin with a consideration of the American results, 
which include four time series studies for the period 1899-1922, and 
six cross-section or inter-industry investigations for the various census 
years from 1889 to 1919. It is unfortunate that the statistics of capital 
were omitted from the United State Census of Manufactures after 
1919 and that we have been unable to continue our analysis of Ameri- 
can data beyond the dates stated. Fortunately, the British Dominions 
in their admirable annual Censuses of Production have continued to 
collect statistics on the amounts of capital invested and this has per- 
mitted us to carry on studies for these countries in more recent times. 

The four sets of time studies for the United States show somewhat 
differing results because of the differences which exist between the 
series of index numbers for labor and product. The precise nature of 
these series is described in the footnotes to Table I. It is believed 
that Series II, IH, and IV, are appreciable improvements over the 
original Cobb-Douglas series or Series I. It will be observed that Series 
II and III, which use total man years (including clerical employees 
as well as wage earners) and total standard man hours respectively, 
as the measure of labor, show &’s with values of .78 and .73 respectively. 
Series IV, which eliminates secular trends from each of the three basic 
series and expresses each observation as a percentage of its respective 
trend, gives k a value of .63. The value of j varies from .15 under 
Series II to .30 under Series IV. On the whole, Series IT is the one in 
which the definition of the factors of production is most comparable 
to that of the cross-section or inter-industry studies, but Series IV 
avoids the dangers connected with the downward bias of the index of 
production and also eliminates the factor of time. 

Five of the six inter-industries studies show lower values for & than 
do Series I, II, and IIT of the time studies. The k’s average .63 for the 
six cross-section years with the average of the j’s amounting to .34. The 


values of -k and j for the initial and terminal years of 1889 and 1919, 


however, deviate appreciably from this average. Those for the earlier 


‘years have lower values of k and higher values of j, while in 1919 this 


tendency is reversed. The values of the exponents during the four 
middle years of 1899, 1904, 1909, and 1914, however, do exhibit a 
marked stability around the general average, with the #’s ranging 
between .61 and .65, and the j’s between .31 and .37. 

It will be observed that in three cross-section studies, the values of 
k and j are many times their respective standard errors, the 2’s from 
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TABLE I.—Tur VALUES OF tae PRODUCTION FUNCTION ror AMERICAN 
MANUFACTURING 1889-1922 








P=bLi¢ci P=bhLicr* 
Years Bh 
k Tk j gi k+j b k Ck 


A. Time series 


Series I 1899-1922 | .81 +.15 .23 +.06 1.04 84| .75 +.04 
Series Ie 1899-1922 | .78 +.14 .15 +.08 .93 1.38] .90 +.04 
Series IIe 1899-1922 | .73 $.12 .25 +.05 .98 1.12] .76 +£.04 
Series IVA 1899-1922; .63 +.15 .30 +.05 .93 1.35| .69 +.08 


B. Cross-section or inter- 
industry studies based on 


industry aggregates® 

Year N 

1889 363 1 +.03 .43 +.03 1.94 58.34] .53 +.03 
1899 332 62 +4.02 .33 +.02 .95 106.43] .66 +.02 
1904 336 65 +.02 .31 +.02 .96 107.40] .68 +.21 
1909 258 63° +.02 .34 +.02 .97 90.991) .66 +.02 
1914 340 61 +.03 .37 +4.02 .98 81.66) .63 +.02 
1919 556 76 +.02 .25 .02 1.01 244.21) .75 +4.02 

Average ` .63 34 97 65 


a The original Cobb-Douglas series of Labor, Capital, and Product as published in the origi- 
nal paper in 1927, were as follows: (1) Labor (Z) =average number of employed wage earners 
only. Salaried employees, officials, working proprietors, etc., were not included; (2) Capital 
(C)=value of plant, buildings, and tools and machinery reduced to dollars of constant pur- 
chasing power with annual increments of investment divided by a specially constructed index 
of the relative cost of capital goods in which the wholesale prices of metals and metal products, 
of building materials, and of wages were given the respective weights of 4, 2, and 3; (3) Prod- 
uct (P) =the original Day index of physical production as published in the Review of Economic 
Statistics, Vol. TI (1920), pp. 328-29, and Vol. VI (1923), p. 201. For a fuller description see 
Cobb and Douglas, “A Theory of Production,” Am. Econ. Rev., Vol, XVIII, Suppl. (Mar., 
1928), pp. 139-65. 

b The basic data used in Series IT differ from those in Series I in that (1) labor now includes 
clerical and salaried workers as well as wage earners; (2) The basic index of physical production 
used was the Day-Thomas revision as it appeared in The Growth of Manufactures, 1899-1923, 
Census Monograph VIII, instead of the earlier Day study which was used in Series I. Values 
for the intercensal years were interpolated by the use of the earlier Day series, while I con- 
structed a new index for leather. See Douglas, The Theory of Wages, pp. 174-76. The Day- 

Thomas index gave slightly lower values for P for the terminal years than the earlier index, 


e The main difference which distinguishes Series ITI from Series TI is that Labor (Z) is de- 
fined to be the relative total standard man hours worked in the various years by the combined 
force of wage earners and clerical and salaried employees, This was obtained by multiplying 
(a) the indexes of employment for the various years by (b) the indexes of the length in manu- 
facturing of the standard working week. For data and methods see Douglas, Real Wages in the 
United States, pp. 546-47. 

d The essential distinguishing feature of Series IV is that the factor of time was eliminated 
from the basic data, not from the logs of data. This was done by fitting trends to each of the 
three series and expressing each index for a given year as a percentage of its trend. The basic 
data themselves were, however, identical with those used in Series IT. 


e The series of Labor, Capital, and Product in the six cross-section studies have now been 
reduced to an almost completely comparable basis: (1) Labor (L) =average number of wage 
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17 to 38 times their standard errors and the j’s from 12 to 18 times as 
great as their standard errors. 

On the whole, we should not be surprised by the fact that we obtain 
higher values for k and lower values for j in our first three time series 
studies than we do for the cross-section studies. For as we have pointed 
out, the two functions are, in fact, somewhat different and we should 
not necessarily expect identical results. Moreover, in the time studies, 
there tends to be a systematic downward bias to the index of produc- 
tion which keeps it closer to the index of labor than it should be in 
reality and hence gives an excessive value to &. This downward bias is 
caused by two factors: (1) Since the indexes are primarily based on 
the quantities of raw material produced, they do not include the in- 
creased fabrication and reworking of these materials which is a pro- 
nounced, although not a universal, tendency of industry. (2) It is in 
practice not possible to include with sufficient rapidity the new 
products which are continually pushing themselves forward, nor to drop 
in adequate time the products which are becoming obsolete. The net 
result is to keep the index numbers of Product (P), particularly during 
the latter years of a given period, closer to Labor (L) than in reality 
they should be and hence k is raised above and j is depressed below 
their “true” values. 

This weakness is absent from the cross-section or inter-industry 
studies, which are made for a given year, and we would, therefore, 
expect the &’s to be lower and the j’s to be higher in this group of 
studies. Such is, in fact, exactly the case. 

It may be of some significance that when the factor of time is 
eliminated from each of the three basic series of Labor, Capital, and 
Product, and the deviations from the trends are studied (as in Series 
IV), that the true value of k for the period of 1899-1922 is reduced to 
.63. This is identical with the average value of k for the six years for 
which inter-industry studies were made. 

It may also be of some significance that in three of the four time 


earners, salaried employees, supervisory officials, firm members, and working proprietors; 
(2) Capital (C)=total fixed and working capital; (3) Product (P)=gross sales value minus 
(a) cost of raw materials, (b) cost of fuel, heat, power, and rent, (c) taxes and insurance pay- 
ments, (d) amounts paid to contractors, (e) cost of repairs, (f) sundries. No deduction has been 
made for the depreciation of fixed capital except that included under the heading of “repairs.” 
For earlier studies on four of these years see Gunn and Douglas, “The Production Function 
for American Manufacturing for 1919,” Am. Econ. Rev., Vol. XXXI (Mar., 1941) pp. 67-80; 
Gunn and Douglas, “The Production Function for American Manufacturing for 1914,” Jour, 
Pol. Econ., Vol. L (Aug., 1942), pp. 595-602; Bronfenbrenner and Douglas, “Cross-Section 
Studies in the Cobb-Douglas Function,” Jour. Pol. Econ., Vol. XLVII (Dec., 1939), pp. 
761-85; Daly, Olson and Douglas, “The Production Function for Manufacturing in the United 
States in 1904,” Jour. Pol. Econ., Vol. LI (Feb., 1943), pp. 61-65. A more complete description 
of the methods and results for 1889 will shortly be published by Miss Estelle Mass, 
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studies and in five of the six cross-section studies, the sum of k and j 
is slightly less than unity. While this by no means establishes the 


reality of true diminishing returns, since the differences between k +} . 


and unity are well within the range of the standard errors, there is at 
least a faint suggestion to that effect. It is possible that American 
manufacturing industry during this period may have exceeded the 
optimum size and that the desire for the power and prestige which is 
attached to bigness may have caused firms to be conducted on a larger 
scale than that which was justified by the most efficient combination 
of the factors of production. 

While all due caution in drawing conclusions should be observed, it 
would seem that the most likely long-run norm for k during the period 
covered was between .63 and .64; and for j was approximately .34. 
This would mean that a change of one per cent in the quantity of labor 
(unaccompanied by any change in the quantity of capital) would 
normally result during this period in a change in the same direction of 
about sixty-three or sixty-four hundredths of one per cent in the 
quantity of product, and that similarly a change of one per cent in 
quantity of capital (unaccompanied by any change in the quantity of 
labor) would normally result, during this period, in a change in the 
same direction of about thirty-four hundredths of one per cent. If both 
factors of production were increased by one per cent, then the total 
product would normally increase during this period by from ninety- 
seven to ninety-eight hundredths of one per cent. 

If we disregard the slight suggestion of decreasing returns and treat 
the most probable sum of the exponents as-equal to unity, then an in- 
crease of one per cent in the quantities of both labor and capital would 
normally result in a corresponding increase of one per cent in product. 
A one per cent increase in the quantity of labor alone would normally 
be accompanied, during this period, by an increase of approximately 
two-thirds of one per cent in product and an increase of one per cent 
in the quantity of capital alone would normally be accompanied by 
an approximate increase of one-third of one per cent in the product. 
Perhaps this is as close a tentative conclusion as we should draw for 
this period although further studies may lead to some revision of these 
results. 

Since under these conditions (7.e., k + j = 1.0) the elasticity of the 
marginal productivity curves for a given factor is equal to the reciprocal 
of the exponent for the other factors, that is ex = zz and eg = Tt 
it follows that the approximate elasticity of the normal marginal pro- 
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nad 
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ductivity curve for labor during this period would seem to be not far 
from 3.0, and for capital, to be around 1.5” 

Let us now turn to the examination of the two time series and nine 
cross-section studies which have been made for Australia, and which 
are summarized in Table II, with its accompanying notes. In the Vic- 
torian time study, & has a value of .84 and j of .23, while in the New 
South Wales study, the value of > is .78, and that of 7 is .20. It should 
be noticed, however, that the respective standard errors of k and j 
are quite high and that the values of k under the original formula 
(P = bL*C**) vary somewhat from those obtained under the second 
formula. 

As we would expect from the reasons which have been given, the 
values of & in the nine cross-section studies for Australia are some- 
what lower. The combined average of the k’s was .60 and of the ĵ’s 
was .37. Their average sum was, therefore, .97. Here it will be observed 
that we get identical results with either formula since the average of the 
k’s under formula (1) is also .60. It should also be noted that the 
values of & are from 8 to 14 times and the fs from 3 to 10 times their 
standard errors. 

The results for the five Commonwealth studies differ somewhat from 
those for the separate states, having somewhat lower k’s and higher }’s. 
Thus, in the Commonwealth, the average of the &’s is .55, with a spread 
in individual years between .49 and .64, while the average for the four 
state studies is .65. On the other hand, the j’s average .43 in the Com- 
monwealth, as contrasted with .20 in the state studies.** After the text 


“The marginal productivity of labor is 


oP k k : 
SE = T? = bb KCi = MP. 
The elasticity of the marginal productivity curve for labor is then defined as 
k P 
0 1 MP, č 1i L 
“(MPL kk-1)P L 
i a a 


7 2 
then 
_ it 
a= FLI l 
The flexibility of the marginal productivity curve for labor is defined as the reciprocal 
of the elasticity of this curve or 


pe See 
Ki 


1 The values of k and } are each relatively large in relation to their standard errors. 
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Taste IL.—TEHE VALUES OF THE PRODUCTION FUNCTION FOR MANUFACTURING IN AUSTRALIA 


R P=bLCi P=bLiCr* 
Years | 
k Ch j oj kj b k Ok 
A. Time series 71 
Victorias 1907-29 | 22 | .84 +.34 .23 
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New South Wales 1901-27 | 26 | .78 +.12 .20 


B. Cross-section or inter- 
industry studies 


Australia’ 1912 85 | .52 +.05 .47 +.05 .99 15.87 | .52 +4.04 
Australia® 1922-23 | 87 | .53 +.05 .49 +.05°1.02 16.49) .52 +.05 
Australia® 1926-27 | 85) .59 +.05 .34 4.04 .93 77.26) .64 +.05 
Australia® 1934-35 | 138 | .64 +.04 .36 +.04 1.00 39.79 | 64 +.04 
Australia® 1936-37 | 87 | .49 +.04 .49 +.04 .98° 21.57 | .50 +.04 
Victoriad 1910-11 | 34 | .74 +.08 .25 +.11 .99 42.87] .75 +.08 
Victoria? 1923-24 | 38 | .62 +.08 .31 4.10 .93 96.93 | .61 +.08 
Victoria? 1927-28 | 35 .59 +.07 .27 +.09 .86 207.49 | .60 +.05 
New South Wales? 1933-34 | 125 | .65 +.04 .34 +.03 .99 53.70| .66 +.03 
Average all Commonwealth .60 37 97 .60 
and state studies 
Average Commonwealth 59 43 98 .56 - 
studies only 
Average state studies only 65 .29 94 66 


® The Victorian index numbers for Labor, Capital, and Product from which the results were 
computed, were constituted as follows: (1) Labor (L}=average number of persons employed 
including wage earners, salaried employees, supervisory officials, and working employers; 
(2) Capital (C) = fixed capital reduced to dollars of constant purchasing power but excluding 
land values and working capital; (3) Product (P)=index of physical production using 1911 
value weights. See Handsaker and Douglas, “The Theory of Marginal Productivity Tested by 
Data for Manufacturing in Victoria,” Quart. Jour. Econ., Vol. LIL CNov., 1937), pp. 1-36. 


b The New South Wales study is based on series for Labor, Capital, and Product, which are 
virtually identical in their definition with those of Victoria. The capital index differs from that 
constructed earlier by Mr. Director in that it does not provide for the replacement at differing 
price levels for the estimated depreciation on capital. For the Director study, see Douglas, 
The Theory of Wages, pp. 167-172. 


° In the Commonwealth cross-section studies, the terms are defined as follows: (1) Labor 
(L) =average number employed of wage earners and salaried employees but generally exclud- 
ing working proprietors (except in 1934-35); (2) Capital (C) =value of plant and machinery, 
buildings, and land, but excluding working capital. The exclusion of working capita] is the 
chief dissimilarity between this series and the definition of total capital used in the case of the 
United States and Canadian cross-section studies. We will try to revise the Australian capital 
figures to include working capital but this may be difficult. (3) Product (P) = value added by 
manufacturing. For all the years except 1934-35, this was defined as gross sales value minus 
(a) cost of materials used, (b) cost of fuel and light, and (c) cost of replacing tools and repairs 
to plants. In the 1934-35 study estimated deductions were made for fire insurance and work- 
men’s compensation premiums, and also for estimated depreciation rates on the various types 
of capital goods used based on the rates estimated in the Production Bulletin, No. 29, Com- 

monwealth Bureau of Census and Statistics. For a further discussion of these issues, see Gunn 
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cl for this article had been prepared, Keith Campbell and George 
Brinegar, in their Queensland study for 1937-38, found & to have a 
value of .58 and j one of .45.7° 

Since the sum of the exponents tends to be slightly less than unity, 
there is an added slight suggestion of true diminishing returns. But 
here again, since the difference is less than the standard errors of 
estimate, we should be chary about drawing definite conclusions. 

If we choose .60 as the most probable “normal” value of & and .37 
as the corresponding value of j, this would mean that the approximate 
elasticity of the marginal productivity curve in Australia for labor 
was somewhere around 2.7 and for capital of about 1.7. 

The third set of results which we should consider are those for New 
Zealand, Canada, and South Africa. These are shown in Table III. 
Using the formula of k and 1-k, Max Brown found for New Zealand a 
value of .51 for k for the period 1915-1935, and when we reworked 
the Brown series with the second formula, we found values of .42 for 
k and .49 for j. It is interesting that in the single cross-section study 
which has been made for New Zealand, namely, that made by Williams 
for 1938-39, k has a value of .46 and j of .51.7* In the four Canadian 
studies which we made for so-called “normal” years, the #’s range 
between .43 and .50, with an average of .47, and the j’s between .48 
and .58, with an average of slightly more than .52. There is a con- 

a ‘siderable degree of steadiness in these results, which seem to indicate 
an elasticity of the marginal productivity curve for labor in that country 
as slightly less than 2.0 for the years studied and of capital as slightly 
more than that figure. 

One of the most interesting studies which has been made is that by 
G. W. G. Browne for South Africa for 1937-38. Taking the seventeen 
main groups of industry and treating all labor as homogeneous, Browne 


and Douglas, “The Production Function for Australian Manufacturing,” Quart. Jour. Econ., 
Vol, LVI (Nov., 1941), pp. 108-129, 

4 The definitions of terms in the studies for the separate Australian states were substantially 
similar to those in the four Commonwealth studies, except that (1) working proprietors were 
included in the definition of labor; (2) the estimated value of land was deducted from the capi- 
tal figures; (3) deductions were made from the value of product for (a) the estimated cost of 
local and state and federal taxes, (b) estimated fire insurance and workmen’s compensation 
premiums, and (c) allowances for depreciation upon buildings, plant, and machinery. These 
were also the methods used in the Commonwealth Study of 1934-35. See Gunn and Douglas, 
“Further Measurements of Marginal Productivity,” Quart. Jour. Econ., Vol. LIV (May 
1940), pp. 399-428. 

ON ® See an unpublished manuscript study by Keith O. Campbell and George K. Brinegar, 
The Production Function for Queensland Manufacturing in 1937-38 (1947). 


” Brown omitted the war years of 1916-17 and 1917-18. 


“a In the cross-section study just completed for New Zealand, 1926-27, k has a value of 
48 and j of .53: 
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Taste Ill.—Tae VALUES OF THE PRODUCTION FUNCTION ror MANUFACTURING IN 
New ZEALAND, CANADA, AND SouTH AFRICA 


P=brLCi P=bEFCI* 
Years Fa A (oe ena GER 
k Tk j of = kA b k Tk 
A. Time studies 
New Zealand: 1915-16 | 18; .42 +.ii .49 +.03 .91 2.03 | .51 +4.03 

(Brown) 1918-35 
New Zealand® 

(Williams) 1923-40 | 18| — — — —- — — | 54 +.02 
B. Cross-section or inter- 

industry studies 
South Africa! 

(Browne) 1937-38 | 17 | .66 +.08 .32 +.08 .98 54.48; — — 
South Africa? 

(Browne) 1937-38 | 85; .65 — .37 +.08 1.02 55.25; — — 
Canada® 1923 167 | .48 +.04 .48 +.04 .96 48.53 | .52 +.04 
Canada® 1927 163 | .46 +.04 .52 +.04 .98 33.04) .48 +.04 
Canada® 1935 165 | .50 +.04 .52 +.04 1.02 22.23 | .48 +.04 
Canada? 1937 164 | .43 +.04 .58 +.04 1.01 15.42 | .42 +.04 
New Zealand! 

(Williams) 1938-39 | 61 | .46 — .d51 — 97 73) — — 


a Dr. Max Brown, in his study, The Relation Between Capital and Labour in New Zealand 
(an unpublished doctoral dissertation at Cambridge University), defined Product (P) as the 
total money value of production divided by the price index of locally produced goods. His 
index of Labor (L) was one of total man-hours worked, t.e., numbers employed multiplied by 
the length of the standard working week plus or minus the hours of overtime worked or short 
time suffered in the various years. The index of Capital (C) was the value of buildings, plant, 
and machinery (¢.e., fixed capital) with the annual increments of investment deflated by a 
price index of the cost of capital goods. We have fitted the function P=)L*C? to the Brown 
data as well as the P=bL4Ct-* formula which Brown originally used. 

b Professor Williams computed his indexes as follows: (1) Product (P) =(a) value added by 
manufacturing (Z.e., gross value minus cost of materials, fuel, and power), divided by (b) the 
price index of locally produced goods; (2) Capital (C) =initial value (1919-20) of land, build- 
ings, machinery, and plant mizus depreciation actually written off each year, and lus the 
money value of additions to capital in each year adjusted for changes in the index, number of 
prices for buildings and construction; (3) Labor (L) =number of persons employed. See J. W, 
Williams, “Professor Douglas’ Production Function,” Econ. Record, Vol. XXI (1945), pp. 
55-63. 

° Professor Browne defined his units as follows: (1) Product (P) =net value added by manu- 
facturing or the gross value of output minus cost of materials, fuel, light, and power; (2) Labor 
(Z) =average number of employees, including wage earners, salaried staff, managers, ac- 
countants, working proprietors, and persons regularly employed in their homes; (3) Capital 
(C)=the value of land, buildings, machinery, plant, and tools (4.¢., fixed capital only, with 
working capital excluded). See G. W. G. Browne, “The Production Function for South African 
Manufacturing Industry,” South African Jour. Econ., Vol. XI (1943), p. 259. 

å This study differed from the former in that it was based on a more minute classification of, 
industries and that it also separated white and black laborers and treated each as a separate ` 
factor of production. The value of & given is the sum of the & for white labor (.45) and for na- 
tive labor (.20). See Browne, op. cit., pp. 260-61. The value of ex could not be obtained by add- 
ing the ox of the exponents for native and white labor. 

* The statistical series used were: (1) Labor (L) =average number of employed wage earn- 


= 
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found the value of k was .66, and that for j, .32. When he made white 
and black labor separate factors of production and broke manufactur- 
ing down into eighty-five industries, the sum of the two exponents for 
labor amounted to .65. While we cannot rely too much upon only one 
study, it is of interest that his results were substantially the same as 
those which we obtained on the average for the United States for the 
period 1889-1919 and not far from the Australian results. This would 
be equivalent to an elasticity of approximately 3.0 for the marginal 
productivity curve for labor and of 1.5 for the marginal productivity 
curve for capital. 

If we try to summarize our results, we do find a relatively close 
agreement. between the values of k and j which we obtain from the 
cross-section studies for the United States, Australia, and South Africa. 
But we also find differences in the values of k and j (1) between 
Canada and New Zealand, on the one hand, and the United States, 
upon the other, with the former having lower &’s and higher j’s than 
the United States, and (2) between years within the same country. 
This is to be expected, as I pointed out long ago in a section of my 
Theory of Wages.” But underneath all these differences, it is submitted 
that there has been for the periods studied, a substantial core of stabil- 
ity within countries and that differences in technique, differences in the 
relative importance of given industries, and differences in the ratios 


„ - of capital to labor may account for such deviations in the values of the 


exponents as exist.” 


2 Douglas, The Theory of wages, pp. 203-4. 

The economic and statistical meaning of b deserves to be considered. 

A. In the four time series for the United States, the values of 6 under formula (1) are 
closely approximate to unity. For the United States the values are the same for each of 
the four series. 


b b 
Series I 1.01 Series III 1.01 
Series IT 1.01 Series IV 1.01 


(Footnote 22 continued on next page) 


ers, salaried workers, etc.; (2) Capital (C) =total capital used, z.e., (a) fixed capital in the form 
of land, buildings, plant, tools, and machinery plus (b) working capital including materials, 
goods in process, and goods in storage. The inclusion of working capital makes the results 
comparable with the cross-section studies for the United States but differentiates them from 
the series used in Australia, New Zealand, and South Africa. (3) Product (P)=gross sales 
value minus cost of materials, fuel, electricity, etc., used. See Patricia Daly (Ogburn) and 
Paul H. Douglas, “The Production Function for Canadian Manufactures,” Jour. Am. Stat. 


ah Assoc., Vol. XXX VIII (1943), pp. 178-86. 


f Professor Williams defined his terms as follows: (1) Labor (£)=:number of persons en- 
gaged; (2) Capital (C)=value of land, buildings, plant, and machinery, 7.e., fixed capital. 
(3) Product (P) =gross sales value of product minus cost of materials, fuel, and power. See 
J. W. Williams, op. cil, p. 59. 
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It is submitted that the results are, on the whole, corroborative. If 
they were purely accidental, as some have charged, they would show 
widely varying results. The fact that on the basis of fairly wide studies 
there is an appreciable degree of uniformity, and that the sum of the 





For Victoria, the value of b was .97 and for New South Wales, 1.02. In all these cases, b 
represents the value of the intercept with the functional plane of theoretical product merely 
moved up or down by the small difference between the values of b and unity. In the time 
series, of course, we are dealing with index numbers which show relative changes, not 
absolute values, 

B. Under formula (2) (i.¢., P = bL*C’) b deviates in a greater degree from unity because 
of the greater degree of freedom given to the exponent for capital. Here the values for 
the United States are: 


b b 
Series I 84 Series III 1.12 
Series IT 1.38 Series IV . 1.35 


For Victoria b is .71 and for New South Wales, .97. 

C. In the cross-section or inter-industry studies, b still represents the intercept but it is 
also a conversion factor which translates the number of employees and dollars of invested 
capital into dollars of net value product. As in the case of the time series based on index 
numbers, b is generally higher under formula (2) when the values of j are independently 
determined than under formula (1). It also tends to move in some direct ratio with changes 
in the general price level, being generally higher in those years when the price level is 
higher and vice versa. There are, however, occasional exceptions to this rule. These tendencies 
are shown in the following tables for the United States: 


Values of b 
Year Formula (1) Formula (2) 
1889 28.58 58.34 
1899 69.66 106.43 `. 
1904 79.62 120.23 
1909 98.63 99.99 
1914 66.22 81.66 
1919 ; 258.82 244.21 
For the Commonwealth of Australia the corresponding values are 

Values of b 
Year Formula (1) Formula (2) 
1912 14.79 15.87 
1922-23 19.72 16.49 
1926-27 41.50 77.26 
1934-35 37.15 39.79 
1936-37 17.99 21.57 


It will, of course, be remembered that Australian prices and values are expressed in terms 
of pounds, 


For Canada, the values are 


Values of b 
Year Formula (1) Formula (2) 
1923 38.55 48.53 
1927 28.51 "33.04 
1935 24.38 22.23 oe 
1937 16.48 15.42 


I hope to give a fuller treatment of the significance of the b term in the regression 
equations in a book on The Theory of Production which I hope shortly to publish with 


Miss Grace Gunn, 
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~ exponents approximates unity, fairly clearly suggests that there are 
laws of production which can be approximated by inductive studies 
and that we are at least approaching them. 

And yet it is proper to chronicle the fact that we Jave obtained 
some negative results. One persistent area of difficulty in these last 
months has been the Massachusetts time series. We tried to improve 
on Professor Cobb’s series of capital and product with the result that 
the more we refined the basic series, the more nonsensical the results 
became. We are still working on this problem, but at the moment we 
certainly do not see the light. Secondly, it is disconcerting to observe 

* hat if we shorten our time periods by dropping off a number of terminal 
years, we appreciably alter our results. We observed this fact earlier, 
as did Professor Williams in New Zealand, but this paradox has been 
most manifest when we omit the war years from 1916 on, in our | 
United States time series. Finally, we have attempted various inter- 
spatial studies in which we use individual states as separate observa- 
tions. We have personally had no success with these attempts. The 
most ambitious study of this latter nature has, however, been made by 
my friend and former associate, Ernest Olson, and will be presented to 
this Association later in these meetings. I do not wish to anticipate the 
results of his paper, but I think it is proper to say that Mr. Olson has 
been able to develop a formula which makes differences between coun- 
tries in their veal national income a mathematical function of (1) the 
total energy used, (2) the numbers of the working population, (3) the 
quantity of livestock reduced to comparable units, and (4) the amount 
of land—and he has derived exponents which indicate the comparative 
importance of each. There is still much to be done in this direction and 
some hard puzzles remain to be solved, but Mr. Olson’s comparative 
success offers us some hope that we may not face a completely blank 
wall in working with this third method for deriving the laws of pro- 
duction. 

Finally, I should like to point out that in the case of the United 
States, we were compelled because of lack of capital figures, to stop with 
1922 in our time series and with 1919 in our cross-section studies. We 
have, therefore, not been able to cover the very perplexing period of 
1920-40. I am doubtful for two reasons whether we can develop a 
satisfactory production function for the United States during this 

period: (a) In spite of the excellent work of the National Bureau ‘of 
AÈ Economic Research, we still lack adequate data for this period on the 
capital available for use; and (b) there was wide variation between the 
decades in the degree to which the available capital was actually used. 
During the ’twenties, capital was quite fully employed, but during the 
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thirties a large proportion of this equipment lay idle. Variations in the 
degree to which available capital was utilized created some difficulties 
within the ordinary business cycles which prevailed between 1899 and 
1919 when each of the four phases of the cycle did not last for more 
than one or two years. But the period between the two wars was quite 
extraordinary in that we had high prosperity from 1922 to the fall of 
1929 and that we did not fully recover from the collapse which then 
set in until 1941. It was this fundamental difficulty which prevented one 
of my students, Mr. Leonard Felsenthal, from developing a satisfactory 
production function for Germany in the inter-war period. I shall, there- 
fore, await with sympathetic interest the paper on this subject which 
Mr. Burton Wall is to give tomorrow. 


IV. The Production Function as Based on Plant Averages Rather 
than Industry Aggregates 


The inductive values which have thus far been developed in the 
cross-section or inter-industry studies have been based on industry 
aggregates, namely the totals of workers, capital, and net values added 
by manufacturing in each industry. This method is somewhat discon- 
certing to those who are accustomed in their a priori reasoning to start 
with the theory of production for the individual firm and who then 
move to a model for a given industry but who shy away from develop- 
ing a theory of production for the economy as a whole or from the 
manufacturing sector of that economy. Such theorists probably be- 
lieve that we are starting at the wrong end and that we should begin 
instead with the individual firm rather than the whole manufacturing 
sector of the economy and that we should consider the production func- 
tion within these units rather than deal with inter-industry and aggre- 
gate functions. 

There are two answers to this position. The first is that I should be 
very glad indeed to make studies of individual firms if the necessary 
data were available. But statistics on the changing quantities of labor 
and capital which are used over a period of time by individual firms, 
and the amounts of product which are thus turned out by them, are 
some of the most carefully guarded secrets of business. I am reluctant 
to believe that we should stop all our investigations until all of these 
facts are forthcoming for a multitude of firms. 

Secondly, I personally see no reason why we cannot approach this 
problem from either end and study the macrocosm as well as the 
microcosm. No one, for example, in the physical sciences would pro- 
pose that we give up using the telescope because the microscope had 
not yielded all its secrets. Why should we not, therefere, study the 
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a 


economy as a whole as well as speculate about the individual firm, 
particularly since a knowledge of the former throws a great deal of : 
light upon the problems of the latter? 

In the meantime, luweve:, we should all welcome such brilliant 
studies of the production function for individual firms as that which 
will shortly be published by my friend and colleague, Professor William 
H. Nicholls, for a meat-packing plant.” Moreover, if we could get the 
figures for specific firms and plants within given industries for a specific 
year, we would then be able to develop production functions for each 
of the main industries with each firm serving as an observation. But 
the census has always been obligated to conceal the identity of the 
specific firms which report to it and can only publish totals by in- 
dustries and geographical subdivisions. This fact prevents us, at 
present, from developing such studies, although it is barely possible 
that either the Census Bureau itself or employers’ associations could 
carry them on, were they once convinced of their value. This cannot, 
however, be done at present. 

To my mind, therefore, we are at present forced to work primarily 
with industry aggregates. But there is one important refinement which — 
we can and should introduce. That is to divide the total number of 
workers, the aggregate amounts of capital, and the total net value of the 
product in each of the various industries by the number of plants in 
that industry. This will give us plant averages for given industries 
rather than industry aggregates as the individual observations” and 
from these we can derive another variant of the production function. 

We have made such studies for each of the six years which were 
covered for American manufacturing and for two of the Australian 
studies and these results are embodied in Table IV. 

It will thus be seen that. while we obtained closely similar results in 
Australia by the two methods, nevertheless, clear differences developed 
in the case of the United States. In every year the value of k in our 
American studies was substantially less under the method of plant 
averages than it was under the method of industry aggregates. The 
amount of this difference ranged between 5 and 6 points, as in 1904 and 
1909, to 15 points in 1889. On the other hand, the values of j were 
always higher under the methods of plant averages than under that of 
industry aggregates but the amounts of these differences were much less. 

As a result, the combined values of k + j are less by from 3 to 8 points 


"a William H. Nicholls, Labor Productivity Functions in Meat Packing, to be published 
by University of Chicago Press, 1948. 

“This is not quite the same as the so-called “representative” firm because many firms 
operate multiple plants. 
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on the plant average basis than they are when industry aggregates are 
used and, indeed, average only .92. This gives an unmistakable in- 
dication of true diminishing returns so far as the size of individual 


Taste IV.—A COMPARISON OF THE VALUES OF k AND f OBTAINED BY THE METHOD OF 
PLANT AVERAGES WITH THOSE OBTAINED BY THE METHOD OF INDUSTRY AGGREGATES 
(P =bL*Ci)s 


Values According to Method ee datas oe 


of Plant Averages 


Year Industry Aggregates 
k j k+j k j k+j 
United States 
1889 .36 .50 „86 -15 +-.07 — .08 
1899 .52 .36 .88 —~.10 +.03 — ,07 
1904 -60 .32 .92 — 05 +.01 — .04 
1909 .57 .37 94 — .06 -+.03 — .03 
1914 .52 41 .93 — .09 +-.04 — .05 
1919 .66 32 .98 — .10 +.07 — .03 
Australia Commonwealth 
1934-35> .60 .38 .98 -+- 04 — .04 .00 
Victoria 
1910-11 76 .26 1.02 -+ 02 + .O1 + .03 


a The formula, P=bLICT, gives identical results using aggregate and per plant data. 
(1) P = bLFCIs 


P LNF 1% k Çi-k 
(2) EE (5) Se 
N N N Ne Nik à 
P b 
N Wee : 


Multiplying both sides by N, we get formula (1). 

> Figures refer to Commonwealth of Australia 1934-35 A, which used the studies of C. H. 
Wickens, “The Commonwealth Statistical Allocation of Factory Output,” Econ. Record 
(1929), pp. 226-33. The values of k and j for the industry aggregates were .56 and .42, re- 
spectively. The results of the plant averages for the Commonwealth for the years 1912, 1922- 
23, 1926-27, 1936-37 were previously published. It was found that the values of k and j 
did not change greatly. Only: one value of k, that for 1922-23, differed from the aggregate 
k, by an amount greater than or. For further discussion, see Gunn and Douglas, “The Pro- 
duction Function for Australian Manufacturing,” Quart. Jour. Econ., Vol. LVI (Nov., 
1941), pp. 108-29. 


plants is concerned. While much more study is needed to develop and 
to clarify this point, it is suggested that quite possibly American plants 
during this period were in practice developed beyond the point of . 
maximum efficiency. Whether or not the differences between the re- 
spective k -+ j’s can be taken as a coefficient of managerial megalo- 
mania, I shall have to leave to the psychiatrists.** 


^“ If this is a psychiatric problem, we can take consolation in the fact that the disease 
e Was apparently less acute in 1919 than in 1889, 


~ 
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~ V. Do the Deviations of the Actual Products from Those Which We 
Would Theoretically Expect from the Formula Tend to Strengthen 
or Weaken Belief in the Validity of the 
Production Function? 


An important test of our function is the degree to which the values 
of the product which we would expect from the quantities of labor 


CEART I—Devratrions OF ACTUAL FROM TxsEoRETICAL Vatues or Loa P 
UNITED States MANUFACTURING 1889 
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^ and capital available, tend in practice to be realized in terms, of actual 
product in each of the various industries during the given years. We 
have made these tests and I should like to present our results in a 
series of charts and summary tables. As a first step, we computed 
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the standard errors of estimate (S) for each study. Under a normal 
distribution of cases with the only departures of the actual from 
theoretical values being those caused by random errors of measure- 
ment and of sampling, we would expect that in 68.3 per cent of the cases 


Cyart JI—Deviarions or ACTUAL FROM THEORETICAL VALUES or Loc P 
UNITED States MANUFACTURING 1899 





the actual values would deviate from the theoretical values by less 
than one standard error of estimate, and that in 95 per cent of the 
cases the actual values would deviate from the theoretical values by 
less than two such standard errors. In only one per cent of the cases 
would the actual values deviate by more than three standard errors of 
estimate. Then in our charts of the cross-section or inter-industry 
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~~” studies, we have plotted the logs of the theoretical or expected products 
on the vertical scale and of the actual products on the horizontal scale. 
Since the values of scale are the same on both axes, the line BB’ (with 
a slope of unity) is the locus of all those points for which the theoretical 


CHART III — DEVIATIONS oF ACTUAL FROM THEORETICAL VALUES OF Loc P 
UNITED STATES MANUFACTURING 1904 





Dane See DNR ene ese ee 2 
B 4.0 5.0 6.0 7.0* 8.0 9.0 


values of the product are identical with the actual values. In these 
studies for a given year, it will be remembered that each industry 
constitutes a separate observation. 

The degree of departure of the actual from the ete values is, 
therefore, shown by either the horizontal or the vertical distance of a 
given point from the line BB’. We have, therefore, marked out on each 


28 THE AMERICAN ECONOMIC REVIEW 


side of the line BB’ two other pairs of lines at the respective distances ™ 
of one and two standard errors of estimate. An inspection of these 
charts for American manufacturing for the years 1889, 1899, 1904, 
1909, 1914, and 1919, (Charts I, IT, IHI, IV, V, and VI) show that in 
practice the actual values tend to be close to the line BB’, and a sta- 
tistical analysis of these variations is given in Table V. Here it will be 
seen that in every year more than 70 per cent of the actual values were 
within one standard error of estimate of the values which we would 


TABLE V.—DEGREE OF DEVIATION OF ACTUAL FROM THEORETICAL VALUES OF PRODUCT 
IN AMERICAN MANUFACTURING INDUSTRIES 1889-1919 d 








Deviation of Actual Product (P) from Theoretical Product 
(P’) in Terms of Standard Errors of Estimate 








Number of 
Census Industries 
Year or Observa- Number Per Cent 
tions —V Lessthan| 1-2 Over | Less than 1-2 Over 
lo o 20 lo g 2e 
1889 363 280 63 20 77.0 17.0 6.0 
1899 332 250 70 12 75.0 21.0 4,0 
1904 336 236 82 18 70.0 25.0 5,0 
1909 258 215 38 5 83.0 15.0 2.0 
1914 340 243 83 14 72.0 24.0 4.0 
1919 556 453 85 18 82.0 15.0 3.0 
Total 2185 1677 421 87 — — — O a 
Averages — —- —ł4] — 76.5 19.5 4.0 


theoretically expect under the formula and that in two of the six years, 
over 80 per cent of the cases were within this range. 

Taking the 2185 industry observations in the United States as a 
whole, we find that in 76.5 pér cent of the cases, the actual products 
were within one standard error of estimate of the theoretical products, 
whereas under a normal distribution we would only expect a little over 
68 per cent of the cases to lie within this range. Moreover, in only one 
year did the number of observations whose actual products varied 
from the theoretical values by more than two standard errors of esti- 
mate come to as much as 6 per cent of the total while the average for 
all 2185 observations was 4 per cent as compared with the 5 per cent 
which we would normally expect.” 

In our American studies, the distribution of the actual values about. 


*’ Incidentally, instead of 22 cases or 1.0 per cent of the total, which would normally 
expect to deviate by more than three standard errors of estimate, we find only 16 observations 
or three-quarters of one per cent in this class, 
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the theoretical values is, therefore, somewhat closer than what we 
would normally expect on the basis of random errors of sampling and 
of measurement. Belief in the reliability of the formula as a descrip- 
tion of production during this period is, therefore, strengthened, rather 
than weakened. 


TABLE VI..—DEGREE OF DEVIATION OF ACTUAL FROM THEORETICAL VALUES OF PRODUCT 
IN MANUFACTURING INDUSTRIES OF BRITISH DOMINIONS FOR SPECIFIC YEARS 


Deviation of Actual Product (P) from Theoretical 
Product (P’) in Terms of Standard 


Num- Errors of Estimate (e) 
ber of 
Country and Year Indus- Number Per Cent 
(Hes: (Se eS 
(N) Less 1-2 | More| Less 1-2 | More 
than o than | than T than 
le 2e ie 2o 
Canada 
- 1923 167 116 41 10 69.0 25.0 6.0 
1927 163 115 40 8 71.0 24.0 5.0 
1935 165 113 45 7 69.0 27.0 4.0 
1937 164 122 33 9 74.0 20.0 6.0 
Commonwealth of Australia 
1912 85 66 13 6 78.0 15.0 7.0 
1922-23 87 66 15 6 76.0 17.0 7.0 
- 1926-27 85 65 17 3 76.0 20.0 4.0 
1934-35 138 110 23 5 80.0 17.0 3.0 
1936-37 87 70 9 8 81.0 10.0 9.0 
Australian States 
New South Wales 
1933-34 125 98 22 5 78.0 18.0 4.0 
Victoria 
1910-11 34 26 7 1 76.0 21.0 3.0 
Victoria 
1923-24 38 32 4 2 84.0 11.0 5.0 
Victoria 
1927-28 35 26 6 3 74.0 17.0 9.0 
Total 1373 1025 275 73 — 


Average —- — — —_ 74.7 20.0 5.3 


Let us see from Table VI if these results are confirmed by an analysis 
of the deviations of the actual from the theoretical values in the thirteen 


-cross-section studies which we have thus far made for the Dominions 


within the British Commonwealth of Nations. It will be noticed that 
out of the total of 1373 observations, 1025, or over 74 per cent deviated 
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and that between 94 and 95 per cent deviated by less than two stand- 
ard errors of estimate. The distribution of the observations in this 
sample is, therefore, somewhat better than that which we would expect 


CHART IV—Deviations OF Acruat From THEORETICAL VALUES or Log P 
UNITED States MANUFACTURING 1909 


LOG P’ B’ 
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under normal conditions of random error. Credence in the production 
function would seem to be further reinforced.” 

The fact that we have, therefore, in practice, a somewhat closer 
distribution of the actual values about the line of the theoretical values— 


2 While charts showing the distribution of the individual products about the line of 
theoretical relationship have been prepared for the British Dominion, these are not pub- 
lished in this article because of considerations of space and expense. They were, how- 
ever, shown in connection with the address. 
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~< under the formula than we would normally expect, is all the more 
striking in view of the fact that the values of the production function 
need not be the same within all industries or allied groups of industries. 


CHART V—Devrations or ACTUAL FROM THEORETICAL VALUES oF Loc P 
UNITED States MANUFACTURING 1914 


LOG P’ p’ 
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As I have constantly pointed out during the last twenty years, there 
is no reason why the exponents of capital and labor should be constant 
"A for all periods and economies. As a matter of fact, we have already 
seen that they are not and that there is some variation between coun- 
tries and years in the values of k and }. We would similarly expect 
some variation to exist as between groups of industries within a country 
at any given time. Thus the values of the production function for the 


32 THE AMERICAN ECONOMIC REVIEW 


textile industries need not be the same as for the clothing group, while 
these might well differ from those prevailing in the food industries 
and be appreciably different from those in the iron and steel and heavy 
metals industries, etc. If, therefore, we could compute separate values 


CHART Vi-~DeviArions or ACTUAL FROM THEORETICAL VALUES OF Loc P 
UNITED STATES MANUFACTURING 1919 





; ey aia p re ey ee See 
B 4.0 5.0 6.0 7.0 8.0 90 


of k and j for each of the various main groups of manufacturing and 
compare the actual with the resulting theoretical products, we could 
doubtless find the resulting deviations to be appreciably less than those 
obtained when we treat all manufacturing as a whole. The fact that we do © 
get such a good fit when we treat all of the industries as homogeneous 
is, therefore, all the more remarkable. It seems, further, to suggest that 
to the degree that the values of k and j do differ between groups of 
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industries, such differences tend to be more or less symmetrically dis- 
tributed around the “normal” values which we have found in the given 
years for manufacturing as a whole. 

A further analysis of the plus and minus deviations offers interesting 
suggestions. We would expect industries characterized by monopoly 
and by highly imperfect competition to have a value product which 
would be appreciably greater than that which we would expect from 
the production formula itself, and from the quantities of labor and 
capital which are available. This would be caused by the control over 
supplies and prices exercised by the dominant firms and by their 
ability to control or to limit entrance into the monopolized industries. 
Conversely, in the industries which may be characterized by “‘exces- 
sive” competition into which large numbers of workers and also in 
some cases, relatively large quantities of capital are forced and which 
consequently lower the marginal productivity of one or both factors 
appreciably below their general levels, we would expect the value prod- 
uct per unit of labor and possibly also of capital, to be below the gen- 
eral average for society as a whole. 

Similarly, we would expect that the industries which are rapidly 
expanding because of an increase in demand or in the disposition of 
consumers income, or because of great technical progress, will have 
value products which are in excess of those derived from the formula. 
Conversely, again, we would expect that the contracting industries, 
which are suffering from a decrease in demand and an obsolescence of 
technique, would produce less value product than that which our 
formula would predict. 

There are, moreover, a considerable number of industries which 
probably can best be described as “sweated.” These are industries 
which have had large supplies of cheap labor, sometimes caused, as in 
the past, by an influx of immigrants or by the presence of a large num- 
ber of women and juveniles who are forced to seek work because of 
the low earnings of the male heads of households. The average earnings 
in these industries tends to be appreciably below the national average, 
and if there is a normal degree of competition at work, these low earn- 
ings will commonly be translated into a lower sales price for the product 
than would normally be the case. The value product in these industries 
will, therefore, tend to be less than what would be shown under the 
formula for manufacturing as a whole. 

We can test the relative truth of these hypotheses both by statistical 
analysis and also by identifying the specific industries where the devia- 
tions of the actual from the theoretical values are great. In analyzing 
the American deviations by years, as in Table VII, certain marked 
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differences appear between the results for the earliest year of 1889 
and the years from 1904 on. From 1904 on, and particularly in. 1914 
and 1919, the big deviations were predominantly on the plus, and the 
minor deviations on the minus, side. Thus, in 1919, of the 18 industries 
where the deviations amounted to more than two standard errors of 


Tasre VILAN ANALYSIS OF THE COMPARATIVE DEGREES OF PLUS AND Minus DEVIATIONS 
OF ACTUAL FROM THEORETICAL PRODUCTS IN AMERICAN MANUFACTURING 
InpDustRIES 1889-1919 





Number of Industries with Devia- Number of Industries with Devia- 
tions of Less Than Two Standard tions of More Than Two Stand- 
Year Errors of Estimate ard Errors of Estimate 
Plus Minus Plus Minus 
1889 190 153 4 16 
1899 166 154 5 7 
1904 144 174 11 7 
1909 122 131 3 2 
1914 152 174 10 4 
1919 230 308 16 2 


estimate, 16 had their actual products in excess of the theoretical 
values, while in only two cases did they fall below. On the other hand, 
of the 538 industries in 1919 where the deviations amounted to less 
than two standard errors, 308 or nearly three-fifths, were below what 
would have been expected under the formula. For the three census years 
of 1909, 1914, and 1919, there were 29 industry observations where 
the actual products were more than two standard errors of estimate 
greater than the theoretical values and only 10 industry observations 
which were more than two standard errors less. Conversely, in these 
three years there were only 504 industries which had actual products 
which exceeded the theoretical values up to two standard errors as 
contrasted with 613 industries where the actual products fell below 
the theoretical by these amounts. 

The general framework of these later results is approximately what 
we would expect on theoretical grounds. The monopolistic and expand- 
ing industries tend to absorb large quantities of purchasing power at 
the expense of the rest of the economy. They would, therefore, be 
expected to show wider profit margins than the general average and 
each combined dose of labor and capital would consequently tend to 
yield a greater dollar value than would normally be the case. The with- 
drawal of this purchasing power would, moreover, exert a slight de- 
pressing influence upon each of the remaining industries so that we 
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would expect the number of industries where the actual product fell 
below the theoretical to exceed in number those where it was greater. 
This was exactly what happened from 1904 to 1919. Why the opposite 
result should have occurred in 1889 and to a much lesser degree in 
1899, however, merits further study. 

Even more important, however, is an analysis of each of the 87 
American cases where the deviations were more than two standard 
errors of estimate from the theoretical values and I only regret that 
lack of time prevents a full analysis of these instances. Let us first 
consider the forty in which the deviations were of a minus nature. In no 
less than ten cases, these were in the flax, hemp, linen, jute and oakum 
family of industries, which has always been one of the most “sweated” 
groups in all industrial countries. Two were in allied “sweated” in- 
dustries, namely nets and seines (1904) and hammocks (1889), while 
three more were connected with cotton which has generally been a 
sub-standard industry. Three more, charcoal, waste, and canning 
oysters, have been distinctly disagreeable and badly “sweated” indus- 
tries, while several others, such as grindstones, millstones, hooks and 
eyes, etc., were instances of contracting demand. 

On the other hand, the vast majority of the plus deviations which 
amounted to more than two standard errors of estimate can be ex- 
plained as caused by (1) some form of quasi-monopoly or imperfect 
competition, or (2) by expanding demand, or (3) by both factors. 
Examples of the first are wood engraving, gold and silver reducing, 
lapidary work, music publishing, glucose, starch, linseed oil, patent 
medicines, tin plate, brass, and lead. These in themselves accounted 
for nineteen of the markedly plus deviations. 

Illustrations of the second group, namely those caused by an ex- 
panding demand, were cordials and flavoring syrups (1909, 1914, 
1919), oleomargarine (1914), perfumery (1919), and washing ma- 
chines (1919). 

There is also a third class of plus deviations which was probably 
affected both by imperfect competition and by expanding demand. Il- 
lustrations of this group are airplanes (1914), chewing gum (1919), 
cigars and cigarettes (1919), fountain pens (1914), photographic sup- 
plies and equipment (1904, 1909, 1914), cash registers (1889), smelt- 
ing and refining copper (1899, 1904), typewriters and supplies (1889). 

A very large majority of the major deviations so far as the United 
States is concerned, were, therefore, precisely what we would expect 
on @ priori grounds. Belief in the function as a description of “normal” 
relatianships is, therefore, still further strengthened 
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VI. To What Degree Do the Shares Which Labor and Capital Receive 
of the Product Approximate the Proportions Which We Would 
Expect from the Values of the Production Function? 


We now come to one of the most important features of the theory of 
production and of distribution, namely, the relative degree to which 
the actual shares received by labor and capital approximate those 


TABLE VIII.—A, Comparison BY YEARS OF THE VALUES OF THE EXPONENTS OF LABOR AND 
CAPITAL IN THE PRODUCTION FUNCTION FOR AMERICAN MANUFACTURING (k AND 7) 
WITH THE UNWEIGHTED AVERAGE OF THE SHARES OF THE NET VALUE 
Propucr RECEIVED BY Lasor (W/P) 





Degree to which W/P dif- 
k 
fers from k and —— in 
kAj 
k W terms of standard errors 
Year N k —— n a O 
k+j P W W k 
P P kt+j 
Tk ok 
1889 363 51 43 54 .60 + 3 + 2 
1899 332 62 33 _ 65 58 — 2 —34 
1904 336 .65 31 .68 64 —0-1 — 2 
1909 258 63 34 65 63 0 — i 
1914 340 .61 .37 .62 .59 —0-1. — Í 
1919 556 76 25 -15 .59 —8-9 — 8 
Average a .63 34 .65 .605 — — 


which we would expect from the values of the production function. As 
my associates and I have demonstrated mathematically a number of 
times, we would expect, under conditions of (1) true constant returns 
where the sum of the exponents is equal to unity and (2) perfect 
competition, that each factor of production would receive that fraction 
of the total product which is indicated by its exponent.” 


38 The share which labor receives: 


Let W = the amount of wages received. 


P 
Marginal productivity of labor == k ri 


P 
W—Lk— = kP 
L 


W = kP 
k = W/P 
Similarly, for capital. 


Sa 


f 
aa, 


DOUGLAS: ARE THERE LAWS OF PRODUCTION? 37 


Let us, therefore, compare the actual share which wages and salaries 
formed of the net value product (i.e., W/P) in the various years with 
the values of 2. It will also be instructive to compare W/P with the 


ratio of 





* 


J 
approximately expect to occur if the total product were to be divided 
between labor and capital so as to eliminate either net residual profits 
or losses. 

This is shown for the United States cross-section studies in Table 
VIII. From an examination of this table, it will be seen that in five 
of the six years there was a very close agreement between the values 
of & and of W/P. In one year (1909), there was precise agreement 
between the two; in two of the years (1904 and 1914), the differences 
were approximately only one standard error, while in two more (1889 
and 1899), they amounted to two to three standard errors. The biggest 
difference was in 1919 when W/P was less than k by over eight stand- 
ard errors.” 

Taking the average for the six years as a whole, we find that k 


since the latter is a rough measure of what we would 





averages .63, equals .65, and labor’s actual share or W/P was 


k+j 
.605. There was, therefore, a close average agreement for the period 
between what we would have theoretically expected the distribution of 
the product to be under conditions of perfect competition and that 
which actually occurred. It should be remembered, moreover, that due 
to our inability to deduct allowances for depreciation in specific in- 
dustries, the true values of W/P are probably understated by ap- 
proximately 3 percentage points? and that, therefore, the average 


“The year 1919 was one in which prices rose with great rapidity. It would be ex- 
pected, therefore, that wages would lag behind in such a period. 


* On the basis of Dr. Fabricant’s estimate of depreciation totals for manufacturing as 
a whole in 1919, it appears that these amounted to approximately five per cent of the value 
added by manufacturing in that year. If this had been deducted, labor’s share would, there- 
fore, have been raised in 1919 by about three percentage points, or to approximately .62. 
Thus, Fabricant’s careful allowance for depreciation in 1919 was 1151 millions of dollars. 
(Solomon Fabricant, Capital Consumption and Adjustment, pp. 260-61.) The total value 
added by manufacturing in that year, (i.e., value of product minus cost of raw material 
minus rent and taxes minus cost of contract work) was 22,486 millions of dollars. This 
comes to a depreciation rate in terms of net value of product of 5.1 per cent. If we deduct 
such estimated charges, we would raise labor’s share by almost precisely 3 points (że. 
5965 = .62). Due to the smaller quantity of capital used per unit of product, in the earlier 
years the additional “loading” required to approximate labor’s share would then have been 
somewhat less, and for 1889 and 1899 would probably have been nearer two percentage 
points. 
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ratio of W/P was probably very close to .63 or the exact average 
value of k. 

I submit, therefore, that the degree of agreement between the values 
of k and of W/P is most striking and that the results conform to what 
normally would be expected to occur under competitive productivity 
theory. Hence, this constitutes a still further reinforcement to the 
productivity function itself. 

It should, however, be frankly recognized that there is a further 
problem of reconciling these results with the known facts of imperfect 
competition, oligopoly and monopoly. Such conditions, as has been 
abundantly developed in our meetings, do exist, and, in fact, charac- 
terize a large sector of our economy. It is, therefore, puzzling to find 
Jabor’s share approximately equal to that which we would expect under 
conditions of perfect competition. A further investigation of this sub- 
ject is much needed. In the meantime, I would merely suggest that 
perhaps one answer to the paradox may be that the quasi-monopolies 
and oligopolies may have shared with their workers the excess gains 
which they have made at the expense of the consumers. 

We can make a further test of the degree to which W/P approxi- 


mates & and 





by examining the results for the British Dominions 


of Australia, New Zealand, and Canada. This is done in Table IX. 
Taken in the large, the agreement in the cross-section studies for 
Australia between the values of W/P and k are indeed striking. In each 
and all of the five inter-industry studies for the Commonwealth, the 
differences never exceeded one standard error of k. For the five years 
as a whole, the average value of & and W/P were both .55. The average 


value of 





was .56. It would scarcely be possible to have a closer 


J 
agreement than this. 


In the case of the four studies for the Australian states, the dif- 
ferences in the case of Victoria were not great, never exceeding two 
standard errors of & and being slightly reduced if the comparisons are 





made between W/P and 7 2° For the three years as a whole, the 


J 
differences are largely ironed out since the average values of k are .65 


was .70. 





k 
and of W/P .66. The average value of ; 


J 


In the Queensland study the value of W/P was .614 or less than one standard error 
more than the value of k. 
o 
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TABLE IX.A COMPARISON BY YEARS OF THE VALUES OF THE EXPONENTS OF LABOR AND 
CAPITAL IN THE PRODUCTION FUNCTION FOR THE BRITISH DOMINIONS (k AND j) 
With THE UNWEIGHTED AVERAGE OF THE SHARES OF THE NET VALUE 
Propuct RECEIVED By LABOR (W/P) 


Differences between W/P 
and &in terms of 
standard error 





k W S aaa—— 
Dominion and Year N k jimcinr W W k 
k4 P ——k cmon ot me 
P P kt+j 
Th ok 
I. Australian time series 
Victoria 
1907-1929 22 | .84 | .22 | .79} — — — 
New Zealand (Brown) 
(1915-16)~-(1934-35) 18 | .42 | .49 | .46 | .528 +0-1 -0-1 
New Zealand (Williams) - 
1923-1940} 18 | .54! — | — | .54 — — 
TI. Cross-section studies 
Australia 
1912 85 | .52 | .47 | .53 | .54 +0-1 -0-1 
Australia 
1922-23 87 | .53 | .49 | .52 | .54 +-0-1 -4-0-1 
Australia 
1926-27 85 | .59 | .34 |] .63 | .57 —0-1 ~~ 1 
Australia 
1934-35 138 | .64 | .36 | .64 | .61 +0-1 we (Jom 
Australia 
1936-37 87 | .49 | .49 ] .50 | .51 +0-1 -4-0-1 
Victoria 
1910-11 34 | .74 |] .25 | .75 | .64 — 1-2 —— 1—2 
Victoria 
1923-24 38 | .62 | .31 | .67 | .65 +0-1 —O-f 
Victoria 
1927-28 35 | .59 | .27 | .69 1 .68 +1-2 ~~ Q-1 
New South Wales 
1933-34 125) .65 | .34 | .66 | .51 —3-4 — 3-4 
Average All Commonwealth 
and State Studies .60 | .37 | .62 | .58 
Average Commonwealth 
Studies Only .55 | .43 | .56 | .55 
New Zealand 
1938-39 61 | .46 | .51 | .47 | .57 — ~ 
Canada 
1923 167 | .48 | .48 | .50 | .50 +0-1 0 
Canada 
1927 163 | .46 | .52 | .47 | .48 +0-1 +-0—1 
Canada l 
1935 165 | .50 | .52 | .49 | .40 —2-3 me Jone 
Canada 
1937 164 | .43 | .58 | .43 | .52 +2-3 f-2—3 
Average Canadian Studies — | .47 | .52 | .47 | .48 z= om 
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a For the years 1924-1935 only. 
b Tn the Williams study, the values of & were computed using formula (1). All other values 
were computed under formula (2), 
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In the one cross-section study which was carried through for New 
South Wales, the differences were greater, amounting to between 3 
and 4 standard errors of estimate. In the case of Canada, however, the 


average degree of agreement was very close. The average value of k 





was .47; while. the 


“ 


average ratio of W/P was .48. This is an almost precise agreement. 
This agreement was also true of the years 1923 and 1927 when they 
are considered individually. The years 1935 and 1937, however, exhibit 
opposing tendencies. In the former year, k exceeded W/P by an ap- 
preciable amount; in the latter year, which was marked by great wage 
advances in the United States, which were reflected to some degree in 
Canada, this situation was exactly reversed. The two differences, how- 
ever, almost precisely offset each other. The case of South Africa does, 
however, merit special mention. As I have pointed out, Professor 
Browne found that the combined exponents for black and white labor 
in 1937-38 were .65, but he also found that both groups of labor re- 
ceived only a total of .46 per cent of the net value added. While Profes- 
sor Browne does not draw such a conclusion, perhaps this is a case 
where a highly monopolized set of industries which are largely run by 
foreign employers or by men whose cultural interests are elsewhere, do 
not give to the laborers that which in a competitive society they would 
obtain. 


for the four years was .47, and similarly, 


* 


VII. Summary 


After working on this problem for the better part of twenty years, 
I think I am aware of the many difficulties which are involved. In a 
few cases, the method apparently breaks down and in other cases in- 
congruous results are obtained. I should like to suggest, however, that 
the following tentative conclusions seem justified. 

i. That within a given country for the periods studied, there is a 
substantial and indeed a surprising degree of agreement in the values 
of k and of j which we obtain for various years. 

2. There is also a surprising degree of agreement between the results 
for the United States, Australia, and South Africa. 

3. It is hard to believe that these results can be purely accidental, 
as some critics have maintained.” Time studies for the period between 


“It would be interesting Lo work vut the mathematical possibility that these results are 
purely accidental. I believe that it would only be one out of many millions. It is theoretically 
Possible, as Bertrand Russell has pointed out, that all the books in the British Museum 
were written by monkeys pounding typewriters at random. But we know that they were 
not! 
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the two great wars are, however, likely to present difficulties. 

4. The deviations of the actual or observed values from those which 
we would theoretically expect to prevail under the formula are not large 
and indeed are slightly less than we would expect under the random 
distribution of errors of sampling and of measurement. It is submitted 
that the total number of observations, namely over 3,500, is sufficiently 
large so that if the results had been purely accidental, this degree of 
agreement would not have occurred. 

5. The instances of large deviations of the actual from the theoretical 
values can in most cases be explained as being caused by imperfect 
competition and by expanding demand in the case of the plus deviations 
and by contracting demand, “sweating,” and possibly “excessive” com- 
petition in the case of the minus industries. This would indicate that if 
these complications could be eliminated, the agreement between the 
actual and theoretical products would be greater. 

6. That, taken in the large, there is an almost precise degree of 
agreement between the actual share received by labor and that which, 
according to the theory of marginal productivity, we would expect labor 
to obtain. 

In conclusion, may I emphasize again that there is much work which 
remains to be done on this question and that a lifetime would be all too 
short to probe the many problems which present themselves. Is it too 
much to hope that the succeeding twenty years may see further progress 
along this line and that if the older generation finds it impossible to carry 
on such studies, the younger economists may find such lines of 
inquiry a challenge to their ingenuity and abilities?** I have always 
been struck by the old Hindu saying, “This is no door but only a little 
window that opens out upon a great world.” Since this is peculiarly 
applicable to the studies which I have attempted, upon that note I shall 
end. 

= Some of the studies which badly need to be carried out are (1) to develop the produc- 
tion function for each and every year over a long period, say 1910-1940, for Australia, New 
Zealand, and Canada; (2) to carry on studies of the production function for a large 
number of specific firms and within specific industries and hence connect the theory of the 
firm and of the industry with that of the economy; (3) to carry on further studies, along 
the lines of Mr. Olson, on inter-spatial variations in real income and the factors affecting 
them; and (4) to develop production functions for agriculture, mining, and public utilities. 

In order to bring our analysis down to date in the larger countries, it is highly desirable 


that statistics on the quantities of capital be collected for Great Britain, Sweden, and the 
United States. 


MONETARY ASPECTS OF THE ECONOMIC SITUATION 
By R. G. Hawrrey* 


Economists have always insisted that money is something extraneous 
to the real essence of economic life. It is on the one hand a medium, on 
the other, a measure; and a medium is not of the essence of the things 
exchanged, nor is a measure of the essence of the things measured. And 
the economic distresses which are troubling the world at the present 
time arise primarily from causes outside the sphere of money. The de- 
struction wrought by war is only a part and not the greater part of the 
trouble. Worldwide scarcities and deep-seated dislocations have re- 
sulted from the diversion of the productive resources of mankind to 
purposes bearing no fruit. Not only has the accumulation of new 
wealth been interrupted, but the pre-existing accumulations have been 
depleted, stocks of goods have been drawn upon, and the upkeep, re- 
newal, improvement and extension of plant and property have fallen 
into arrears. 

The world, in fact, has been disastrously impoverished, and so far has 
the impoverishment gone that the productive power on which recovery 
depends has been gravely impaired. Work-people, themselves to a dis- 
proportionate extent raw and inexperienced, using worn out or obsoles- 
cent plant, find their efforts cramped or frustrated by the inadequate 
and irregular flow of scarce materials. 

It is more especially the Eastern Hemisphere, where the combat areas 
lay, that is suffering. Canada and the United States, in addition to their 
own immense direct military operations, made a lavish contribution to 
the equipment and supplies of the British and Allied forces. Yet, even 
after their gigantic war efforts, they emerged with productive power 
relatively unharmed, and it is to them that the impoverished countries 
of the old world are looking to provide the desperately needed immedi- 
ate supplies. 

The continent of Europe has suffered greater devastation and graver 
dislocation than Great Britain, and is in more urgent need of food and 
materials, But in one respect the position of Great Britain is subject to 
a special weakness: she has incurred a burden of external indebtedness. 

President Roosevelt described the Lend-Lease act as eliminating the 
dollar sign. The supplies which were provided carried no pecuniary 

* The author has recently retired from the position which he long held in the British 


Treasury. He is the author of outstanding works on money, credit and other economic 
subjects. 


o 


~g 


w 


HAWTREY: MONETARY ASPECTS OF THE ECONOMIC SITUATION 43 


obligation; they were for the most part destined to be consumed, used 
up or destroyed, and only such residue as might survive was to be re- 
turned. For the rest no material equivalent was asked; an under- 
taking to participate in a liberal trade policy, in the interest of the world 
at large as much as of the United States, was all that was sought. 

When the United States entered the war, reciprocal aid rendered by 
Great Britain and other Allies provided a partial set-off against Lend- 
Lease supplies, but only a fraction of the huge total was so balanced. 

Nevertheless, this aid was far from meeting Great Britain’s wartime 
requirements. From the outbreak of war Great Britain had proceeded 
to exploit her credit with a view to raising resources from all quar- 
ters for her war effort. Those of her external investments which were 
marketable were requisitioned by the government to be disposed of: 
dollar stocks and shares in America; sterling loans in the Dominions 
and India. And arrangements were made with a number of countries 
for the accumulation unspent of the sterling they received in payment 
for the supplies obtained from them. The “sterling balances” thus 
accumulated constitute a vast external floating indebtedness. If the 
pound sign accompanied the dollar sign into a state of suspended 
animation in the reciprocal aid rendered to the United States, yet it 
maintained a very active existence in the British indebtedness to other 
countries. 

The war effort cleaned out Great Britain’s wealth. There is, it is 
true, a remnant, and a very valuable remnant of her external assets in 
the form of “direct” investments, such as subsidiary companies or 
branch firms, which, though not marketable, nevertheless yield a sub- 
stantial profit-income. But these are far more than counterbalanced by 
new indebtedness. 

Great Britain has long enjoyed a very special position in the economic 
world, reaping the profits of a great mercantile and financial centre. It 
is these profits even more than her manufacturing industry that were 
the source of her vast accumulation of external investments and her 
unrivalled economic power. And in course of time she became depend- 
ent upon this external wealth. A population which has outstripped the 
capacity of the British Islands to supply food and materials, requires a 
great volume of imports, not merely to maintain its customary standard 
of living, but to keep alive. 

So long as the war continued, a great part of what was needed was 
supplied under Lend-Lease. The gap was widened, not only by the 
progressive loss of income from oversea investments, but by the decline 
of the export trade, through the ruthless diversion of productive power 
from export industries to the war effort. 

When the war came to an end, Lend-Lease was terminated: the 
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President pronounced the defence of Great Britain along with that of 
the other countries to be no longer essential to the defence of the United 
States. But the overwhelming burden of the British war effort could 
not be lightened in a moment. And it was in order to cover the country’s 
urgent needs in the transition period, the period of demobilisation, of 
the resuscitation of the export trade and of the first stages of recon- 
struction, that the United States granted the loan of $3,750 millions on 
generous terms. 

Several countries on the European continent are threatened with 
famine, unless they receive supplies from abroad. But Great Britain is 
always in that position; she depends on her exports, visible and in- 
visible, to pay for essential food supplies. France is suffering from a 
disastrously short wheat crop. Yet that crop meets a greater proportion 
of consumption in France than a normal British crop in Great Britain. 
France, it is true, has not an economic organisation normally adapted 
to pay for the exceptional imports required to fill the gap, whereas the 
standard of living in Great Britain has been built up concurrently with 
growing exports and external resources. But now the external resources 
have been either swept away or deeply mortgaged, and it is only at the 
cost of strenuous efforts and grim austerity that exports can be ex- 
panded to fill the gap. 

The end of Lend-Lease saw the re-entry of the dollar sign. Europe’s 
shortage of supplies has taken visible shape in a shortage of dollars. 
Payment in dollars gives access to American supplies, as the key of the 
door gives access to the larder. The dollars, like the key, are a piece of 
machinery, machinery which cannot be disregarded if we are to under- 
stand the situation. 

What would happen if markets and the foreign exchanges were per- 
fectly free under the conditions of the present day? All over Europe 
the superfluity of money is as conspicuous as the shortage of goods. 
If the money could be freely offered for American supplies, it would 
quickly be found that the existing rates of exchange and American 
prices would confer an excessive purchasing power on the European 
money. A great excess of imports would begin to be attracted to Eu- 
rope, and, failing sufficient reserves to pay for them, the rates of ex- 
change would turn against Europe. That is to say, the European money 
units would depreciate in terms of the American dollar. 

The rise in the foreign exchange value of the dollar would raise the 
prices of American supplies to purchasers in terms of European money 
units, and would reduce the prices of European exports in terms of 
American dollars. But it is not to be inferred that a return to equi- 
librium would result. A very big rise in the European prices of American 
supplies might be necessary to exert an appreciable deterrent effect on 
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demand. The stimulus to exports from Europe would take the form of 
correspondingly high prices in European money units. But it does 
not necessarily follow that exported products would take full advan- 
tage of these high prices. Industrialists are reluctant to charge prices 
which yield them extravagant profits. They are more inclined to take 
advantage of a favourable market to increase their sales, and to be 
content with prices calculated to yield moderate profit margins; if they 
did so, the dollar prices of the exported products would be reduced, 
and the reduction of price might even be more than proportional to 
the increase of sales, so that the total proceeds of exports in dollars 
would be diminished, not increased. 

The deterrent effect on imports and the stimulative effect on exports 
only last so long as wages and other costs do not rise in proportion to 
the external price level. The remedial effect of depreciation upon the 
balance of payments depends on the disparity between the price level 
of importable and exportable goods on the one hand and the internal 
price level on the other being maintained. The existence of excess 
profits in the industries producing for export or in competition with 
imports gives rise to pressure for a rise of wages in those industries, a 
rise which diminishes the stimulus and may extinguish it. The rise of 
wages tends, it is true, to spread to all the other industries, but instead 
of re-establishing the difference in profit margins, and restoring the 
stimulus, this is likely to raise the internal price level, and to nullify the 
remedial effect of the depreciation altogether. 

When an adverse balance of payments is itself due to an over-valua- 
tion of the money unit by reference to comparative costs, a devaluation 
which restores the appropriate proportion is a true remedy. But, when 
the adverse balance is due to an immediate shortage of capital re- 
sources, depreciation of the money unit has only a limited remedial 
effect. There is a rate of exchange to be found, which will make the 
proceeds of exports in terms of foreign money units a maximum. If 
that fails to establish equilibrium, a further depreciation is likely to 
be worse than useless. 

The depression of the 1930’s is best understood as a rise in the 
wealth-value of gold, that is to say, a fall of prices in terms of 
those money units which were fixed at gold parities. In general, the 
appropriate remedy for any country should have been a severance of 
the link between the money unit and gold, and a depreciation of the 
unit proportioned to the appreciation of gold. 

But there was at the same time a violent distortion of relative price 
levels. Wages resisted reduction and prices of manufacturers could only 
be reduced to a very limited extent; output was therefore reduced and 
unemployment ensued. There was a corresponding contraction of the 
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demand for materials, a contraction which primary producers failed to 
meet by a reduction of output, and which led to a catastrophic fall of 
prices. 

A country specialising in exports of primary products, could not 
increase the proceeds of its exports in foreign money units by deprecia- 
tion of its own unit, and depreciation would be a clumsy and probably 
ineffective method of discouraging imports. Whether of necessity or 
not, countries in that predicament did have recourse to a direct restric- 
tion of imports, either licensing them and subjecting them to quotas, or 
limiting payment for them by exchange controls. There was no other 
sure way of saving their monetary reserves from exhaustion. 


It was these practices that gave rise to the bilateral agreements which . 


have been the object of so much criticism. Two countries which had 
both been compelled by a collapse of their export markets to restrict 
imports could afford to import freely from one another; each gained 
new export markets and each found some alleviation of the rigour of 
its import restrictions. In fact, the countries with weak currencies, while 
they could not afford to draw upon their monetary reserves by buying 
from those with strong currencies, could afford to buy from one an- 
other, for weak currencies were of no value as monetary reserves. The 
weak came to be leagued together by barter and clearing agreements 
into an exclusive system discriminating against the strong, more 
particularly against the dollar and the pound. 

The desperate strain of the war effort put the pound sterling for the 
time being among the weak currencies. Exchange control was imposed 
in a form which made the sterling area a unit, for the foreign exchange 
needs of which Great Britain assumed the responsibility. With other 
countries recourse was had to bilateral agreements, of which the general 
principle was to reserve the earnings of British exports, visible and 
invisible, so far as they would go, to pay for necessary supplies, and 
to accumulate the debit balance in the form of a floating sterling in- 
debtedness, not to be spent outside the Sterling Area. 

‘Thus the end of the war found the world, except for the United 
States and very few others, tied up in exchange controls. Every ex- 
change control had its official rates of exchange. When the urgent need 
of supplies from the United States was translated into a demand for 
dollars, the dollars were supplied at the official rates, but only for 
purposes permitted by the controls. Were markets free, the urgent de- 
mand for supplies would be felt in a high price for dollars. But the 
rate of exchange so arrived at would be a symptom of immediate needs; 
it would not correspond to comparative costs. If it passed beyond the 
point at which the total dollar proceeds of a country’s exports were a 
maximum, it would not even be setting up a temporary equilibrium; 
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that is to say, no rate of exchange could be found at which the balance 
of payments would cease to be adverse. 

There are, no doubt, countries of which the money units are over- 

‘valued; their export trade is hampered, and would be favoured by a 
depreciation which did not go beyond the critical limit. But in regard 
to others it would be a mistake to suppose that the palpable unsatisfied 
demand for dollars is evidence that the dollar is under-valued and 
ought to be raised. 
- That applies particularly to Great Britain. British war finance was 
by no means free from the inflationary taint, and the country has been 
left with a stock of money much in excess of its due proportion to 
the national income at the existing price level and wage level. But a 
comprehensive apparatus of controls has prevented this potential in- 
flation from becoming actual. Controls of prices and of supplies for 
home consumption, and restrictions on capital outlay have limited op- 
portunities of spending, and the exchange control has prevented in- 
vestment abroad. There is no outlet for using the redundant money. 

That has not kept the inflationary tendency altogether in check. The 
national income rose from £4,671 millions in 1938 to £7,974 millions in. 
1946, or 70 per cent. But there was severe unemployment in the form,” | 
year, and so much monetary expansion as was required to attain full 
employment at the then wage level ought not to be called inflationary. 
If the unemployment to be extinguished were 10 per cent, the monetary 
expansion required to provide both for increased activity and for such 
rise in prices as would make them remuncrative, would be more than 
in proportion. The inflationary expansion from 1938 to 1946 may be 
put at 50 per cent. (That would mean that full employment at the wage 
level of 1938 would have corresponded to a national income two-thirds 
of £7,974 millions, or about 15 per cent higher than it actually was.) 

The note circulation of the United Kingdom rose from £505 millions 
at the end of 1938 to £1,422 millions at the end of 1946, demand de- 
posits in the clearing banks from £1,256 millions to £3,823 millions. 
The quantity of money may be said to have trebled. Time deposits had 
only doubled, but war finance has been prolific in convenient substitutes 
for time deposits with higher yield, and it can, I think, be inferred that, 
had monetary habits remained unchanged, the supply of money would 
have supported a national income of £14,000 millions, or three times 
that of 1938, the rise in the price level being approximately in propor- 
tion. 

Without laying stress on that calculation, it is certain that the infla- 
tionary pressure which the controls have to withstand is great. Indeed, 
if the assumptions have to be revised, it is in the direction of supposing 
the ratio of the flow of money to the quantity of money (income | 
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velocity) to be not potentially lower than in 1938, but potentially 
higher. For, on the one hand, 1938 was still a year of depression and 
low income velocity, and, on the other, 1946 was one‘ not only of ac- 
tivity but of intense pressure to spend, in order to make up for years of 
shortage and neglect. Industrial concerns have accumulated funds for 
renewals, improvements and extensions of plant and equipment, and 
private individuals for putting their houses, furniture, clothing and 
other property in order. These funds are held in the form not only of 
cash but of government securities, either short-dated or readily market- 
able. So long as the government policy was avowedly to keep up the 
prices of government securities, they could be regarded as the equiva- 
lent of cash. There is therefore good reason to believe that a calcula- 
tion based on the three-fold increase in the stock of money underesti- 
mates the potential inflation. 

Up to the summer of 1946 the monetary position in the United States 
was in these respects closely parallel to that in Great Britain. A power- 
ful potential inflation was being held in check by controls. Total de- 
mand deposits and currency outside banks rose from $31,761 millions 
at the end of 1938 to $105,992 millions in June, 1946. The national 
income (personal) rose in the same period from $68,300 millions to 
$177,200 millions: had it risen in the same proportion as currency and 
demand deposits, it would have been $228,000 millions. 

A more severe depression has to be allowed for in 1938 than in Great 
Britain, and probably a rise of the national income by 20 per cent to 
$82,000 millions would have been no more than sufficient to extinguish 
unemployment. And as in the case of Great Britain, the low income 
velocity of money at a time of depression must be taken into account. 
In 1929, when conditions approximated to full employment, the na- 
tional income was $85,100 millions, and currency and demand deposits 
were $26,360 millions. I would not press the inference that the national 
income corresponding to $105,992 millions of currency and demand 
deposits in 1946 would have been $340,000 millions. But at the same 
time the position in regard to government securities in the United 
States is not altogether dissimilar from that in Great Britain. Without 
indicating a limit, I would conclude that the monetary situation of the 
United States as it was in the summer of 1946 was such as to admit of 
a very serious further inflation, and that the actual expansion that 
has occurred from $177,200 millions to $196,900 millions (July, 1947) 
is only a fraction of the potentiality. 

The abandonment of controls in July, 1946, removed the defence 
which, as in Great Britain, had till then been relied on against inflation. 
There has been no other defence, and inflation has set in. Inflation 

has made curiously slow progress. The wholesale price index (100 in 
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1926) has risen from 112.9 in June, 1946, to 153.6 in August, 1947, or 36 
per cent, and average hourly wages from 108.4 cents in June, 1946, to 
125.1 in September, 1947, or 15 per cent. In 1946 controls had kept 
prices a long way below the level corresponding to wages. The effect 
of their relatively greater rise was to eliminate the disparity; prices 
and wages in 1947 were both about double what they had been in 1938. 
The very modest rise in wages since June, 1946, may therefore be taken 
as the measure of the inflation which has occurred. 

I think the progress of inflation has been retarded by psychological 
conditions. An expectation that the rise of prices will soon cease, and 
make way for a fall, results in a decline of demand, and the expected 
fall is soon reflected in an actual fall. This has happened more than once 
since June, 1946, and the rise-of prices has only been resumed when 
the underlying urge to spend has once more made itself felt. 

There is in fact no obstacle to the continuance of inflation, and public 
opinion is waking up to the danger. President Truman in his message to 
the special session of Congress on November 17, 1947 urged the neces- 
sity of remedial measures. 

Remedial measures can take either of two forms: (1) a re-establish- 
ment of controls, or (2) monetary and credit restriction. 

Controls are precarious; they are difficult to enforce, and, being 
unpopular when they are enforced, are liable to arouse political opposi- 
tion and to be prematurely repealed. Moreover, controls can do no more 
than hold a potential inflation in check; they do not eliminate it. If 
the controls are ever to be dispensed with without once again letting 
loose inflation, something must be done to stop the inflationary tendency 
at its source. Inflation, when fully active, can be stopped by ceasing to 
create fresh money. Indeed active inflation causes the flow of money 
(as measured by the national income) to be in a higher proportion 
than usual to the stock of money. There is an excessive income velocity, 
and, when confidence in the money is restored, income velocity tends 
to be reduced. In other words, with a given supply of money the flow 
of money falls off, and the price level falls with it. Indeed, it may well 
happen that, unless some increase is allowed to occur in the stock of 
money, the inflation may not merely be stopped but may be reversed 
and make way for deflation. 

But when inflation is not active but only a potentiality, the flow of 
money is not in a higher but in a lower proportion than usual to the 
stock of money. The need is to prevent the flow of money from in- 
creasing. Price controls combined with restrictions on spending may 
achieve this object, but the potential inflation can only be eliminated by 
a reduction in the stock of money. 

The argument is sometimes put forward that the best cure for infla- , 
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tion is an increase in production. When a country is not producing up 
to capacity, an increase in production will involve an increase in the - 
flow of money at a given price level, and a proportionally enlarged 
stock of money may then be held without any inflationary conse- 
quences. If the under-employment is due to an insufficiency of the flow 
of money in relation to the wage level, a rise of prices just sufficient 
to make industry remunerative at the existing wage level is not infla- 
tionary in any harmful sense. But this has no application to a country 
which is already fully employed. Technological progress or improved 
organisation may increase productivity in particular industries, but 
the resulting reduction of real costs ought to take effect in a reduction 
of prices of the products concerned; if the price level is kept un- 
changed, there must be a rise in the prices of other products, which is 
a concealed inflation. An inflation too slight to worry about, it will be 
said. Yes, but slight only because, once full employment is reached, 
any further gain in productivity taken over industry as a whole is 
slight. 

Eventually a country may grow up to a stock of money, initially ex- 
cessive, the flow of money, even though the wage level be unchanged, 
becoming proportional to the stock. Growth here means not only growth 
of population, but growth of capital equipment and upgrading of peo- 
ple to more skilled or responsible work as the humbler tasks are taken 
over by labour-saving machinery. But the redundancy of money in the 
United States or Great Britain at the present time is such as might take 
a generation for the economic life of the country to grow up to. Mean- 
while, potential inflation is pressing against controls in Great Britain,’ 
and has already in part developed into actual inflation in the United 
States. 

In either country relief is to be found in a reduction of the stock 
of money. The stock of money is composed of currency and bank de- 
posits, both of which are created against banking assets. If the banking 
assets consisted wholly or principally of short-term advances to traders 
and private borrowers, the stock of money could be reduced by a re- 
fusal or discouragement of fresh advances, so that there would be an 
excess of maturities, possibly hastened by a calling in of some of the 
advances already made. But the existing potential inflation has arisen 
from wartime advances to government. When commercial banks fail to 
renew maturing government securities, and the government is not rais- 
ing funds from the public by taxation or loans to redeem them, the 
consequence is that the central bank has to advance the money to the 
government, and the inflationary tendency is aggravated. 

If the stock of money is to be reduced, the government must raise 

. the necessary resources. The need for a balanced budget as a pre- 
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requisite of any measures for coping with inflation is universally recog- 
nised. But to extinguish redundant money, a mere balance is insuff- 
cient; there must be a surplus. Nor will a surplus automatically effect 
the desired extinction. A surplus applied to redeeming debt in the hands 
of the public increases the amount of money in the investment market 
seeking new openings for capital enterprise, and the outcome is likely 
to be the application of the resources withdrawn from the taxpayers to 
new capital outlay. 

A budget surplus, if it is to be an effective instrument for counter- 
acting inflation, must be applied to extinguishing government securities 
in the hands of the banks. Yet even that is not a certain solution. For 
the banks may replace the money extinguished by making fresh ad- 
vances to traders, or may even replace the government securities by 
buying similar securities in the market. To one who can count on ready 
facilities for obtaining money from his banker, the cash balance is a 
matter of secondary importance. If the extinction of redundant money 
is to be an effective preventive of inflation, it must be supported by 
some restraint in lending by bankers. A century ago the Bank of 
England had been accustomed to impose this restraint by refusing to 
lend. At times when the whole British banking system was running 
short of cash, and the Bank of England itself would not lend, the result 
was an acute crisis, threatening a universal suspension of payments. So 
the milder practice was adopted of continuing to lend but at a high 
rate of discount or short-term interest. This was the dear money, which 
has becume so distasteful to the business world. 

Dear money has become distasteful because experience has shown 
that it does its work; it deters borrowers, checks the creation of 
money, and so inaugurates a deflationary tendency. Deflation, as the 
source of depression and unemployment, has very rightly become 
odious. But what is in question in present circumstances is a defla- 
tionary tendency which is to do no more than eliminate the poten- 
tial inflation. The infliction of dear money is to be only such as is 
required to prevent a renewal of the inflationary tendency; so limited, 
it is entirely consistent with the continuance of full employment. The 
extent and duration of dear money would be determined by trial and 
error, as it used to be when it was applied to maintain gold reserves. 
Today, instead of the maintenance of gold reserves, the criterion should 
be the maintenance of an equable flow of money: incomes, outlays and 
disposals at just so high a level as to secure full employment, and no 
higher. 

It is when redundant money has already been extinguished, and the 
Stock of money brought into due proportion to the flow of moncy, 
that this application of dear money comes into view. So long as the 
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redundant money remains available, it is difficult to make dear money 
effective. When the deterrent effect is felt by the would-be borrowers, 
there are others who have the money in hand to extend their operations, 
and the expansive tendency, though for the moment retarded, is not 
stopped. 

With the banks stuffed up with government securities, as they are 
in Great Britain and the United States, the customary procedure by 
which bank rate or rediscount rate is made effective breaks down; the 
banks, being able to add to their cash holdings to any desired extent 
simply by letting their short-dated government securities mature, have 
no need to obtain rediscounts, and the rates charged by the Bank of 
England or the Federal Reserve Banks do not concern them. But that 
does not mean that dear money cannot be enforced. For if the central 
bank insists on a certain rate on the Treasury bills which it takes, that 
rate will govern the market not only for Treasury bills but for all 
short-term lending. A bank which lets its Treasury bills mature will be 
forgoing the rate which it could have earned by renewing them; and 
when it lends to a customer it has the alternative of buying a Treasury 
bill. 

Dear money, it must be admitted, is an additional expense to the 
government. It is immediately felt in the rate paid on the floating 
debt. Any impediment to short-term borrowing is likely to lead those 
in need of cash in many cases to sell government securities, and the 
prices of government securities will fall. That does not mean that the 
yield of long-term investments will approximate to the short-term rate, 
but only that prices will be just sufficiently unfavourable to have a 
deterrent effect on sales as a substitute for borrowing. If the market in 
long-term and medium-term securities is supported by government 
purchases, the deterrent effect of dear money will be counteracted. 

If a large part of the floating debt held by the banks is redeemed, 
dear money is more easily made effective, and the cost to the govern- 
ment in increased debt charge is so much the less. 

But it is not possible to make much impression on the redundant 
money by surplus revenue derived from current taxation. In either 
Great Britain or the United States, it would be a matter of raising a 
sum comparable to an entire year’s tax revenue. Great Britain at any 
rate is overtaxed; the tax revenue in 1946 was 38 per cent of the na- 
- tional income, and local taxation and social security contributions 
added a further 5% per cent making 4314 per cent in all. In the United 
States, the proportion is of course much less, but it is still high. 

In any case no fiscal measure short of a comprehensive capital levy 
would yield anything like enough. And a capital levy would not produce 
, an immediate yield. It is an immense administrative undertaking, tak- 
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ing a year or two to assess, and many of the taxpayers, being assessed 
on illiquid or unmarketable property, have to be given time to pay by 
installments. 

Failing taxation, there remains the expedient of a loan. But how are 
people who are looking forward to overtaking arrears of necessary 
spending, and who have hitherto preferred to hold their money in idle 
balances, to be induced to invest? It is not certain that a loan even at 
a high yield would raise any considerable sum, for it would be under- 
stood to be a change of policy, and would dispel the expectation of 
government securities always being saleable without capital loss. 

« The conclusion to which this reasoning points is a forced loan. A 
forced loan does not need the meticulously just assessment character- , 
istic of a capital levy. The contributor receives the equivalent in an 
interest-bearing bond of the money he parts with, and he suffers no loss; 
if he is contributing more than his neighbour, he has no serious ground 
of complaint. 

The example of a forced loan has been set by Belgium, and has been 
followed by Holland, Czechoslovakia and Norway. The principle, which 
goes back to an earlier precedent in the case of Czechoslovakia in 1919, 
is to withdraw a portion of the note issue, to freeze a portion of the bank 
deposits, and to issue holdings in a government loan in place of the 
currency withdrawn and the bank deposits frozen. The adoption of the 

_ plan by newly liberated countries was linked with measures against 

œ black-market operators and enemy-held currency, but these were a 
complication not necessary to it. The withdrawal of currency has to 
be effected by the substitution of an entire new note issue for that part 
of the circulation which is not to be converted into bonds. 

It will be seen that the assessment of the forced loan is on the cask 
resources of the contributor. His cash resources have little relation 
to his total resources. A rich man may have an overdraft, and cash re- 
sources practically ni, while one of very modest means may happen 

‘, to have a sum representing the greater part of his wealth in cash, to 

“\ pay for the imminent purchase of property or securities or to discharge 
a debt. If hardship and embarrassment are not to be caused to individ- 
uals in immediate need of the cash taken from them, facilities must be 
afforded either for selling the new bonds or for borrowing, or prefer- 
ably for both. 

It is to prevent these facilities leading to the cash which has been 

~~. extinguished being replaced, that dear money might become necessary. 

A forced loan on these lines is the most direct and effective method 
of eliminating a potential inflation. A stronger dose could be applied to 
hring about. deflation. But public sentiment would rightly be decisively 
opposed to a positive deflation. Inflation causes hardship and injustice, , 
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but, once it has occurred in active form, it can only be reversed at the 
cost of fresh hardship and, injustice. 

If the potential inflation in the United States is left to work itself 
out, it is only too likely that in the end popular resentment at the rise 
of prices will insist on measures calculated after all to cause the defla- 
tion which every one is so intent on preventing. That would be a repeti- 
tion of the blunders of 1919-21, when inflation was allowed to take 
hold for a year and a half, and was at last violently reversed. 

I would not contend that nothing can be done without a forced loan. 
Production has been at a very high level throughout the past two years 
in the United States, and progress has been made towards the rehabilita- 
tion of plant and property. The abandonment of price controls favours 
the reconstitution of inventories. The arrears of spending are no longer 
exercising such pressure as two years ago, or as they are now in Great 
Britain. Bank advances other than to government have risen to a sub- 
stantial total, and it may well be that dear money, if applied under 
present conditions, would have a considerable effect. 

If a definite pause could be brought about in the progress of expan- 
sion, there might be a favourable opportunity for a big funding loan 
on a voluntary basis. 

Proposals have been put forward for imposing more severe reserve 
requirements on member banks. In effect that would be to impose the 
forced loan on the banks instead of on their customers. It would help 
towards stemming the flood, but it could not be of a magnitude com- 
parable to the forced loan. 

The position in Great Britain differs from that in the United States: 
controls are still not merely operative but effective; they cannot be dis- 
pensed with in consequence of the country’s debtor position; active 
inflation has made less progress, but the potential inflation is exerting 
heavy pressure; and much less progress has been made in overtaking 
the arrears of spending. Inflation in fact is being kept in check, but 
the consequences which would follow on its breaking loose are more 
dangerous. 

The recent misfortunes of France are a warning. It would seem. to. 
be regrettable that. drastic surgery on the Belgian plan was not applied 
to the redundant money in France. After liberation, the French gov- 
ernment relied on a voluntary loan which did not yield nearly enough 
for a monetary reform, and, though there was an exchange of currency, . 
none was withheld and the new note issue was equal to the-old. 

At the present time Great Britain, along with other countries, is ex- ' 
posed to a special danger in that the pound sterling, being linked to 
the dollar at the fixed rate of $4.03, is liable to be drawn into the Ameri- 
can inflation. The sterling prices of British imports reflect the rise of 
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world prices in terms of gold and dollars. At the same time the prices 
of British exports do not necessarily rise in proportion. Theoretically 
they could and should, but British manufacturers hesitate to ask prices 
out of proportion to their costs. 

This is an undesirable and unstable position. It might be rectified 
by raising the dollar value of the pound to the limit which British ex- 
ports could stand. But if the inflation continues in the United States, 
the rate would have to be further raised from time to time at short in- 
tervals, and a rapid succession of states of “fundamental disequi- 
librium” would be difficult to fit into the administration of the Inter- 
national Monetary Fund. 

If the pound remains linked to the dollar, and a parallel inflation is 
allowed to occur in Great Britain, it is to be feared that when the turn- 
ing point comes in the United States, Great Britain will refuse to take 
part in the deflation. Continued inflation in Great Britain, associated 
with a devaluation of the pound, and possibly rapid successive devalua- 
tions, would be a deplorable outcome. 

This prospect is -only a sample of the problems now facing all the 
money units which are linked by the International Monetary Fund to 
gold, and through gold to the United States dollar. Inflation or deflation 
in the United States is communicated to all the rest. It is difficult enough 
to stem the progress of inflation in countries such as France, where it 
has already broken loose, or to hold it back in those, such as Great 
Britain, where it remains a potentiality. But if the United States dollar 
is to continue its existing course of declining wealth-value till there 
comes a violent reaction and severe deflationary measures, as in 
1920-21, their difficulties will be terribly aggravated. Well-meant aspira- 
tions towards full employment are in vain, if American monetary 
policy is to enforce deflation. 

It may be retorted, why not be content just to stop the inflation 
when it goes too far, but not to reverse it by way of deflation? Cer- 
tainly. But that means stopping the inflation before it goes too far, 


„stopping it, that is, at a price level which can be tolerated as a perma- 


N 


nency, And if it is to be a permanency, measures must be taken to 
counteract future tendencies either to inflation or to deflation in their 
inception. Only by preventing undue monetary expansion can the need 
for deflation, with its train of depression, unemployment and restric- 
tions, be avoided. 
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GERMANY’S PREPARATION FOR WAR: A 
RE-EXAMINATION* 


By BURTON KLEIN 


When Germany marched against Poland in September, 1939, her 
military might was not questioned. The nazi government, it was com- 
monly believed, had for six years concentrated the country’s resources 
on preparation for war. This was a tacit assumption of the diplomacy 
of the period, and a point of major emphasis in the voluminous writings 
on Germany. 

Nearly all the economic and political studies of prewar Germany 
agreed on three major propositions.* These were: (1) that in the period 
before 1939 Germany had succeeded in building up a military machine 
whose comparative strength was enormous; (2) that practically all of 
the increase in production from the low level of the depression was 
diverted into the construction of a huge war potential; (3) that all 
economic considerations were subordinated to the central task of pre- 
paring for war. 

Even a cursory examination of the official German data recently 
made available shows that the validity of these propositions is ques- 
tionable.? On the manpower side, for example, mobilization fell nearly 
a million short of the number in the armed forces at the outbreak of 
World War I. Nor was preparation in the industrial sphere more im- 
pressive. German aircraft production at the beginning of the war, 675 
per month, was about the same as Britain’s. Tanks, the main weapon 
of blitzkrieg warfare, were produced at the rate of 50 per month, a rate 
of output which was exceeded by the British. Another indication of 
Germany’s preparedness was the state of her stockpiling program. In 
July, 1939, the Wehrmacht estimated that such critical items as gas- 
oline, fuel oil, iron ore, magnesium and rubber, were in sufficient supply 
for only a few months’ fighting. 

Economic writers were, as subsequent events proved, correct in their 

* The author is at Harvard University where he is engaged upon a study of Germany’s 
wartime economy made possible by a grant from the Carnegie Corporation. This article 
is to be part of the study. 

*See for example: Gustav Stolper, German Economy 1870-1940 (New York, 1940); 
Henri Lichtenberger, The Third Reich (New York, 1947); Jurgen Kuczynski, Germany: 
Economic Conditions under Fascism (New York, 1945); Maxine Sweezy, The Structure 
of the Nazi Economy (Cambridge, 1941); “Germanicus,” Germany, the Last Four Years 
(Boston and New York, 1937). 

*The data presented in this paragraph were selected from The Effects of Strategic 
Bombing on the German War Economy, U. S. Bombing Survey (Washington, 1945). 
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~¢ belief that Germany was preparing for war. However, their interpreta- 
tion of the character of the Nazi economic mobilization was wrong. In 
this paper it will be shown that the central proposition of these writers 
—that Germany was making massive war preparations—was very much 
exaggerated. Since a number of important economic conclusions were 
based on this assumption, these will have to be revised. In particular, 
it will be demonstrated that the proportion of output directed to war 
purposes was not nearly as great as has been usually supposed, and not 
sufficient to prevent a very substantial recovery of private consump- 
tion and investment. It also will be shown that monetary policy, far 

* from having been made subservient to Hitler’s political and economic 
aims, conditioned both the recovery strategy and economic mobilization 
for war. Inasmuch as it is impossible to disassociate rearmament from 
general economic strategy or general economic accomplishments, this 
paper will cover a number of the broad aspects of German economic 
history in the period 1933 to 1939. The discussion will be divided into 
the following parts: The Role of the Fear of Inflation in General 
Economic Policy; The Nature of the Economic Recovery; The Mag- 
nitude of War Preparations; and The Factors which Limited Economic 
Mobilization. 


I. The Fear of Inflation 


When the nazis came into power in the spring of 1933, economic 
„æ activity had recovered only slightly from the lowest point of depression. 
The index of industrial production in the second quarter of 1933 stood 
at 63 (1928 = 100), only 3 per cent above the lowest point of the 
depression. Unemployment, which had reached 6 million in the early 
part of 1932, had declined by only 500,000. Other economic indices, 
such as gross national product, farm income, retail sales, and private 
capital investments, also show that in the spring of 1933 recovery had 

only begun.* 

To solve Germany’s economic problem Hitler did not introduce a 
“New Deal.” Germany’s basic economic policy for the prewar period 
had been initiated before the nazi accession to power.* The Briining 
government (1930-32) decided against devaluing the mark. Evidently, 
the memory of the inflation was still too fresh, and the fear that de- 
valuation would lead to a flight from the currency was a compelling 


; *See Table II p. 62 for annual data on the index of industrial production, gross national 
sA product, private investment, employment and unemployment. Data for farm income 
and retail sales appear in the 1938 Statistisches Jahrbuch. 
4A detailed account of German recovery policy in the years 1930-38 may be found 
in: C. W. Guillebeaud, The Economic Recovery of Germany (London, 1939), K. F. Poole, 
German Financial Policies, 1932-39 (Cambridge, 1939) or in the reports of the German 
Institute for Business Cycle Research. 
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argument in this decision. This meant, of course, that Germany’s power 

‘to compete in international markets would depend on the decline of her 
internal prices at a faster rate than those of rival countries. To this 
end, the Briining government sought to accelerate the deflationary 
process by raising taxes and reducing those prices and wages which 
had not been sensitive to the general decline. The unpopularity of these 
measures with both the industrialists and the laborers led to the over- 
throw of the government. 

The von Papen and von Schleicher governments which succeeded the 
Briining administration (July, 1932-January, 1933) initiated a number 
of positive recovery measures. These included the remittance of busi- 
ness taxes, the reduction of interest rates, the allocation of more than 
a billion marks for various types of public works, and the adoption of 
a direct relief program. 

The recovery program did not extend to the stimulus of exports by 
currency devaluation. This measure was not taken because these 
governments, like the Brüning government, feared that such a decision 
would lead to a currency crisis. Since it was impossible to force internal 
prices down further, the deterioration of Germany’s competitive posi- 
tion—with respect to other countries which had devalued—was in- 
evitable. As a final outcome it later became necessary to introduce 
exchange rationing and selective devaluation in order to obtain neces- 
sary imports. Aside from restrictions on the withdrawal of foreign . 
currency, however, it was not at this time necessary to institute an ~ 
elaborate system of exchange control because Germany still had a 
“favorable balance of trade.” 

While it was not politically possible to continue a policy of forced 
deflation, the von Papen and von Schleicher governments had no inten- 

tion of allowing prices to rise. Two circumstances dictated the retention 
-~ of price and wage controls. In the first place, these governments were 
concerned with the possibility that government spending would lead 
to an internal price rise—something which was in itself to be feared. 
Secondly, given the decision not to devalue, an internal price rise would 
have made export difficulties ever greater. 

Thus, pre-Hitler German economic policy combined both inflationary 
and anti-inflationary tendencies. It was a program of government 
spending and other fiscal measures designed to increase employment - 
and income, coupled with strict control of wages and prices to insure 
that the impact of public expenditures would be on employment and : 
output rather than on wage rates or prices. The basic framework was 
adopted by the nazis and the difference in their program was mainly 
one of degree. Recovery expenditures were increased; controls over 
, Prices, wages, and foreign exchange were tightened. It is not argued, 
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of course, that the eventual political aims of the nazis did not differ from 
those of the preceding governments. But the recovery strategy initiated 
_ by the previous governments was accepted, and no fundamental change 
in economic policy made to accommodate the nazi rearmament program. 
In short, the position taken here is that the prewar nazi period was 
not “an economic revolution.’”® 

We shall summarize the nazi additions to the recovery strategy, 
considering first’ the deflationary aspects of the program, namely, 
external stability of the mark and internal control of prices and wages. 
In reaffirming the decision not to devalue the mark, the nazis were 
compelled to go much further in the direction of elaborate exchange 
control than their predecessors. Early in 1934 the trade balance de- 
terlorated to such an extent that Germany’s gold and foreign exchange 
were almost depleted. In order to guarantee necessary imports, Eco- 
nomics Minister Schacht introduced his famous “New Plan.” Under this 
plan exchange was rationed in order to assure its use for only those 
types of imports deemed essential, and the volume of these was in- 
creased by a number of ingenious devices which, in effect, reduced 
foreign trade to a series of barter agreements. 

As the inflationary pressure of government expenditures increased, 
controls over prices and wages tightened. In 1936, selective price 
controls were superseded by a general price ceiling. All wage disputes 
were referred to state approved Labor Trustees who were directed to 
grant wage increases only in exceptional cases. 

A number of writers have made the point that the price and foreign 
exchange policies of nazi Germany can only be explained in terms of 
her preparations for war, arguing that after 1934 or 1935 there was no 
longer any economic basis for the retention of these policies.® It cannot 
be denied that the prevention of substantial price rises or use of import 
control to acquire war-important industrial raw materials are useful 
instruments for a war economy. And their usefulness in this respect 
may have provided the nazis with an additional reason for keeping 
- them. Nevertheless, as will be seen more clearly in the latter part of this 
paper, the widespread fear of inflation—whether founded or unfounded 
~—was a continuing factor which in any case provided sufficient reason 
for the policies actually adopted. 

The second part of the nazi economic policy concerns the positive 
measures taken for recovery. In the “First Four-Year Plan” the nazis 


-A *Many of the economic studies of prewar Germany have taken the contrary view. See, 
for example, Stolper, German Economy, pp. 240 ff. 

es. . exchange control from the monetary and financial angles were superfluous as 
early as 1933 in all probability, but by 1935 for a certainty.” Howard Ellis, “Exchange 
Control in Germany,” Quart. Jour. Econ., Suppl., Vol. LIV (1940), pp. 126-27. 
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expanded expenditures on the various public works measures initiated 
by the von Papen and von Schleicher governments and added a number 
of others to this portfolio. These measures were novel in their political 
implications, but in their economic content they were not much different 
from the attempts of the previous governments to stimulate investment 
and consumption. A brief account of some of these measures will indi- 
cate their twofold political and economic purpose. 

Shortly after he came into power Hitler became greatly interested in 
equipping Germany with super-highways and in providing for the mass 
use of automobiles. Excise taxes on new vehicles, which as in other 
European countries had been extremely high, were discontinued. Ex- 
penditures on new vehicles were allowed as deductions for income tax 
purposes providing the purchaser scrapped his old car. The goal of self- 
sufficiency caused agriculture to be another favoured sector of economy. 
Here, in contrast to the general economy, minimum rather than maxi- 
mum prices were set in order to raise agricultural incomes. The grant- 
ing of marriage loans was another measure which reflected national 
socialist ideology. The purpose of these loans was, of course, to stimu- 
late consumption expenditures and, even more important, to spread 
employment among households by taking women out of the labor market. 
These monetary incentives coupled with a propaganda campaign were 
very successful in inculcating the idea that women should remain in the 
home. These measures were, in fact, too successful, for their effects 
persisted into the period when labor became scarce. 

The most widely discussed aspect of nazi recovery policy was the 
government-spending program and the method by which it was 
financed. Germany’s experience provided a number of economists and 
publicists with an opporunity for expressing their views on the much- 
discussed subject of deficit finance.’ The main issue in this case was 
whether or not large-scale deficits would lead to inflation and financial 
ruin. One side argued that the stringent controls over prices, wages, and 
the capital market ruled out the possibility of an inflation. Others 
thought that the financial strains attendant on such a program were 
more than Germany could bear and predicted a collapse of her 


_ economy.® | 


The fact of the matter is that in prewar years large-scale public 
borrowing was not undertaken. When the recent wartime experience 
of the United States and Britain is considered, the German methods of 
finance appear extremely conservative in comparison. Table I shows, 


"See Otto Nathan, Nazi War Finance and Banking (New York, 1944); C. W. Guille- 
beaud, The Recovery of Germany 1933-38 (London, 1939); Kenyon Poole, German 
Financial Policies, 1932-39 (Cambridge, 1939). 

° See, especially, The Banker (London) 1937, 1938, 
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although total government expenditures increased from 15 billion RM 
in 1933 to 39 billion RM in 1938, more than four-fifths of the funds 
expended during this period was raised by taxation. (In contrast, from 
1932-36, one-half of the United States’ government expenditures were 
deficit financed.) The 29 billion RM increase in the deficit offered no 
problem since national income had increased by 75 per cent and tax 
receipts had doubled. 

Since quick recovery was a primary aim, it well may be asked why 
the nazi government chose not to reduce the high tax rates instituted 
by the Briining administration and to rely instead on public deficits to 
finance expenditures. Such a policy was, in fact, advocated by a number 
of German economists.’ 


TABLE I.-—-Toran REVENUES FOR FiscAL YEARS BEGINNING 1 APRIL 


Total 


National Non-Tax 
Income i tae Fanes Receipts Borrowing? 
1933 46.5 15.3 11.4 3:5 0.4 
1934 52.8 17.4 13.4 3.6 0.4 
1935 59.1 23.2 13.0 3.8 6.4 
1936 65.8 25.8 16.3 3.9 5.6 
1937 73.8 29.1 18.8 4.8 5.5 
1938 82.1 39.4 22.9 5.3 11.2 
Bes: 


a Includes Secret Debt. 
Source: see footnote 12. 


Their arguments, however, had no influence on Schacht, Minister of 
Economics, president of the Reichsbank, and a banker by temperament. 
He was actually much disturbed that the propaganda machine allowed 
such unorthodox theories of government finance to be published “thus 
causing great anxiety for the economy.”*° Such “anxiety” was not 
caused by a feeling that government deficit spending might lead to a 
general rise in prices. Such a possibility was precluded by the elaborate 
system of price and wage controls. The danger attendant on government 
deficits seemed to Schacht to be the destruction of confidence in the 
basis of the currency. And this danger could not be measured by a cost- 
of-living index. Just how far the government could go in increasing the 


‘debt was “something imponderable to recognize, the time of which must 


? See, for example, Robert Noll von der Nahmer, “Die Deckung des Oeceffentlichen 
Bedarfs durch Nichtinflatorische Papierausgabe,” Finanzarchiv (1934), p. 549. 

Record of the Council of Ministers, May 12, 1936, International Military Trials, 
Nazi Conspiracy and Aggression (Washington, 1946), p. 879, 
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be left up to fine sensitivity.”** Thus the fiscal policy pursued during 
the recovery is another piece of evidence regarding the nazis’ fear of 
inflation. 

As we shall later see, this fear of inflation was of considerable im- 
portance for explaining the nazi attitude toward rearmament expendi- 
tures. Before the rearmament itself can be discussed, however, it is 
necessary to describe generally the nature of the economic recovery. 
When the patterns of production, consumption, investment and em- 
ployment have been summarized, it will be much easier to fit rearma- 
ment into the economic picture. 


II. The Nature of the Economic Recovery 


It would be interesting to examine the relative efficiency of the 
various recovery measures and to discuss the theoretical implications 


TABLE II.—GERMAN Economic Inpices-—1928-1938 


Gross Gross 


National National crew Employment? | Unemploy- 
G 
Current RM | i028 RM | Production | ions) | (millions) 
(billions) | (billions) | (1928=100) 
1928 90 90 100 18.4 1.4 
1929 90 90 101 18.4 1.9 
1932 58 72 59 12.9 5.6 
1933 59 75 66 13.4 4.8 
1934 67 84 83 15.5 221 
1935 74 92 96 16.4 2.2 
1936 83 100 , 107 17.6 1.6 
1937 93 113 117 18.9 9 
4 


` 1938 105 126 122 20.1 


o Statistisches Jahrbuch, 1941-42, pp. 55, 410, 426. 


of the high tax policy. This, however, would lead us from the main 
argument of this paper. For our purposes it is sufficient to say that the 


policies employed were quite successful in raising the nauonai proaucr- 


and employment. As Table II shows, the current value of gross national 
product rose from 59 billion RM in 1933 to 105 billion RM in 1938." 


H Ibid., p. 878. 


2 The limitation of space does not permit a detailed description of the method used for 
making the gross national product estimates. The methodology, closely following that 
used in this country, was based on a monograph on German National Income prepared, 
by Paul Hermberg at the Federal Reserve Board. The gross national product estimates 
were built up from the German national income data using official sources for the various 
adjustments. The major components, government expenditures for goods and services, 
gross capital formation and the foreign trade balance, were derived from official German 
data. Consumer expenditures were obtained as a residual. 

In making gross national product estimates in constant prices, the components were 
deflated separately, using official price indices. It is to be noted that these indices may 
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A small portion of this increase was due to price rises. In 1928 prices, 
gross national product rose from 75 to 126 billion RM, some 70 per 
cent. In the same period the index of production nearly doubled, reach- 
ing a level which was 20 per cent above the 1929 peak. From 1933 to 
1936 unemployment declined from 4.8 million to 1.6 million (approxi- 
mately the predepression level) and by 1938 was less than .5 million. 

Inspection of the main components of the national product clearly 
indicates that in the latter peacetime years the German economy was 


TABLE TI.—German Gross NATIONAL Propucrt—1928 Prices 
(billions RM) 


1928 | 1929 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937 | 1938 


RE | ee | years | epee cy | deen ees | Sina f lenient | iin Camaenidae d 


Gross national product 90 90 72 75 84 92 |100 | 113 | 126 


Consumption | 66 | 69 | 59 | 58 | 60 | 63 66 | 71 71 
Private gross capital for- 
mation? 11 8 2 5 6 10 15 16 16 


Government goods and 
services 13 13 11 12 18 19 19 26 39 


* Includes plant and equipment, inventory changes, residential construction, and net ex- 
ports and monetary uses of gold and silver. 
Source: see footnote 12. 


able to provide a high level of output for both the private and public 
sectors of the economy.” Despite the fact that government expenditures 
more than doubled from 1929 to 1937, the 23 billion RM increase in 


_ the real national product over this period was sufficient to permit a 


higher level of private consumption and investment than that which 
prevailed in the previous prosperity.** Consumer expenditures, which 
were more stable than other segments of the national product, fell by 
some 15 per cent during the downswing, and by 1937 had regained the 
predepression level. Private investment fell more precipitously but 
recovered at a much faster rate than did consumer expenditures. Re- 
covery in investment activity, which had already begun in 1933, 
reached the 1928 peak level during 1935 and exceeded it by 40 per cent 
in 1938. 


understate the price rise which occurred from 1933-38, and consequently the real rise 
in the gross national product may be overstated. However, most of my comparisons are 
not between 1933 and 1938, but between the 1928, 1929 prosperity and 1938. There is no 
presumption that the price indices in 1938 (still nearly 20 per cent below 1928) were 
understated with respect to 1928 or 1929. 

Anyone interested in the details of the estimates may obtain them by communicating 
with the author. 

**In the following discussion we shall use figures which have been corrected for price 
changes, 

“ National income, the index of industrial production, and employment reached their 
highest levels in the years 1928 and 1929, In these two years national income (measured in | 
1928 prices) was about 10 per cent higher than in the previous peak year—1913. 
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Reducing these estimates to a per capita basis does not significantly 
alter the argument because the population increased very little over 
the period in which we are interested. From the 1933 depression level 
to 1938, total per capita expenditures increased 35 per cent, and in that 
year slightly exceeded the 1928-29 amount. Per capita consumption 
expenditures declined less than total private expenditures during the 
depression, and by 1938 equalled the predepression figure. 

These comparisons indicate that a diversion of resources from the 
civilian economy occurred only to the extent that a higher government 
share of the national product prevented the amount of goods and 
services going for private purposes from increasing beyond the 1928- 
1929 peak level. But this is quite a different order of diversion from 
that which many economic writers have ascribed to the German re- 
armament period.” 

In stating that consumer takings in 1937 were at about the same 
level as in the 1928-29 prosperity, it is not implied that the same can 
be said about the standard of living. Pronounced changes in the 
composition of consumption make the validity of such comparisons 
doubtful.** My aim is to indicate only approximately the amount of 
current output which was being used for civilian consumption during 
the immediate prewar period as compared to 1928 and 1929. For this 
purpose the gross national product statistics are conceptually satis- 
factory. 

Nor does it appear that the conclusion suggested by the consumer 
expenditure data is due to a statistical bias in the estimates. Comparison 
of the consumer expenditure figures with other indices, such as retail 
sales, the output of industrially produced consumer goods and food 

«The Nazis have thus had remarkable success in achieving military goals, but the 
results of their policies from the point of view of civilian needs are less happy .. . per 
capita income, including both civilian consumption and investment, had increased only 
8 per cent since the depths of the depression.” Maxine Sweezy, The Structure of Nazi 
Economy, p. 204. 

“We conclude that because of the philosophy of the regime, German recovery was 
artificial almost from the first, controlled by the government and prevented from spread- 
ing throughout all industry in the manner familiar to most upswings.” Kenyon E. Poole, 
German Financial Policies 1932-1939, p. 218. 

“During 1934, when it (the standard of living) was about 10 per cent below the 1928 
standard, the production of consumptive goods (excluding the production of goods for 
their army force and navy) had about reached its peak: 1935, 1936, 1937, 1938 and the 


first nine months of 1939 brought no increase in Germany proper.” Jurgen Kuczynski, 
Germany: Economic and Labor Conditions under Fascism, p. 60. 


*In the field of food consumption the social investigator may be on a little more | 
solid ground. Here, there is no evidence that the German diet deteriorated in the period 
between 1928 and 1938. Total per capita calory consumption declined about 6 per cent 
from 1929 to 1933, and by 1937 was again at the prosperity standard. A more detailed 
comparison of 1938 and 1928 shows that consumption of beer, eggs, cheese, wheat, flour 
and margarine had decreased somewhat during this period. On the other hand, consump- 
tion of meat, lard, butter, fish, potatoes, rice and coffee increased. Source: Wirischaft und 
Statistik, 1939, p. 463; Statistisches Jahrbuch, 1937, pp. 362-63, and 1941-42, p. 437. 
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consumption, or with German estimates of aggregate consumption does 
not indicate that they overstate consumption in 1938 compared to that 
in 1928 or 1929.” 

That the level of civilian production in the late peacetime years was 
high can also be inferred from the level of output of civilian items which 
competed directly with war production for raw material use and which, 
therefore, should have been the first to show the impact of a large war 
program. Private residential construction and consumer durables are 
examples of such marginal items. Actually, we find that 336,000 dwell- 
ing units were erected in 1937, only one per cent below the high con- 
struction year, 1929.75 The decline in residential construction in 1938 
was less than 10 per cent. The 1938 production of automobiles for the 
civilian cconomy was at a record level and double the 1929 output.” 
The 1937 and 1938 production of such other consumer durables as 
furniture and radios was also appreciably above the 1928-29 level. 

Since capital formation is such an important aspect of rearmament 
we shall examine the investment picture in some detail. The object of 
this investigation is to determine the extent to which investment was 
channelled into those sectors of the economy which would increase 
Germany’s war production potential. In this discussion we shall deal 
with gross investment in construction and producer durables, and 
include public as well as private capital formation. 

For the purpose of this investigation, investments have been classi- 
fied under three group headings: Armament Factories and Military 
Facilities; The Basic Industrics; Civilian and Government Non-War. 


_ The first and second categories may be viewed as the war potential, the 


third as types of investment which had little or no direct relevance for 
war preparations. The investment figures falling under these three 
main categories are given in Table IV. Some of the classifications may 
be questioned. For example, investments in super-highways (Reichs- 
autobahnen) appear in Group ITI when they were allegedly for military 
purposes. It appears, however, that gasoline was so short even in pre- 


1 German estimates of consumer expenditures only cover the years 1928-31 and 1938, 
In the former years these estimates were within a few per cent of those presented in this 


. Paper and, in the last year, about 10 per cent above. Consumer expenditure estimates for 


the years 1925-31 appear in Archiv fir Sozialwissenschajfte und Sozialpolitik, Bd. 67, 
Heft 2, April, 1932. The estimate for 1938 appears in a monograph prepared by Paul 
Grunig, a statistician for the Central Statistical Office. 

* The Effects of Strategic Bombing on the German War Economy. p. 231. 

® Ibid., p. 281. 

= Unfortunately there is no unequivocal method of classifying investments into war 
and non-war categories. Almost every investment in plant, equipment, roads, etc., has 
some relevance for military output. In the case of Germany the difficulty is further 
enhanced by the fact that the statistics do not permit as fine a breakdown of capital 
formation as is necessary to make the desired classification. In spite of these difficulties, 
however, much can be learned by classifying and studying those sub-groups of data as are 
available. ° 
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war years that motor transportation was quite unimportant for either 
industrial or military purposes. Group I, on the other hand, includes too 
much for all vehicle and other metalworking, electrical, and chemical - 
plants have been classified as armament-producing plants, whether or 
not they were so engaged. Recognizing, however, that such a procedure 


TABLE IV.—TOTAL ĪNVESTMENT CLASSIFIED BY PURPOSE _ 
(bilions RM) 
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o Electrical machinery, vehicle, locomotive, naval, metal-working, optical and chemical 
industries. 

è Barracks, airfields, fortifications, etc. (more than 2 billion RM were spent on fortifications 
in 1938 and 1939), 

¢ Steel, coal, construction materials, and rubber industries. 

d Clothing, food, printing and publishing, linoleum, paper and musical instrument in- 
dustries. 

e Postal system, trams and subways, waterways, government and partly buildings, munici- 
pal improvements, etc. 

Source: see footnote 12. 


- is necessarily arbitrary and that it must be accommodated to the form 
in which the data are published, it nevertheless provides a reasonable 
basis for analyzing the nature of German investments. 

It will be observed that in the years 1933-38 more than 50 per cent 
of total public and private investment fell into Group ITI. Even 1938, 
the last peacetime year, the current value of these non-war types of 
investment was as large as in 1928. Measured in constant prices, their 
real volume was 20 per cent higher in 1938 than it had been in 1928. 
Public expenditures on roads and buildings formed the largest com- 
ponent of Group III. In the years 1936-38 such undertakings averaged 
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about 4.5 billion marks annually—nearly 5 per cent of Germany’s gross 
national product. 

Those types of investment’ classified under Group I and Group II 
make up Germany’s total war potential. The industrial war potential, 
usually referred to as ‘he war potential, is a narrower concept, excluding 
military construction. Inspection of the figures in the above table shows 
investment in armament plants and Germany’s basic industries to be 
a surprisingly small part of total investment. Investment in Group H 
industries, which included the iron and steel plants, the coal mines, the 
transportation system and public utilities, was exceeded every year by 
expenditures on road construction and government buildings. Compar- 
ing the Group II totals for the years 1933-38 with the 1928 figure, we 
find that it was not until 1938 that the 1928 level was surpassed. In- 
vestment expenditures on that part of Group I which we have called 
armament plants were, relatively speaking, exceedingly small. Annual 
expenditures on these facilities for the years 1933 through 1938 av- 
eraged only half as much as those on residential construction. Thus, 
inspection of Germany’s prewar pattern of investment shows that there 
was no pronounced concentration of investment in those activities 
associated with economic preparations for war. 

The fact that private capital formation was generally high in the 
latter part of the 1930’s only indicates that Germany was experiencing 
a substantial economic recovery. That investment expenditures are the 
most dynamic component of the national product, falling furthest 
during the downswing and increasing fastest during the upswing, is a 
well-established proposition in business cycle theory. Calculations of 
the German Business Cycle Research Institute show that from 1931 
through 1936 private gross investment in plant and equipment was not - 
sufficient to maintain industrial capacity. Net industrial disinvestment 
during this period was put at nearly 3 billion marks.”* A large volume 
of plant expenditures was required in the years after 1936, therefore, 
merely to offset previous capital consumption and to provide for current 
maintenance. Thus, gross industrial investment in 1938 of 3.7 billion 
marks, although 50 per cent greater than in 1928, can hardly be viewed 
as abnormal.” This year was preceded by only one year of positive net 
investment whereas in the previous decade net investment had increased 
steadily since 1923.8 

Summing up our observations on the composition of Germany’s pre- 
war gross national product: It is apparent that an enormous diversion 
of resources from the civilian to the war sector of the economy did not 
occur, for both consumption and non-war types of investment reached 


1 Statistisches Jahrbuch, 1939-40, pp, 583, 584, 
2 Loc. cit. 
3 Loc. cit. 
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the prosperity levels of 1928 and 1929. This is also true in regard to 
government non-war expenditures.” Thus, it is only possible to speak 
of a diversion of resources in the sense that private expenditures did 
not rise above the 1928-29 peak amount to the full extent of the 
increase in the gross national product. This does not mean that the 
economic achievements of the recovery period were unimportant for 


TABLE V.—GOVERNMENT EXPENDITURES FOR GOODS AND SERVICES 





(billions RM) 
Fiscal Year Total Government A i 
Beginning Expenditures for z S 
April Goods and Services xpenditures 
1933 and 34 21 F 
1935 14 6 
1936 17 10 
1937 W 14 
1938 30 16 
Total 103 51 


source: These figures have been obtained by consulting the war finance discussions of the 
Council of Ministers contained in Nazi Conspiracy and Aggression (Washington, 1946). In 
answer to an American interrogation, Schacht stated that he and von Krosigk (Minister of 
Finance) placed total armament expenditures at 45 billion RM. Defining armamentexpendi- 
tures to include total net private investment will add less than 2 billion RM to this figure. 


Germany’s war preparations. Full employment, a high level of total 
output, and a large production of capital goods, are in themselves 
important contributions to a nation’s war-making ability. 


Ill. The Magnitude of War Preparations 


At the outset it is necessary to define what we shall mean by arm- 
ament expenditures. There is no unequivocal definition. We shall use 
the term to include military pay and rations, and public expenditures 
on military establishments, fortifications, war material, and armament 
plants. This roughly corresponds to the definition used by the War 
Production Board in this country. 

Most discussions of Germany’s war preparations begin with Hitler’s 
boast that the nazis had spent 90 billion RM on rearmament. It is 
paradoxical that this statistic was accepted quite uncritically at a time 
when nearly all other German data was suspect.” The reason, of course, 
is simply that it was commonly believed that preparation for war 


* See Table V, above. 

In calculating a residual of private investment and consumption, Mrs. Sweezy uses 
a figure of 90 billion (op. cit., p. 205). Nathan uses his own figure of 75 billion RM, but 
thinks that it is understated (op. cit., p. 88). Neither of these authors defines armament 
expenditures, 
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claimed the highest priority on the economy. Actually, according to our 
definition, 51 billions were spent on rearmament in the six fiscal years 
ending March 31, 1939, and about 55 billions up to the outbreak of war. 

This corresponds to a little less than 50 per cent of total public ex- 
penditures for goods and services, and about 10 per cent of the gross 
national product produced during this six-year period. A German 
economist has pointed out that Hitler’s 90 billion figure would imply 
a higher ratio of total output going for war purposes than was reached 
until the latter part of the war. On the deception of foreigners he re- 
marks “Public views of the scale of armament were very much ex- 
aggerated. The German government of the time did nothing to contra- 
dict the exaggerated ideas; on the contrary they probably seemed to 
be desirable as propaganda, producing the illusion of a warlike strength 
which in reality was not available on that scale.’’”® 

It is convenient to divide the discussion of rearmament into two 
periods: that which occurred before 1936 and that which occurred from 
1936 to the beginning of the war. Up to the time of the German reoccu- 
pation of the Rhineland in the spring of 1936, rearmament was largely 
a myth. In the three years ending March 31, 1936, some 11 billion RM 
were spent; more than one-half of this in the fiscal year 1935-36. In 
other words, about 3 per cent of the total national output went for war 
purposes. It is perhaps easier to assess the state of preparedness by 
looking at the size of the army. At this time the German army was no 
larger than the French; it numbered less than 500,000 men and was 
composed of the equivalent of some 25 full strength divisions.” Before 
1936, plans for the speedy creation of a large offensive army did not 
exist. At the time of conscription legislation was passed in March, 1935, 
it was planned to bring the army up to a strength of 700,000, and that 
only by 1939,”8 

The second phase of German rearmament began in the summer of 
1936 when Hitler decided to start rearming on an intensive scale. Un- 
doubtedly this decision was influenced by German intelligence reports 
which placed the strength of the Russian army at nearly one million. 
Such “Bolshevist” superiority was greatly feared, and preparations 
were begun under the Second Four-Year Plan to assure German domi- 
nance of Europe. 

The language of the memorandum delivered to Goering on his ap- 
pointment as Plenipotentiary of the Second Four-Year Plan in October, 

ee Wagentuehr, Aufstieg und Niedergang der Deutschen Rustung (Berlin, March, 
1945), p. 8. 


= German Army Mobilization, Intelligence Division, War Dept. (1946). This study is 
based on captured German documents. The estimate of French military strength comes 
from Reynaud, Le Probléme Militaire Frangaise, 1937, p. 27. Reynaud’s estimate of Ger- 
man strength at this time was 800,000; nearly twice the actual size. 


=“ Ibid., p. 9. 
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1936, leaves no doubt as to Hitler’s desire to begin full-scale prepara- 
tion for war.” This document begins with Hitler’s declaration that 
war is inevitable. In the first place, Hitler asserts “it will be Germany’s 
task to defend Europe against Bolshevism”® and secondly, “a final 
solution of the food problem only can come through an expansion of 
living space” (Lebensraum). Following these pronouncements Hitler de- 
nounced Schacht’s Economics Ministry for sabotaging rearmament, 
accusing Schacht of having no comprehension of economic mobilization. 
Finally Goering was given two commands: (1) “The German army 
must be ready for commitment in four years”; (2) “The German 
economy must be ready for war in four years.” 

Hitler did not indicate the strength of military forces, or the size of 
the economic effort which would be required to prepare Germany for 
its “historic task.” Nor, to my knowledge, has such a plan been found 
in the German archives. It is difficult, therefore, to gauge just how 
high the nazis had set their sights. (We shall return to this subject 
later.) But, at any rate, it does not appear that the extent of mobiliza- 
tion before the actual outbreak of war measured up to the Fuehrer’s 
edict of “‘unconditional subordination of all other desires to preserve 
Germany’s national existence.” 

In the three fiscal years ending March 31, 1939, Germany spent 
40 billion RM for rearmament. In 1938-39, the last peacetime year, 
military expenditure amounted to 16 billion marks, a sum equiva- 
lent to 15 per cent of Germany’s gross national product. Actually, the 
share of the German national output going for armaments was not much 
higher than that of the Allies prior to their entry into the war. Total 
British war expenditures in 1939 constituted nearly 15 per cent of her 
gross national product, and were only slightly less than Germany’s.” 
In 1941, the year before the United States went to war, the war ex- 
penditure ratio was about 10 per cent—and would imply a higher 
absolute volume of armament expenditures than Germany’s. 

Comprehensive statistics on munitions production in the immediate 
prewar years are lacking. Such data on output or stocks as are available 
indicate that the production of war goods, like total military strength, 
has been considerably exaggerated. 


” A photostat of this document is in the files of the United States Strategic Bombing 
Survey. 


“« . . the world is drifting with ever increasing speed into a new conflict, whose most _ 


extreme solution is called Bolshevism, One has to compare the Red Army as it really is 
today with the assumptions of the military ten or fifteen years ago to gauge the dangerous 
extent of this development. Germany will have to be considered as the focal point of the 
Occidental world against Bolshevist attack.” 

World Munitions Production 1938-1944. War Production Board. The definitions of 
war production and gross national product are roughly comparable to those which have 
been used for Germany. 
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The nazis placed heavy emphasis on the importance of air power, 
allocating nearly one-half of prewar military expenditures to the Luft- 
waffe. A large aircraft output was therefore to be expected. Total 
monthly aircraft production”? rose from 30 in 1933 to 425 in 1936 and 
remained at this level through 1938. In 1939, total output rose by 60 
per cent. At the outbreak of war, output of combat types was 500 a 
month, 60 per cent of the production rate credited to Germany by 
British Intelligence.** Germany entered the war with an air force 
of 1,000 bombers, and 1,050 fighters, which was still not an inconsider- 
able number compared to the air strength of her enemies.” 

Before 1938 Germany produced only the very light Mark I and 
Mark II tanks—types which were outmoded soon after the beginning 
of the war. Production of the Mark III began in 1938, and the Mark 
IV, in 1939. In the last three months of 1939 Germany produced 247 
tanks,** and 45 per cent of the Intelligence estimate of German pro- 
duction.** 

A more dramatic indication of Germany’s state of preparedness is to 
be found in the 1939 plot against Hitler. In the summer of 1938 Hitler 
informed his confidants of his plans to invade Czechoslovakia if it 
became impossible to strike a bargain with England. This plan was 
opposed by a group of high army and civilian officials. Included in the 
group were General Beck, Chief of Staff, General von Witzleben, Com- 
mander of the Third Army, General Thomas, Production Chief of the 
High Command, former Economics Minister Schacht, and Goerderler, 
former Lord Mayor of Leipzig. Some of these names will be recognized 
as principals in the 1944 Plot. The opposition of this clique was based 
on the assumption that the English would not back down, and that the 
Webrmacht was totally unprepared to withstand a coalition of Euro- 
pean powers. (In the fall of 1938 Germany had 35 infantry and 4 
motorized divisions and according to testimony of German generals, 
these were neither fully equipped nor fully manned.) Foreseeing an- 
other Versailles, these generals formed a conspiracy to seize Hitler and 
remove the nazis from power by a military coup d’état. According to 
the documentary evidence Theodore Kordt, the German chargé in 
London, informed Halifax of the plot, urging Britain to stand firm. As it 
was planned, Beck resigned early in September when he was informed 
of Hitler’s certain decision to take action. Before the date planned for 
the conspiracy, however, it was learned that Chamberlain would go 
to Godesberg on September 13. This knowledge seemed to indicate that 
their original premise was wrong; that Hitler’s bluff would be success- 


2 The Effects of Strategic Bombing, p. 149. 

3 An Appraisal of Pre and Post Raid Intelligence, U. S. Strategic Bombing Survey 
(Washington, 1945). 

Toc. cit. 
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ful. The plot was called off and von Halder, one of the conspirators, 
accepted Beck’s vacated post.” 


IV. The Factors which Limited Economic Mobilization 


In discussing the reasons why Germany’s preparations were not 
greater, it is necessary to separate political and military from economic 
factors. The latter supply us with the immediate reasons for Germany’s 
unpreparedness; the former, with the more ultimate causes. We can, 
perhaps, make this distinction more clear by attempting to answer two 
different sorts of questions: (1) Why did the Germans not prepare for 
a major war—on the enormous scale which popular opinion assumed - 
them to be preparing? (2) Why were their preparations not tolerably 
larger—say,.25 per cent? We shall begin with the second question. 

A nation’s real war potential is limited by two factors; the total 
amount of production which can be obtained from its resources, and 
the share of this output which can be converted to war purposes. In 
the prewar years, at least, there is no evidence that armaments output 
was circumscribed by either of these factors. 

In the first place, it is clear that a much larger share of the 1938 
national product could have been used for war purposes. Civilian con- 
sumption and investment were, as we have seen, at the 1928-29 levels; 
while, at the same time, the government was undertaking a huge non- 
war program. Thus it would appear that it might have been possible 
for the Germans to have doubled war output by cutting the overall level 
of civilian production by 10 or 15 per cent. 

Nor does it appear that it was at this time impossible for the Germans 
to have secured a larger war output through an expansion of their 
national product. Although full employment had been reached before 
1938, and the 1929 level of production was exceeded by 25 per cent in 
this year, Germany still had not exhausted her expansionary possibili- 
ties. Formal proof of this proposition depends on an examination of the 
manpower and raw material situation, but its plausibility can be gauged 
by reference to the wartime performances of Britain and the United 
States. In these countries it has been quite clearly demonstrated that 
full employment did not signify a capacity level of production. Subject 
to outside pressure, production showed an elasticity which was astonish- 
ing. This also was shown at a later date in Germany. : 

We may sum up this argument by saying that although it may not 
have been possible to increase war output while maintaining. all types 
of civilian output (automobiles and refrigerators, for example), op- 


= An account of this plot is to be found in the “Twentieth of July,” Franklin Ford, 
_ Am, Hist. Rev. (July, 1946). Also consulted were interrogations of Thomas, Schacht, 
von Halder and documentary evidence presented at the War Crimes Trials. 


? 
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portunity still existed as late as 1938 for increasing military prepara- 
tions without causing an appreciable decline in the general level of 
civilian output. It is seen, therefore, that “real” factors cannot explain 
why Germany did not produce more war material. l 

The explanation of Germany’s failure to prepare on a much larger 
scale is essentially a financial one. The German leaders simply did not 
at this time, understand the elementary economic lesson that “a nation 
can finance everything which can be produced.’”** As will be shown, 
financing a higher level of war expenditures by raising already high 
tax rates was not regarded as expedient. And procuring additional funds 
by borrowing, would, it was thought, destroy confidence in the cur- 
rency and lead to an inflation. This fear of inflation, as we have seen, 
weighed heavily in the policy decisions of the whole decade: it was an 
important consideration in the decision of the Briining government 
against devaluation and coincidentally in the adoption of the policy of 
forced deflation; it led to the retention of this policy after the infla- 
tionary argument was, from an economic standpoint, no longer valid; 
it prevented the nazis from reducing taxes when their primary aim was 
a speedy recovery. It is not surprising, therefore, that financial con- 
siderations impeded rearmament. 

One of the strongest exponents of this school of financial conserva- 
tism was Schacht. Although he was already in disfavour with Hitler 
by 1936, Schacht remained Minister of Economics until August, 1937, 
and president of the Reichsbank until January, 1939. And until his 
dismissal from the Reichsbank, his financial views pretty well domi- 
nated nazi economic policy. Schacht’s testimony indicates that he was 
dismissed, not because he opposed rearmament on social or political 
grounds, but because large rearmament expenditures were inconsistent 
with his views on sound finance.*’ 

By 1937, he stated, the financial position of the Reichsbank had 
become so precarious that he advised Hitler that additional credits for 
rearmament could not be raised. Hitler finally persuaded him to provide 
the government with another three billions, but only on the condition 
that this was to be the last. After March, 1938, Schacht stated that he 
refused to give another penny for rearmament, and in January, 1939 
his one-year appointment was not renewed. There is nothing in the 
documentary evidence which would deny the veracity of .Schacht’s 
story. 

Mr. Nathan’s conclusion that Germany had learned this before the democracies is 
hardly valid. Of. cit., p. 90. 


= This account of Schacht’s dismissal is taken from his testimony to Clifford Hynning 
of the United States Group Control Council; from interrogation reports of the United States 
Strategic Bombing Survey made by Paul Baran and the author and from the record of 
his testimony at the International Military Trial. 
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At the meeting of the Council of Ministers on May 12, 1936, the 
possibility of increasing armament expenditures was discussed.” The 
Minister of Finance, von Krosigk, did not think that an additional 6 or 
7 billions could be raised by taxes. In conformity with universal stand- 
ards of political behaviour this was denied by none of the ministers. 
This passed the responsibility for obtaining more funds to the Reichs- 
bank; Schacht summed up the past accomplishments of the Reichsbank, 
declaring that with unswerving loyalty to the Fuehrer he had raised 11 
billions for rearmament and re-employment. The Reichsbank could go 
on, he-said, and raise some 2 billions annually, but, he asserted, the 
money market would not support the 8 or 9 billion requested. If the 
Reichsbank were to be pushed further, Schacht left no doubts as to his 
own position: “Dr. Schacht will never be a party to an inflation; the 
Fuehrer also had decided in this sense. The danger of such a develop- 
ment is imminent. If a road is to be taken, which contains this danger, 
Dr. Schacht would like to drop out in time, so that he does not disturb 
the new course.” 

Goering voiced his skepticism by commenting that “measures which 
in a state with a parliamentary government would probably bring about 
inflation do not have the same results in a totalitarian state.” But he 
did not press his argument further. 

It might be pointed out that Schacht quite successfully withstood the 
pressure for higher armament expenditures. In the fiscal year 1936-37, 
they were only 4 billions more than in the previous year. 

Whenever the question came up, Schacht took the same firm position 
of the danger of public deficits. At a meeting of the Council of Ministers 
in May, 1937,*° Goering began by asking what objections there might 
be to producing substitute materials in the Reich. Schacht replied that 
there were no theoretical objections, that self-sufficiency was absolutely 
necessary, but that on the practical side there would be serious diffi- 
culties—the question of finance. “Providing money by taxing capital is 
impossible. The circulation of money cannot be increased beyond a cer- 
tain amount. Previous measures have been executed correctly and with- 
out danger to the monetary value. A further increase seems precarious, 
a matter of confidence.”™ 

By 1938, when Hitler was completely out of patience with Schacht’s 
economic ideas, it might have been expected that the nazis would have 
at last freed themselves from their financial yoke. But the evidence 
does not confirm this suspicion. 


* Nazi Conspiracy and Aggression, pp. 868-72. 
= Ibid., p. 869. 
“o I bid., pp. 878-84., 


“Tbid., p. 879. It may be noted that the debt increased by more, than 250 billion RM 
during the war, with neither a substantial rise in prices, nor a financial collapse. 
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During the fall of 1938, when the Sudetenland issue was pending, 
military expenditures were increased sharply. Although expenditure 
data for these months are not available, they could not have been very 
large, which is shown by the fact that from April through October 
military expenditures totalled only some 9 billions. On the 7th of De- 
cember an order signed by Keitel went to the commanders of the three 
services stating that: “The strained financial situation of the Reich 
makes it necessary that for the rest of the current fiscal year 1938-39 
the expenses of the Armed Forces, which in the last months under the 
strain of extraordinary circumstances have undergone a considerable 
increase, should be lowered again to a level, which would be tolerable 
for some time.”* It was ordered that total military expenditures for the 
last five months of the fiscal year were not to exceed 6.9 billion. The 
provisional budget for 1938-39 was set at 11.5 billion RM, 30 per cent 
below expenditures of the previous fiscal year.“ 

For the purpose of explaining why Germany’s war preparations 
were not larger, the financial bottleneck provides us with the necessary, 
but not the sufficient conditions. For, if additional funds could not be 
obtained‘ through borrowing or taxation, it still would have been pos- 
sible to obtain these by cutting non-war expenditures. There were some 
15 billion RM, in the fiscal year 1938-39, nearly 75 per cent greater 
than when the nazis came into power. Especially prominent in the civil 
budget were public investments in highways, party buildings, municipal 
improvements and the like.** | 

If non-war expenditures were not reduced, it was not the fault of 
Schacht; in every discussion of public finance he preached economy in 
government expenditures. In proposing specific cuts, however, he was 
invariably opposed by some faction of the party, and succeeded only in 
getting himself thoroughly in disfavour with the nazi politicians. It 
was, in fact, even difficult for Schacht to compel the semi-autonomous 
political organizations to submit their budgets to the Ministry of 
Finance.“ 

When rearmament was speeded up during the time of the Czech 
crisis, Goering began to take a firmer stand on the reduction of non- 
war expenditures. But not much was done in this respect before the 
beginning of the war. Goering’s speech before the Air Ministry in Oc- 
tober, 1938, was a forecast of action which was to come only at a later 
date. 


He (Goering) is going to make barbaric use of his plenipotentiary power 


4 


° Ibid., p. 907. 

4 Ibid., p. 908. 

“See Table IV, p. 66. 

“ Nazi Conspiracy and Aggression, pp. 845-46 and 878. 
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which was given to him by the Fuehrer. All the wishes and plans of the state, 
party and other agencies which are not entirely in this line have to be rejected 
without pity. ... He warns all agencies, particularly the Labor Front, from 
interfering with these proposals in any way. He is going to proceed ruthlessly 
against every interference on the part of the Labor Front. The Labor Front 
would not receive raw materials and workers for its tasks any more. Simi- 
larly all other party requirements have to be set aside without considera- 
tion. At the present time the plants should not be burdened with unnecessary 
demands, such as athletic fields, casinos or similar desires of the Labor Front.*® 


This discussion of financial impediments to rearmament provides 
some insight into nazi politics. The fear of increasing the debt because 
it would destroy confidence, the unwillingness to raise taxes, the diffi- 
culties of reducing particular types of government expenditures-—all 
indicate that Hitler was less able to subordinate the various private 
interests to his central task of preparing for war than has been com- 
monly assumed. It will be the task of the political experts to reassess the 
nazi political system, to find out the extent to which Hitler had to com- 
promise with various interests, and to identify these interests. When 
this has been done, the nazi economic picture will be clearer. 

These fiscal considerations do not explain, however, why Germany 
did not undertake really large-scale preparations for war. The various 
minutes of meetings pertaining to the discussion of the rearmament 
question indicate that the nazi leaders were thinking only in terms of 
increasing military expenditures by a few billion reichsmarks, or of 
adding several divisions to the army. It is unlikely, therefore, even if 
finances had not stood in the way, that the rearmament program would 
have been more than some 20 or 30 per cent larger. 

The fundamental reason why large war preparations were not under- 
taken is simply that Hitler’s concept of warfare did not require them. 
Documentary evidence and interrogation of his confidants indicate 
that for the fulfillment of his territorial desires, Hitler did not expect 
to fight a protracted war against a coalition of major powers. Rather, 
he planned to solve Germany’s living space problem in piecemeal fash- 

_ ion—by a series of small wars. His strategy, as it developed, was to 
undermine an enemy’s internal and external political unity, to intimi- 
date him with threats of military destruction, and if this were not suc- 
cessful, to force a speedy capitulation by Blitz warfare. All this was 
to occur in so short a time that the democracies could be presented with 
a fait accompli while they were still debating whether or not to inter- 
vene.“ Italy’s experience against Abyssinia, the occupation of the 


* Notes of speech by Goering at Reich Air Ministry, ibid., p. 901. 
“ The directive for the operation “Green” (conquest of Czechoslovakia) stated: “.. . it 
- is essential to create a situation within the first four days which plainly demonstrates, 
* to hostile nations eager to intervene, the hopelessness of the Czechoslovakian military 
situation.” Ibid., p. 311. 
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Rhineland, the conquest of Czechoslovakia, all indicated that the proc- 
ess could be repeated against Poland, the Balkans, and after a period 
of consolidation, against the coveted Ukraine. 

The only nations which could be considered as threats to German 
expansion were the United States, Russia, France and England. Before 
the outbreak of war, the possibility of American intervention was con- 
sidered remote. Although Hitler frequently spoke of Germany’s future 
task of defending Europe against Bolshevism, Russia was not consid- 
ered an immediate threat. Russia could be dealt with in the future, 
after Germany was able to draw on the war potential of Western Eu- 
rope. For this conflict Hitler counted on the neutrality, if not the active 


participation, of the democracies. Hitler always took England and 


Trance into account in his war plans, but he did uot think that they 
would intervene. England, he thought, would not be able to fight 
without the support of the colonies. And he doubted if they would sup- 
port the Mother Country in a European conflict. Besides, he thought 
it unlikely that England would wish to destroy Europe’s “bulwark 
against Communism.” As early as 1937 Hitler saw the possibility of a 
social and political decay in France which would leave her incapable of 
offering active resistance.” 

Hitler’s strategy, then, did not involve large war preparations, ‘but 
only immediate military superiority over France and England. For 
this, 50 or 60 well-trained divisions and an air force of 2,000 planes 
were regarded as adequate. This hypothesis was confirmed by the first 
two ‘years of fighting. 

The faulty appraisal of the prewar nazi economy was primarily due 
to the inability of political and economic writers to appreciate the eco- 
nomic significance of this Blitzkrieg strategy. They failed to see that 
such a strategy did not involve a large use of resources and that it 
permitted, together with minimal war preparations, a prosperous civilian 
economy. Another reason why their economic picture was distorted was 
the implicit belief. that nazis would make their financial policy sub- 
servient to the economic rearmament program rather than having to 
adapt the scale of war preparations to the principles of financial con- 
servatism. 


* Hitler was confident that the invasion of Poland would not bring England and France 
into the war, and later, after Poland was conquered, he expected that they would agree 
to his peace terms. 

® Ibid., pp. 297-304. 


“ Conference of the Reichskanzlei, November, 1937. “Should the social tensions in 
France lead to an internal political crisis of such dimensions that it absorbs the French 
army and thus renders it incapable for employment in war against Germany, then the time 
for action against Czechoslovakia has come.” Ibid., p. 301. 


THE ROLE OF INCOME DETERMINATION IN 
REINVESTMENT AND INVESTMENT 


By WALTER FrRoEHLICH* 


Whether the use of any specific accounting device, or any specific 
method of taxing business incomes, tends to aggravate or to smooth 
cyclical fluctuations depends largely on the impact of such device or 
method on the stream of gross investment. An analysis of the influence 
of new (net) investment alone is not sufficient (Part I). Different in- 
come concepts used by the accountant or by the tax statute for deter- 
mining net income (Part II) will be reflected in different ways in new 
investment and reinvestment according to how prices and interest 
rates and their respective changes are employed in the definition of net 
income (Part III), The use of accounting devices and tax methods 
applying specific income concepts may cause significantly different 
“practical” results (Part IV). 


I 


The usefulness of the concept of net income as a tool of economic 
. reasoning in regard to dynamic models has been denied by no lesser 
authorities than Hicks and Hayek;* the latter goes so far as to say 
that the distinction between replacement and investment as different 
activities has no relationship to anything in the real world. 

Individuals and business firms, however, do consider net income as 
a significant economic datum. Their willingness to invest takes a 
different form and intensity from their willingness to replace; the 
distinction is partly dependent on their concept of net income. 

The relation of planned consumption to net income of individuals, 
which has been very widely discussed of late,? is less important than 
the relationship businessmen and corporate management observe be- 
tween planned: reinvestment and net income. 

Investment goods as such are determinative for customary aggregate 


* The author is associate professor of economics at Marquette University. 
tF, R. Hicks, Value and Capital (Oxford, 1939), p. 177; F. A. Hayek, Pure Theory of 
Capital (London, 1941), p. 336. 

? For statistical derivation of the consumption function using money or real terms, etc., 
cf.: W. S. Woytinsky, “Relationship between Consumers’ Expenditures, Savings and Dis- 
posable Income,” Rev. Econ. Stat., Vol. XXVIII, No. 1 (Feb., 1946), pp. 1 ff.; G. Katona 
and R. Likert, L. H. Bean, I. Friend, E. G. Bennion, D. S. Brady, “Five Views on the 
Consumption Function,” Rev. Econ. Stat., Vol. XXVIII, No. 4 (Nov., 1946), pp. 197-224; 
also W. Fellner, Monetary Policies and Full Employment (Berkeley, 1946), pp. 55-73. 
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analysis. The flow of investment goods (gross investment) can be 
identified as a reinvestment stream and a net investment stream: the 
reinvestment stream ‘maintains capital’; the net investment stream 
“adds to existing capital.” Reinvestment may be further characterized 
as either a replacemeni-reinvestment or as a transfer-reinvestment. The 
replacement-reinvestment makes an identical substitution; the transfer- 
reinvestment embodies some shift to other goods. 

Generally speaking, the willingness to reinvest is stronger than the 
willingness to make new investments out of income. Changes in the 
net investment and reinvestment stream might occur at the same time, 
but in different directions.* The magnitude of investment as well as of 
reinvestment does not always rise and fall simultaneously, e.g., when 
the fluctuations are due to changes in the interest rate. Investment and 
reinvestment are not necessarily correlated positively with each other, 
since they are independently related. Furthermore, the relation between 
them may differ if different income concepts are employed, or if differ- 
ent phases of the cycle are considered. l 

Decisions of businessmen are doubtless to some varying degree 
guided by the accounting process. So far as legal restrictions are con- 
cerned, decisions in turn are based to a considerable extent on so-called 
sound accounting practice. Accounting practices and their bearing on 
determination of income in the different stages of the business cycle 
have been discussed in connection with the derivation of national in- 
come and national capital figures from the accounting data of business 
firms.* Some writers emphasize the influence of accounting, that is, of 
recorded profits and losses, on the investment decision through the use ` 
of the customary markup method, which depends on accounting and in 
turn determines income.’ Others emphasize the influence of accounting 
on the investment flow through the impact of accounting on prices of 
securities via the earning ratios and thus on the possibility of issuing 
new securities.® Yet it is equally important to evaluate the influence of 
different income concepts on the gross investment stream. Assuming a 

*R. Frisch, “The Interrelation between Capital Production and Consumer Taking,” 


Jour. Pol, Econ., Vol. XXXIX, No. 5 (Oct, 1931), p. 653; B. Caplan, “Reinvestment 
and Rate of Interest,” Am, Econ. Rev., Vol. SXX, No. 3 (Sept., 1940), pp. 561-68. 

* Conference on Research in National Income and Wealth, Studies in Income and Wealth 
(New York, Nat. Bur. of Econ. Research), 1937-1943: C. Warburton, I, pp. 67-110, C. 
Shoup, I, pp. 251-304, R. Blough and W. W. Hewitt, IJ, pp. 191-239, R. W. Goldsmith and 
W. Salant, III, pp. 220-43, W. D. Hance, VI, pp. 239-76; S. Fabricant, Capital Consump- 
tion and Adjustment (New York, 1938); 5. Kuznets, National Income and Capital Forma- 
tion (New York, 1937) and Commodity Flow and Capital Formation (New York, 1938). 

ë Conference on Price Research: Committee on Price Determination: Cost Behavior and 
Price Policy (New York, Nat. Bur. of Econ. Research, 1943), Part IIT and Appendix C. 

‘N. S. Buchanan, “Toward a Theory of Fluctuations in Business Profits,” Am. Econ. 
Rev., Vol. XXXIV, No. 4 (Dec., 1941), p. 751. 
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given willingness to reinvest, different income concepts invite varying 
amounts of reinvestment. This might supplement a discussion evolving 
from the willingness to invest. 


II 


Our first step, then, is to survey systematically the different income 
concepts. Since the bulk of income relevant to our discussion is income 
from business, we can neglect income from labor. The relevant income 
concepts imply that income be defined either as that which remains 
at the disposal of the recipient after capital is maintained or as that 
flow of services which can be maintained indefinitely.’ Clarifying the 
distinctions of Hicks, which allow for money terms and real terms,” 
the four main concepts of income then become: Definition A, Re- 
ceipts with expectations of maintaining intact the value of capital in 
terms of money (Hicks, Income No. 1); Definition B, Receipts with the 
expectation of spending the same amount in terms of money during the 
following periods (Hicks, Income No. 2); Definition C, Receipts with 
the expectation of maintaining intact the value of capital measured in 
real terms (not mentioned by Hicks); Definition D, Receipts with the 
expectation of spending the same amount measured in real terms dur- 
ing the following periods (Hicks, Income No. 3). 

At present accountants stress the income point of view (ż.e., the in- 
come flow as in concepts B and D) as against the balance sheet point 
of view (i.¢., the maintenance of capital as in concepts A and C). They 
find that the former point of view has become more important in mod- 
ern accounting practice.’ This distinction is similar to that made by 
Hayek, who stresses the flow of earnings, in contrast to Pigou, who 
stresses the intactness of capital.” Any final statement in regard to in- 
come presupposes the enterprise liquidated and all relations between 
owners definitely severed; otherwise, all statements are estimates only 
of different degree of reliability.* 

Concepts A and C include “non-recurrent” receipts and are not de- 


"E. Lindahl in Essays in H onour of Gustav Cassel: “The Concept of Income” (London, 
1933), p. 399. 

3 J. R. Hicks, op. cit., pp. 171-77. 

°S. Gilman, Accounting Concepts of Profit (New York, 1939), p. 25. 

“F, A, Hayek, “The Maintenance of Capital,” Economica, Vol. II, No. 7 (Aug., 1935), 
pp. 241-76; A. C. Pigou, “Maintaining Capital Intact,” Economica, Vol. VIII, No. 31 
(Aug., 1941), pp. 271-75; F. A. Hayek, “Maintaining Capital Intact,” Economica, Vol. 
VIII, No. 31 (Aug., 1941), pp. 276-80; J. R. Hicks, “Maintaining Capital Intact—A 
Further Suggestion,” Economica, Vol. IX, No. 34 (May, 1942), pp. 174-79. Cf. also 
F. H. Knight, “The Theory of Investment Once More: Mr. Boulding and the Austrians,” 
Vol. L (Nov., 1935), pp. 36-67. 

“J.B. Canning, Economics of Accountancy (New York, 1929), p. 123. 
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pendent on changes of interest rates, assuming the income receiver 
starts and ends the period with cash holdings only. In this case they 
are identical if the value of money is stable. Concepts B and D exclude 
“non- recurrent” receipts; they are identical when the value of money 


and the rate of interest are stable. 


These four concepts point up the basic distinctions, but further dis- 


TABLE I.—-CHARACTERISTICS OF AN INCOME CONCEPT 


Group I: Basic distinctions 
A. Leaving the capital “intact” 
1. Measuring the income 
(a) In terms of money 
(b) In real terms of the type 


Dat altoid EE O Ea 
2. Measuring what is left intact 
(a) In terms of money 
(b) In real terms of the type 


B. Leaving future earnings “intact” 


1. Measuring the income 
(a) In terms of money 


j (b) In real terms of the type 
\ Do nae ieentiete a laesee Anew 

Do Andee balta eee tae s 

De. aera ace eo SAS axe ele tre ee 


2. Measuring what is left intact 
(a) In terms of money 
(b) In real terms of the type 


Group II: Type of knowledge of reality to 
be included for income determination 

1. Completed transactions of the subject 
only 

2. (1) and transactions of the subject for 
future delivery 


3. 
4, 


S: 


Paone 


(2) and spot market prices 
(3) and quoted prices for future de- 
livery 
(4) and expectations proper 
a, To be realized within 
OA. oer s O taken 


e E E DE E es 
b. Subjective probability .of being 
within a range of at least 
Aad s L EE aad eek 


c. Uncertainty in regard to 
aa. Amount only 
bb. Occurrence only 
cc. Amount and occurrence 
d. Reliability of estimate at least 
Ga, Bucs dara sas cues 


Group III: Time point for knowledge 


. At the beginning of the period 
. At the end of the period 
. At the end of the following period 


oe ep Peewee were seen woe eaaaeean eo bpa oo 


Group IV: Subject of knowledge 


. The individual 
. The person responsible for him 


Group V: Income period 


tinctions are needed. We shall arrange the characteristics of an in- 

.. come concept in five groups, every income concept being a combina- 
, tion of such characteristics drawn from every group. The discussion 
: which follows should clarify the necessary requirements, which will be 


finally summed up in Table I. 


Obviously, owing to the ambiguity of the expression “real terms” and 
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the difficulties of measurement, a whole set of different concepts arises 
according to the different methods used in identifying real terms (char- 
acteristics under IA and IB, Table I.) Real terms do not necessarily 
denote average prices of the same goods. There also exist different meth- 
ods in constructing indices or in determining “wage units” if the latter 
are used for measurement. 

Expectations in regard to future earning power (future income) de- 
termine what has to be left “intact” and thus, indirectly, what is left to 
qualify as income. This applies to expectations about the future de- 
velopment of prices (definitions C and D) or of interest rates (defini- 
tions B and D). But when transactions are not completed and the enter- 
prise is not liquidated, expectations are necessary also as the basis for 
judgment in regard to the value of capital in terms of money (defini- 
tion A). 

It should be noted that we consider expectations only in so far as 
they form part of the considerations used in defining income and thus 
forming the basis of the distinction between investment and reinvest- 
ment” (characteristics under II in Table I). We do not discuss here 
expectations in so far as they influence the numerical value of propensi- 
ties, e.g., via liquidity preference, etc. 

Expectations should be dated (Group ITI in Table I); that is, a cer- 
tain time point should be assigned to them in order to determine clearly 
the economic “horizon” or “prospect,” e.g., time point 1: beginning of 
the period (ex ante), time point 2: end of the period (ex post), time ` 
point 3, 4,5... : end of the next following or any following period. 

Our expectations will be fulfilled, unfulfilled, or still uncertain at any 
such point, As far as ex post income is concerned, it is true that at time 
.point 2 certain expectations definitely turn out to have been right or 
wrong, but certain others will still be uncertain and the same is true of - 
any following time point, although to a decreasing extent. Thus all 
income concepts, including ex post concepts, will rely on expectations.* 
Every income concept has to denote the time point at which the ex- 
pectations are formed. Common practice may allow making different 
parts of the estimate at different times, as, e.g., all accounting which 
makes certain evaluations at the moment of transaction or entry into 
the books, without much concern for final corrections. 

The table of possible properties of income concepts surveys the 
dimensions of the concept, and thus provides the basis for showing 
all possible interrelations between the reinvestment and investment « 


7 


2 Cf. C. Warburton, “The Misplaced Emphasis in Contemporary Business-Fluctuation. 
Theory,” Jour. of Business, Vol. KIX, No. 4 (Oct., 1946), p. 201, with estimates of magni- 
tudes involved. 


* 7, B. Canning, of. cit., p. 124, 
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stream. It should be noted that income concepts often are “inconse- 
quential”’ or mixed, using one set of characteristics in one respect (e.g., 
as to gains), another in another respect (e.g., as to losses), as all con- 
cepts do which rely for inventory evaluation on historical cost or 
market, whichever is lower. 

Referring to Table I, combinations of characteristics will be obtained 
giving rise to many variations upon the four main concepts of income. 
Not all concepts will be of practical importance, but the important 
concepts can be located within the framework of our table.** Through 
analysis of all possible dimensions of the income concept, the influence 
of price changes can be explored, as well as of other changes on the size 
of recorded income in the different phases of the business cycle. 


Taste I]—Inventory REVALUATION, SAVINGS, PROFITS 


(In million dollars) 

Revaluation of Net Business Savings Business Profit or Loss 
Inventories Estimated Adjusted Estimated Adjusted 

1929 — 712 2.583 3,295 8,552 9,264 
1930 — 4,331 4,903 572 912 5,243 
1931 — 3,308 — 8,052 —4,774 —3,718 — 414 
1932 — 1,520 — 8,942 — 7 ,422 — 6,193 — 4,673 
1933 2,440 — 3,094. — 5,334 — 881 —3,321 
1934 2,131 —~1,429 —3,560 1,257 — 874 
1935 785 310 — 475 3,382 2,597 


Fahricant, Studies in Income and Wealth, 1, 152 Kuznets, el. IL, 291; Fabricant, Capital 
Consumption and Adjustment, 160, 171, 249. 


The differences which stem from the use of different concepts are 
substantial. This can be judged -from the difference between the in- 
ventories measured in real terms rather than in money terms, or.when 
using “Last in, First out” (LIFO) instead of the usual “First in, First 
out” (FIFO) rule. The National Bureau of Economic Research figures 
for the period 1929-1935 give a good idea of the magnitudes involved. 

The rise in the value of all business inventories (as distinguished 
from the value of their physical expansion) was recently estimated as 
going on at the rate of 6 billions a year, corporate inventories accounting 


“For the better known income concepts: I. Fisher, Nature of Capital and Interest (New 
York, 1906), Chap. 7 and Appendix; H. C. Simons, Personal Income Taxation (Chicago, 


, 1938), Chap. 2; P. H. Wueller, “Concepts of Taxable Income,” Pol. Sci. Quart., Vol. LIII 


(March, 1938), pp. 83-110 (Dec., 1938), pp. 577-83, and Vol. LIV (Dec., 1939), pp. 
555-76. 

3Y, M. Keynes, General Theory of Employment, Interest, and Money (New York, 
1936), pp. 51, 104, 
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for perhaps 4 to 5 billions." It should be kept iix'mind that even during 
the last few years corporate profits were roughly equal to corporate 
depreciation and depletion; and that in bad times the latter are rela- 
tively much greater.” 

Tit 


Whether inclusion of expectations in general, or of certain types of 
expectations, in the formation of the income concept, does or does not 
increase or decrease “income” of any given type of definition cannot 
be stated in general terms. It depends on the degree of elasticity of 
expectations, which in turn may depend on the period of past perform- 
ance which is used as a frame of reference for determining the elasticity 
of expectations. Fruitful analysis will require development of rather 
highly specialized ideal types of expectations (group characteristics II 
and IIT, Table I) and study of their behavior during the business cycle.** 
Attempts to generalize, that is, to develop relatively simple ideal types, 
will be more successful if we consider “price levels” and “interest rates” 
(Group JA and IB of Table I). In an economy with forceful monetary 
and banking management it cannot be assumed that every cyclical 
movement implies oscillation around a constant level with prices rising 
equally during the upswing and falling equally during the downswing. 
Our discussion will apply to several kinds of cycle, to the longer “busi- 
ness cycle” but equally to the inventory (or so-called short): cycle. 
Similar inventory changes and durable investment changes are present 
in all cases. 

The analysis of different income concepts held by enterprisers and 
the influence on reinvestment must not and does not imply that cycles 
are caused by employing certain concepts. For example, inventory evalu- 
ation following the rule of “market or cost, whichever is lower,” is 
not inherently causative’® but merely reflects causal forces. In fact, 
such-a theory must presuppose that, for reasons other than the in- 
fluence of “false accounting,” prices rise and, therefore, accounting 
might be misleading. As a contributing factor in the maldistribution of 
resources “misleading accounting” will be more important when prices 
rise sharply due to creation of additional purchasing power. It will, of 


*° Machinery and Allied Products Institute Bue No. 1965 (Washington, Dec., 1946), 
p. 5. 

™ Cf. Survey of Current Business, February, 1946, pp. 7-8. 

38A, G. Hart, Anticipations, Uncertainty and Economic Planning (Chicago, 1940). G. 
Tintner, “A Contribution to the Non-Static Theory of Choice,” Quart. Jour. Econ., Vol. 
LVI (Feb., 1942), p. 301. : 

IF, Schmidt, Die Industrie Konjunktur—ein Rechenfehlézc2erlin, 1927). F. Schmidt 
finally concedes that it can be only a partial cause strengthening other causes. Cf. W. C. 

e Mitchell, Business Cycles (New York, 1927), p. 476. 


FROEHLICH: INCOME DETERMINATION AND INVESTMENT 85 


course, be of some importance in other cases also.” Reinvestment 
cycles (that is, cycles of gross investment due to the fact that original 
- investment was bunched and thus greater demand for replacement 
comes up at certain intervals) are somewhat peculiar in that they do 
not tie in neatly with the other fluctuations and thus are not correlated 
with general economic changes. It is sufficient for our purpose to oper- 
ate with the minimum assumption of forthcoming general price falls and 
price rises. 

Rising prices will lead to increased investment (not only in monetary 
terms, but, due to the normal shape of expectations, also in real terms.) 
Falling prices will lead to decreased investment as profit expectations 
decrease. There seems to be some evidence that the cyclical amplitude is 
smaller on a rising price trend and greater on a falling price trend.” 
The relation between price changes and reinvestment is complex. Rising 
prices decrease the reinvestment necessary to keep capital or the income 
flow intact (using concepts A and B); measurement in real terms (con- 
cepts C and D) depend on the relation between the prices of capital 
goods and the prices of those goods used in the indices for defining 
real terms. In the upswing the rise in demand for investment goods, 
and thus the price rise, will be (on the whole) relatively greater, and 
to that extent the necessary reinvestment stream relatively lower.” 
The reinvestment stream will have to be higher, however, when real 
terms are substituted for monetary terms in the income concept. 

In the traditional view, interest rates rise during expansion and fall 
during contraction, at least in the later stages of each phase. This is 
not necessarily the case in a modern economy with forceful monetary 
management. The only restriction observed in this analysis is assump- 
tion of forthcoming general rise and fall of interest rates. There is 
evidence (in the traditional as well as in the Keynesian world) that the 
willingness to save should rise with the interest rate.” Despite the fact 
that the interest rate as a cost factor does not seem to influence a 
specific investment very much,” it will do so for certain very long- 

E, Schiff, Kapitalbildung und Kapitalaufzehrung im Konjunkturverlauf (Vienna, 1933); 


A. Weber in Economia Politica Contemporanea (Essays in Honor of Supino [Padova, 
19301), Vol. I, p. SI 


*C. Warburton, “The Misplaced Emphasis in Contemporary Business—Fluctuation 
Theory,” Jour. of Business, Vol. XIX; No. 4 (Oct., 1946), pp. 202-03; A. R. Burns and 
W. C. Mitchell, Measuring Business Cycles (New York, 1946), p. 433. 


* An exception would be only sticky prices of monopoly-controlled or patent-controlled 
investment goods, where the necessary reinvestment stream would change not at all or 
very little. 
' BM. Timlin, Keynesian Economics (Toronto, 1942), p. 104; cf. J. M. Keynes, “Mr. 
Keynes’s Consumption Function: Reply,” Quart. Jour. Econ., Vol. LIT, No. 4 (Aug., 1938), 
p. 708. 


** Cf. J. W. Meade and P. W. S. Andrews, “Summary of Replies to Questions on Effects 
of Interest Rates,” Oxford Economic Papers, I (Oxford, 1938), pp. 14-31. 
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term investments as a capitalization factor.” On the other hand, the 
higher rate might discourage investment in so far as it encourages a 
shift away from labor-saving devices.” It must be conceded that the 
foregoing observation gives no consideration to expected obsolescence 
(technological changes) which might well be a more important factor 
than expected changes of interest rates,” although technological 
changes might in turn be related to interest rate change. 

The impact of an interest rate change on reinvestment is complex; 
yet it might be fully as important as the impact on investment. A higher 
interest rate makes for earlier obsolescence and thus more replacement 
in order to keep capital intact (income concepts A and C); but a higher 
interest rate requires less replacement to keep the-income stream in- 
tact (income concepts B and D). Also, when applying an annuity 
method, a higher interest rate requires a lower annual contribution for 
the necessary reinvestment.” 


IV 


What, then, is the probable influence of accounting devices which 
are proposed for adapting income determination to the aim of reflecting 
more truly “true” income? To the accountant, income is “the figure that 
results when the accountant has finished applying the procedure.”” 
What and how to depreciate thereby depends on the income concept 
chosen. In other words, every depreciation method depends on the defi- 
nition of income.” The primary consideration is historical cost if money 
capital is to be kept intact; reproduction cost if real capital is to be 
kept intact; historical cost if maintenance of capital is more important; 


zF, Machlup, “The Rate of Interest as Costfactor and Capitalizationfactor,” Am. Econ. 
Rev., Vol. XXV, No. 3 (Sept, 1935), pp. 459-65. Cf. L. S. Shackle, “Interest Rates and 
the Pace of Investment,” Econ. Jour., Vol. LVI (Mar., 1946), p. 16. 

"F, A. Hayek, Profits, Interest, Investment (London, 1939), Chap. I; for criticism cf. 
T. Wilson, “Capital Theory and the Trade Cycle,” Rev. Econ. Studies, Vol. VII, No. 3 
(June; 1940), pp. 173-79. 

77M. Moonitz, “The Risk of Obsolescence and the Importance of the Rate of Interest,” 
Jour. Pol. Econ., Vol. LI, No. 4 (Aug., 1943), pp. 348-55. 

3 On the replacement problem, B. Caplan, “Reinvestment and Rate of Interest,” Am. 
Econ. Rev., Vol. XX, No. 3 (Sept., 1940), p. 507, and “The Premature Abandonment of 
Machinery,” Rev. Econ. Studies, Vol. VII, No. 2 (Feb., 1940), pp. 113-22. Also J. R. 
Hicks, Value and Capital (Oxford, 1939), pp. 185-88, as to differences due to receipt streams 
of different length. No distinction between investment and replacement is brought out, 
e.g., in L. Hurwicz’s model, “Theory of the Firm and of Investment,” Econometrica, Vol. 
XIV, No. 1 (April, 1946), p. 129, probably because of the highly formalized nature of 
these models. 

2 J, B. Canning, op. cit., p. 98. 

2 G. A. D. Preinreich, “Annual Survey of Economic Theory: The Theory of Deprecia- ' 
tion,” Econometrica, Vol. 6, No. 2 (July, 1938), pp. 219, 237, expresses the thought 
by saying that every depreciation function ever devised depends on the profit function. 
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and reproduction cost if maintenance of the stream of earnings is more 
important.** The annuity method of depreciation accounting is the 
method most consistent with the concept of maintaining real or money 
capital intact. On the other hand, straight-line depreciation might do as 
well in larger enterprises due to the law of averages.” 

Several methods have been proposed for evaluating inventories. In- 
dustrial production needs certain volumes of raw materials. If in- 
creases in evaluation of inventories are accepted as income, misinter- 
pretation is invited in which a part of this fictitious income may be 
spent or taxed away leaving the business enterprise without a volume 
of raw materials large enough adequately to meet the new demand. 
“First in—First out” coupled with cost-or-market, whichever is lower, 
is the customary inventory accounting practice. This leads to differences 
in measuring income during upswing and downswing. If inventory 
profits were not considered income, then income in prosperity would 
appear to be relatively smaller. Devices such as the “Last in—First out” 
(LIFO) method, or the base-stock method, or an inventory-reserve 
method in evaluating inventories are suggested.” By leaving out of cal- 
culation the greater part of the change in the value of inventory, the 
business enterprise will show less income during the upswing and more 
during the downswing than by using the customary rules. Similar results 
will arise from a change in depreciation rules from a straight line to a 
useful service basis.** Such procedure increases depreciation allowances 
and thus decreases recorded income in times of prosperity. Conversely, 
such procedure decreases allowances and thus increases recorded in- 
come in times of depression. The same effects will be observed if de- 
preciation policy permits the recovery of replacement cost instead of 
original cost. A similar result accrues to business permitted a changing 
rate of depreciation which recovers depreciation and obsolescence 


“cC, T. Devine, “Depreciation and Income Measurement,” The Accounting Review, 
Vol. XTX, No. 1 (Jan., 1944), pp. 39-47. 


"R. F. Fowler, The Depreciation of Capital, Analytically. Considered (London, 1939). 


* H. B. Arthur, “Inventory Profits in the Business Cycle,” Am. Econ. Rev., Vol. XXVIII, 
No, 1 (March, 1938), pp. 27-40; G. E. Putnam, “What Shall We Do about Depressions?,” 
Jour, of Bus., Vol. XI, No. 2 (April, 1938), p. 145; R. G. Walker, “The Base Stock 
Principle in Income Accounting,” Harverd Bus, Rev., Vol. XV, No. 1 (Autumn, 1936), 
pp. 76-94; National Association of Cost Accountants, Year Book, 1936 (Peloubet, Perof- 
sky, Walker), p. 161 ff.; G. E. Putnam, “The Role of Paper Profits in Industry,” Harvard 
Bus. Rev., Vol. IV, No. 2 (Jan, 1926), p. 127-37; a discussion with some numerical 
examples by C. T. Devine, Inventory Valuation and Periodic Income (New York, 1942), 
Chaps. 9 and 10. 


“T, B. Canning, “A Certain Erratic Tendency,” Econometrica, Vol. II, No. 1 (Jan., 
1933), p. 52; about the postponement of depreciation in depression and its influence: J. 
Bain, “Depression Pricing and the Depreciation Function,” Quart. Jour. Econ., Vol. LI, 
No. 4 (Aug., 1937), p. 714. 
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charges from year to year by setting up flexible depreciation reserves.” 

Generally speaking, profit forms an investment incentive, but if in- 
ventories are responsible for profits, recorded income will be larger, 
more profits will be distributed and partly consumed, and also to a 
greater extent taxed away. Thus less will be invested out of business 
earnings than otherwise. On the other hand, if inventory-holding shows 
no profit, there is seemingly no incentive for an increase in investment; 
but at the same time there will be less recorded profit to be distributed 
and, as far as taxation follows accounting, there will also be less taxa- 
tion. Consequently, investment, including inventory holdings, will prob- 
ably be higher than otherwise. 

The picture thus given is simplified but does retain the essential fea- 
tures. Profit, though distributed, might be invested again. It might 
flow back in part into the enterprise through the security markets; but 
this would not alter the direction of change, though it might influence 
the amount of change. Assume, as was done in Part I above, that the in- 
tensity of willingness to reinvest is greater than the intensity of willing- 
ness to invest. Then any given amount consisting of a greater recorded 
income and a smaller amount available for reinvestment, will produce 
less gross investment than the same amount split up into a smaller 
amount of recorded income and a greater amount available for re- 
investment. l 

Inventories, measured in physical units, increase in the upswing, and 
glut the market during the downswing. An accounting practice which 
induces an increase in unit inventories in the upswing is not desirable. 
A policy which does not make inventory losses visible during depression 
delays liquidation. Policy which alleviates the cycle must minimize the 
increase of inventories in the upswing. The question is: Which account- 
ing method does so? Here conflicting considerations arise, and doubt 
beclouds determination of that method which brings about higher 
liquidity. Perhaps the entrepreneurial practice of maintaining a rela- 
tively constant relation between sales volume and inventory size should 
be modified, as such practice almost automatically increases inventories 
if business picks up. 

Of course, not all income is invested or consumed; nor are all funds 
_ available for maintenance of capital actually used for replacement. One 
can assume on general consideration that the willingness to keep dis- 
tributed income liquid will be greater than the willingness to keep 
retained income liquid; and again, the willingness to keep retained . 
income liquid will be greater than the willingness to keep funds for 
capital replacement liquid. Changing liquidity will, under these circum- 
stances, not reverse the direction of change though it might influence 


= Cf. L. H, Kimmel, Depreciation Policy and Postwar Expansion (Washington, 1946), 
pp. 44-60. 
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the amount of change. At any rate, it seems that increased distribution 
of profits during the upswing will cause a decrease in investment and 
thus in holding of inventory. If all other equipment is still evaluated at 
pre-boom cost, the customary rule of “First in—First out” for inven- 
tories will show greater profits for investment in raw materials or 
finished goods, which are easier to liquidate and, thus, on the whole are 
preferable as compared with investment in very durable investment 
goods. To acknowledge in this manner the importance of inventories 
during the cycles does not mean that an increase or decrease of inven- 
tories is the main lever in expansion and contraction, nor that the in- 
ventory size is influenced by the interest rate; but some importance 
can not be denied to inventories.** 

Another proposal made along similar lines is more far reaching than 
changing inventory-evaluation rules. It is stabilizing the accounting 
unit in the accounting system in order to arrive at “true” income.” 
Capital is measured in some real terms for which Sweeney proposes 
the use of an index of living cost but for which he accepts the whole- 
sale price index, because it is more readily available at shorter inter- 
vals. For arriving at income, Sweeney uses a distinction between 
changes in capital arising out of changes in the index, and income or loss 
proper. Some technical difficulties are obvious. One might easily prefer 
reproduction cost or reproduction cost indices as a basis for measuring 
capital. The reproduction costs of the individual enterprise, or of one 
group of enterprises, differ from one another. The wholesale index is 
hardly appropriate for all factors of production. Still, a consideration 
af the hasic principles invalved is mast important. 

What are the consequences of “stabilized” accounting in regard to’ 
investment and reinvestment? The “stabilized” income statement shows 
that certain sums are changes in capital but not income. This does not 
say that such a change in capital due to increased prices is to be kept 
in cash. The same amount might be spent, of course, if not as invest- 
ment, as reinvestment. Perhaps new lines of business might not be 
started; but more inventories and costlier machinery might be bought. 
Stabilized accounting means a greater total investment under increasing 
prices, as less will be distributed in payments to security holders. In 
the downward phase of the cycle, the rule of cost or market, whichever 
is lower, so far as applied to inventories, will restrict distribution in a 
similar way. 

“Cf. R. G. Hawtrey, Trade and Credit (New York, 1928). L. H. Metzler, “Business 
Cycles and the Modern Theory of Employment,” Am. Econ. Rev., Vol. XXXVI, No. 3 
(June, 1946), p. 282. 

“H. W. Sweeney, Stabilized Accounting (New York, 1936), p. 43; the whole idea goes 
back to German proposals expounded mostly during the German postwar inflation; cf. 


E. Schmalenbach, Die Dynamische Bilanz (Leipzig, 1926) and F. Schmidt, Die Industrie 
Konjunktur—ein Rechenfehler (Berlin, 1927). 
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Stabilized accounting will separate capital revaluation and thus show 
a more comfortable “income” figure. What really matters is, of course, 
not the accountant’s distinction between “true” income and increase 
and decrease in capital assets, but the investment decision which is 
not necessarily touched by renaming the items. Stabilized accounting 
will decrease investment on the upswing if the profit expectations are 
measured in these terms, że., if cost and revenue are measured in real 
terms. This is, then, hardly the merit of the accounting procedure; if 
an investor calculates profit and loss in money terms, e.g., because his 
obligations are money debts, he might continue to invest in the same 
manner as before. 

The same critical considerations can be applied with even more force 
if “Last in—First out” inventory evaluation is accepted for income tax 
accounting. It is evident that what might be a sound tax base is not al- 
ways the best base for the investment decision or for distribution 
amongst partners. There are no purely fiscal taxes which do not pro- 
duce changes in income and thus in prices and quantities produced. Ac- 
ceptance of any income concept for tax purposes is a policy decision; 
this is so in other than such obvious cases as Fisher’s income concept, 
which implies a policy decision in favor of investment, as far as taxa- 
tion is concerned.” Taxes might depress the willingness to reinvest 
-though their main impact will be on the willingness to invest.*° 

Even if we approve of the “Last-in—-First-out” method, base-stock 
method, inventory-reserve method, or other devices to deflate inventory 
values during the upswing as more appropriate guidance for the inven- 
tory investment decision, that does not necessarily mean that it does 
justify their application for tax purposes. To permit businesses, if they 
adopt “Last-in—-First-out,” to use this rule also for arriving at the tax 
base, as incorporated in Section 22d, Internal Revenue Code,*° means 
less taxes during the upswing as prices rise and more taxes during the 
downswing as prices fall. Such a policy is just the opposite of any tax 
policy aiming at alleviating the business cycle. Moreover, less taxes 
accrue to the Treasury if the tax rates in the period of price rise are 
higher than at the time of price fall (e.g., for the price rise during the 
war). The same applies if prices generally rise more during prosperity 
than they fall during depression (e.g., due to long-run expansionist 
monetary policy). Thus such policy means for the last decade, as well 


“I, Fisher, “Income in Theory and Income Taxation in Practice,’ Econometrica, 
Vol. 5, No. 1 (Jan., 1937), pp. 1, 54. 

7, W. Angell, Investment and Business Cycles (New York, 1941), p. 299. 

“ On the technicalities: R. W. King, “Effect of Inventory Valuation Methods on Profits,” 
The Accounting Rev., Vol. 22, No. 1 (Jan., 1947), pp. 45-53; Tannenbaum, “The ‘Lifo’ 
Method,” Taxes (June, 1947), pp. 492-98. 
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as for the next (making a probable assumption in regard to monetary 
. policy), less direct taxes or higher tax rates. 

In order to decrease overinvestment in the upswing it might be good 
policy to have businessmen consider “fictitious” inventory gains as 
income, distribute them, and have such gains taxed, the further to 
decrease investment. In depression, it might be advisable to let busi- 
nessmen disregard unrealized inventory losses, perhaps even realized 
ones, in order to permit better apparent profit expectations. At the 
‘same time, it might be good policy to decrease taxation even after ad- 
mitting such losses in arriving at the tax base.“ 

Attempts to correct the influence of changes in the value of money 
on accounting, even if desirable in themselves, will, 1f applied to taxa- 
tion, be rather undesirable in their effects, compared with “First in— 
First out” coupled with cost or market, whichever is lower. This con- 
ventional rule for inventory evaluation keeps the tax yield in prosperity 
higher than would be the case when using inventory evaluation arrived 
at by any method approaching measurement in real terms. If the total 
tax yield in the full cycle period is to be kept at a certain amount, 
higher tax yield in prosperity means necessarily lower taxes in de- 
pression. Thus the “First in—First out” method of evaluation seems 
_ to be preferable from the point of view of anti-cyclical tax policy.” 

In conclusion we can say: The reinvestment stream is equally im- 
portant with the investment stream, if not more important; both streams 
, do not change necessarily or even regularly in the same direction. Di- 
rections and magnitudes involved depend to a high degree on the divid- 
ing line drawn by the businessmen between reinvestment and invest- 
ment, which in turn depends on the income concept used. Directions and 
magnitudes will vary according to the characteristics of the income 
concepts applied. The influence of the difference in concepts, że., of 
the base for reinvestment or investment, is probably more important 
than changes in the rates themselves. 

The cyclical effects of accounting methods depend largely on the 
price and interest changes in their relation to the cycle. The accounting 
method chosen or income concept used by the businessman is signifi- 
cant, at least in so far as recorded profits and losses influence the in- 
vestment decision. Income taxation which permits “Last-in-—First-out” 
inventory evaluation decreases taxes in prosperity and increases them 
in depression, and aggravates cyclical disturbances. 

“Cf. A. Hansen, Business Cycles and Fiscal Policy (New York, 1941); H. C. Simons, 
Personal Income Taxation (Chicago, 1938); H. W. Groves, Production, Jobs, and Taxes 


‘(New York, 1944); for recent tax discussion: see Kimmel, op. cit., p. 44-60 and Panel 
Discussion: Capital Gains Taxation (New York, Tax Institute, 1946). 

€S. P. Dobrowolsky’s note on “The Effect of Replacement Investment on National 
Income and Employment,” Jour. Pol. Econ., Vol. LV, No. 4 (Aug., 1947), pp. 352-58, 
appeared after this manuscript had been submitted and is not considered in the text. 


PROFESSOR TARSHIS AND THE STATE OF ECONOMICS 


By KENNETH E. Boutpinc* 


The appearance of Professor Tarshis’s Elements of Economics’ 
represents in a sense a culmination of a highly significant change in 
what might be called “received doctrine” in economics which has been 
going on during the past twenty years. To my knowledge, this is the 
first time that full-blooded Keynesian doctrine has appeared in a 
popular, non-specialized text intended for elementary students. The 
appearance of this work gives Keynesianism its accolade of orthodoxy. 
There is no doubt that the book will be widely used. It is excellently 
written, lucid in exposition, ingenious in argument, and the student who 
masters it will obtain a pretty clear view of the kind of economics which 
is dominant today in both academic and governmental circles. For this 
reason it is perhaps all the more important to examine what kind of 
economics .it is. The purpose of this review, therefore, is not so much 
to criticise the book itself, nor to evaluate its utility as an elementary 
text, but rather to examine the type of analysis which it represents. 

The two pillars which sustain the whole argument are Part Two, 
which is entitled The Operations of Business Firms: Price and Output, 
and Part Four, entitled The National Income and Employment. In Part -~ 
. Two the reader is taken through a long and ingenious exposition of the 
marginal analysis and the pricing process in various states of the mar- 
ket. In Part Four we have the Keynesian theory of output, prices and 
employment, clearly expounded and practically undiluted. There is a 
constant and most praiseworthy attempt to tie these two parts together 
and to show how general movements of output or prices and particular 
movements are related. All too often in the exposition of economics the 
student finds one world of discourse in the theory of the firm and 
industry and a totally different and apparently unrelated world of dis- 
course in the theory of general prices and outputs. Nevertheless, Pro- 
fessor Tarshis’s attempt to bring the two worlds together is less success- 
ful than one could wish, though the fault lies not so much with the 
exposition as with the present state of theory. 


£ -ay 


The marginal analysis has been unter considerable fire recently’ 


* The author is professor of economics at Iowa State College. 

*Lorie Tarshis, The Elements of Economics (Boston, Houghton Mifflin Co., 1947). 

* See R. A. Lester, “Shortcomings of Marginal Analysis for Wage-Employment Problems,” 
Am, Econ. Rev., Vol. XXXVI, No. 1 (Mar., 1946), p. 63; Fritz Machlup, “Marginal 
Analysis and Empirical Research,” Am. Econ. Rev., Vol. XXXVI, No. 4, Pt. 1 (Sept. 
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and there is a fairly widespread feeling that the existing theory of the 
firm is inadequate to serve as a foundation for a “general theory.” 
Many of the criticisms have been based on misunderstandings. The 
criticism that the marginal analysis takes no account of discontinuities 
has some force, but is not fundamental, as it is easy to modify the 
analysis to meet it. Sweezy’s theory of the “kinked” demand curve is 
included by Tarshis as an essential element of the analysis, and other 
discontinuities, e.g., in cost or production functions, could easily have 
been introduced. 

The criticism that the marginal analysis assumes an unrealistic prin- 
ciple of profit maximization has somewhat more sting. Nevertheless, it 
confuses a particular application of the analysis with the method itself. 
‘The marginal analysis consists essentially of two parts: the first is the 
definition of a system of functional relationships among a number of 
variables, e.g., prices, outputs, inputs, constituting the economic param- 
eters of a “unit of choice”; the second is the application of some 
“principle of maximization,” or more generally, a principle of selection, 
to this complex of functional relationships in order to obtain some 
“ideal” system of values for the various variables—ideal, of course in 
relation to the principle of maximization or selection applied. The 
principle of maximizing the “net revenue” is merely a very simple first- 
approximation “model,” and is a special case of a much more general 

. method of analysis; it is quite easy to apply other definitions of what 
is to be maximized or some other principle of selection to the same set 
of functional relationships. Professor ‘larshis shows very ingeniously 
in Chapter 17 that the “rule of thumb” method of pricing according 
the cost-plus principle may, under certain assumptions, give the same 
results as the profit-maximization principle. It is not necessary, how- 
ever, to resort to such a demonstration in order to justify the method 
of analysis, which is that of applying some criterion of selection to a 
complex of functionally related variables. 

Two questions do arise, however, in regard to the theory of the firm 
(or household) as we now have it. First, do the assumed variables and 
the functions which relate them constitute a reasonably realistic model? 
Second, is the criterion of selection itself reasonably realistic? On both 
these grounds present-day analysis may be justly criticised. In the first 
place, the system of variables which it sets up are all “income” var- 
iables. The “firm” of the current marginal analysis is a curious blood- 

J less creature without any very definite assets, without a balance sheet, 
without a debt structure, without liquidity or other asset preferences. 





1946), p. 519; G. J. Stigler, “Professor Lester and the Marginalists,” Am. Econ. Rev., 
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In this respect the state of current theory is curiously inconsistent: in 
the theory of the firm, the student is most unlikely to meet the concept 
of the balance sheet, and works entirely within the narrow framework 
of income and cost concepts. In the discussion of the banking system, 
however, the behaviour of the individual bank is usually discussed— 
and Professor Tarshis does it extremely well—in terms of the dynamic 
changes in its balance sheet. The concepts of cost and revenue are 
nowhere encountered in the study of banking; the concepts of assets, 
debts, liquidity preference, etc., are completely absent from the dis- 
cussion of the firm. 

There is clearly need for an integration of the theory of the firm 
with the theory of the bank—the two institutions are, after all, merely 
special cases of a general form. This gap in theory manifests itself 
strikingly in the macroeconomic analysis. There the student is con- 
fronted with a theory which involves such concepts as the rate of in- 
terest and the marginal efficiency of capital which clearly are supposed 
to apply to individual firms, and yet which he has not encountered once 
in the section devoted to the theory of the firm. 

Closely related to the unrealistic nature of the limitation to income- 
variables is the unrealistic assumption of the maximization of net reve- 
nue, based on the further assumption that the net revenue is a measure 
of profitability. Even assuming away for the moment the difficulties in- 
volved in the definition of net revenue, it is quite clear that the usual 
assumption involves a serious neglect of the relationship of the income 4 
structure to the capital structure of the firm. A firm is not interested in 
maximizing net revenue without regard to the effects of such maximiza- 
tion on its capital-debt-liquidity structure. To give but a single ex- 
ample, current theory has resulted in an almost complete failure to 
perceive that liquidity (or other asset) preferences may be as important 
an element in explaining the demands for input or the supplies of out- 
put from a producer as it is in explaining the behaviour of a bank. This 
is not so much a criticism of Professor Tarshis as of the present state 
of theory—we cannot blame the writer of a textbook for not expounding 
a theory which does not yet exist. Yet the very clarity of Professor Tar- 
shis’s account of current theory reveals all the more startlingly its in- 
adequacies. 

Before turning to the discussion of “macroeconomics,” there is one 
curlous and perhaps significant omission in Professor Tarshis’s analysis 
of the firm which should be mentioned. There is no discussion what- 
ever of the production function or of its relation to the cost structure. 
The time-honored “law of diminishing returns” is nowhere mentioned. 
It can hardly be that it was thought too difficult for the elementary 
student. There are many things in the book much more difficult. It must 
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be that, to a generation trained on: Keynes, the theory of production 
—in the narrow sense of the production functions—is not important, 
or at least is so obvious as to need no discussion. One cannot help 
feeling that there is something a little ominous in this omission. It may 
be true, as Sherlock Holmes remarks, that the mind cannot hold every- 
thing, but it would be a pity if the interest and enthusiasm which the 
theory of employment has aroused should cause the problem of pro- 
ductivity to drop out of sight. 

Related somewhat to this neglect of productivity analysis is the 
neglect, also, of the theory of “long-run” progress, a neglect which occa- 
sionally seems to lead the author seriously astray, as in his discussion 
of- agriculture, where he misses entirely the long-run reasons for agri- 
culture’s relative unprofitability in the changing occupational structure 
of a progressive society. Indeed, the work might almost have been en- 
titled “The Economics of the Short Run.” While the short run is 
extremely important, it would be a pity to let our correction of the pre- 
Keynesian neglect of short-run problems lead us into the opposite error 
of neglecting the long run. 

Corresponding to the omission of production functions there is also a 
complete lack of reference to utility or indifference functions: the law 
of diminishing marginal utility (even in its face-lifted form as diminish- 
ing marginal rate of substitution) knows no place in the Tarshis 

| scheme. Demand curves, like cost curves, are the ultimate limits of 

¢ analysis beyond which he will no go. For many teachers, this will con- 

= stitute a serious defect of the work, and it is to be hoped that in a later 
edition the author will rectify Lhe umissiuu. In a lext thal was mainly 
institutional the omission might be justified, but in an essentially ana- 
lytical work it is difficult to see why the analysis should not be pushed 
to the accepted frontiers of the discipline. We cannot quite hand over 
to the psychologist at the demand curve, nor to the engineer at the cost 
curve, and unless production and indifference functions are introduced, 
it will be difficult for the student to get a picture of the “natural”—or 
perhaps conventional—boundaries of economics. 

The treatment of the theory of national income and employment in 
Part Four is a clear and accurate statement of a widely held version of 
the Keynesian analysis. Nevertheless, one cannot help feeling here, 
also, that for all the brilliance of its accomplishments there are certain 
weaknesses and confusions in the Keynesian system which may not 

. affect the broad outlines or the general conclusions of the analysis, but 
which, nevertheless, constitute serious analytical defects. These defects 
arise mainly from a confusion which Keynes originated and which has 
been perpetuated in his followers between two related but essentially 
different processes in economic life: the process of monetary payments 
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and circulation, on the one hand, and the processes of production, con- 
sumption, and accumulation, on the other. 

The confusion arises because of Keynes’s identification of consumers 
expenditure with consumption, and of business expenditure for capital 
goods with investment. For many purposes this identification of the two 
different concepts does not cause any trouble: it is, however, an analyti- 
cal weakness and at some points is likely to lead to seriously false con- 
clusions. It leads to a confusion of the concept of “income” (value of 
output) with the quite different (though related) concepts of “money 
receipts,” and a similar confusion of the “absorption” concept, whether 
as consumption or as planned accumulation, with the concept of “‘spend- 
_ing.” As a result of this, there is a tendency to identify, perhaps sub- 
consciously, the national income or the gross national product in value 
terms with their equivalents in real terms, and to underestimate the 
significance of the problem of the price level. 

If the pre-Keynesians fell into the error of assuming that quantity 
fluctuations could be neglected in the explanation of price changes, the 
Keynesians are seriously liable to the opposite error of assuming that 
price changes can be neglected in explaining quantity changes. Al- 
though Dr, Tarshis is clearly aware of this problem himself, one wonders 
whether the student will become aware of it, and one wonders also 
whether even Dr. Tarshis himself is sufficiently aware of the difficulties 


involved—in particular, the problems raised by the fact that sharp rises . 
in the price-wage level can evidently take place long before full employ- 4 


ment is reached. Keynes himself saw this problern in his famous discus- 
sion of “bottlenecks”: it would be a pity if in the enthusiasm for the op- 
timism which a neglect of this problem can engender, it came to be 
overlooked. 

The effects of the confusion mentioned above can be seen very 
clearly in the discussion of the savings-investment identity and the 
determination of national income. There are at least three quite differ- 
ent economic identities which are hidden under the usual discussion of 
savings and investment. There is the identity which I have elsewhere 
called, perhaps too facetiously, the “bathtub theorem,” that physical 
accumulation in any period must be equal to physical production less 
physical consumption. This identity has nothing to do with the 
monetary processes—nothing to do, for instance, with “spending,” and 
yet it is perhaps the most fundamental form of the savings-investment 
identity. It can be expressed in value terms, and in this form yields the 
second identity, value of accumulation (investment) equals income 
(value of output) minus outgo (value of consumption), In this “financi- 
al” form, however, it must be treated with care, for if we identify 
investment with the increase in the value of total assets, the identity 


~ 
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only holds true if we include in our definition of income the rise in the 
value of existing assets due to a rise in their price. 

The distinction is not made clearly enough, in the usual Keynesian 
analysis, between the physical and the financial forms of the true 
“savings-investment” identity. A much worse confusion, however, arises 
when the savings-identity, as defined above, is confused with an identity 
which may be called the balance-of-payments identity. This states that 
in a closed society, in the absence of creation or destruction of money, 
the total of all balances of payments must be zero, or, putting the same 
thing in another way, that the total of positive balances must be 
arithmetically equal to the total of negative balances. In more general 
form, we may say that the algebraic sum of all positive and negative 
balances of payments is equal to the net increase in the stock of money. 
For any individual, the balance of payments is defined as money receipts 
less money expenditures or outgoes. For an individual, therefore, money 
receipts less money expenditures is equal to the increase in his money 
stock. Summing the receipts and expenditures of any group, the 
identity remains that total money receipts less total money expendi- 
tures is equal to the increase in the money stock. If the money stock 
is constant, total receipts and total expenditures will be identical. 

One very important contribution of the Keynesians has been the 
clarification of this point—in particular, by the proposition that “hoard- 

, ing’—the decision of an individual to keep expenditures below receipts 
a —does not directly increase the total quantity of money but operates 
_ directly to reduce the total of payments, whether receipts or expendi- 
tures. There is danger, however, of confusing the decision to hoard 
with the decision to save, which is something quite different: hoarding 
is the decision to increase one’s stock of money (liquid assets) by 
spending less than one receives. Saving is the decision to increase one’s 
total assets by consuming less than one produces. The difference 
between these concepts can clearly be seen when it is observed that an 
individual can hoard (increase his money stocks) and dis-save (de- 
crease his total assets) at the same time. 

Another example of the confusion between the production-consump- 
tion and the receipts-expenditure processes is to be found in the concept 
of the multiplier. There are at least two quite distinct meanings which 
can be assigned to this concept. In the first place, it can be defined as 
the increase in the gross national product which will result from a unit 

Aş increase in physical investment (accumulation) on the assumption that 
Athe “consumption function” which relates consumption to gross na- 
tional product is given. In the elementary formulations, the further 
assumption is frequently made that the consumption function is linear, 
but this is not strictly necessary for the validity of the concept. In these 
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terms, the multiplier can be defined in physical indices which have 
nothing directly to do with the flow of money. Whether the multiplier 
in this sense is a useful analytical concept depends, of course, on the 
assumed stability of the consumption-output function and on the 
assumed absence of any stable investment-output function. Over short 
periods these conditions -may be approximately true, and Tarshis is 
careful to point out that during periods like the war years the instability 
of the consumption function makes multiplier analysis inapplicable. 
His confidence that the postwar years will see a return to the stable 
prewar consumption function is not altogether shared by this reviewer, 
but history alone will tell. 

The multiplier in this sense, which we may perhaps christen the 
income-multiplier, may also be expressed in financial (dollar) as well 
as in physical terms, though here again we have to be careful about 
whether income includes the rise in the value of existing goods due 
to a price rise. It is particularly dangerous to assume here that price 
changes can be neglected. 

The marginal propensity to consume may also have a financial as 
well as a physical form. In the physical sense, it may be defined as the 
increase in an index of physical consumption which follows from a 
unit increase in physical output (real income). Or it can be defined in 
dollar terms as the increase in the money value of goods consumed 
which follows from a unit increase in money income. As with the other 
financial concepts, we may have to distinguish between changes in 
money income which result from changes in the price of existing goods 
and those which result from changes in the volume of physical output. 
The relationship between income (output), investment, and consump- 
tion, and between the multiplier and the propensity to consume can be 
expressed by familiar formule: if Y is income, I is investment, C is 
consumption, we have Y = I + C; if there is a stable consumption 
function C==C(Y), we have also dY==dI-+C’(Y)dY, whence 
dy 1 


dI 1— C(Y) 
consume is C’(Y). 

It should be observed that this equation holds most simply for the 
physical expression of these variables, and hence the multiplier and 
the propensity-to-consume relationships in this sense have nothing to 
do with “spending”: the relationship could have meaning even in a 
completely non-monetary society. In its financial form, likewise, the 
equation has nothing directly to do with the “spending” process—all 
the variables are money values of physical quantities and are not money 
flows or “payments.” It should be observed that in its financial form 


. The income-multiplier is ae the propensity to 
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the relationship between the propensity to consume and the multiplier 
may be more complex than the above equation indicates, because of 
the fact that people may regard capital gains as income. 

In addition to; and quite distinct from the above set of concepts and 
relationships, there is a set of concepts and relationships in regard to the 
payments system, z.e., the system of monetary circulation. Suppose that 
we can regard expenditures as consisting of two parts: spontaneous 
expenditures (I) which are not a function of receipts (Y) and induced 
expenditures (C) which are a function of receipts (C = C(Y) ). In 
the absence of changes in the money stock we have seen that total 
receipts equals total expenditures, ż.e., Y = I + C. From this we also 


dY 1 
obtain an equation — = ————___., The meaning of the concepts is, 
dl 1—C’(Y) 


however, different from that of the previous equation, even though the 
symbols are the same. The expression a is now the “payments multi- 


plier,” że., the increase in total payments which is the result of a unit 
increase in “spontaneous” expenditure. The expression C’(Y) is now 
the “propensity to spend,” że., the increase in induced expenditure 
which results from a unit increase in receipts. 

The identification by Keynes (and by Tarshis)* of consumption 
with consumption expenditure and of investment with expenditure for 
investment goods leads to a most unfortunate confusion of these two 
different sets of concepts and processes. It is all the more unfortunate 
because while the multiplier concept makes a good deal of sense in the 
physical production-consumption process and in the theory of employ- 
ment, it does not make very much sense in the theory of payments and 
monetary circulation. It is extremely doubtful whether the distinction 


. between “induced” and “spontaneous” changes in expenditure, which 


. 


we have had to make in order to make any sense of the payments 
multiplier, is in fact a very useful analytical distinction, and it certainly 
gives the student a much less clear view of the payments process than 
the older velocity of circulation or even the “real balances” approach. 

It is even more doubtful whether the distinction between “spontane- 
ous” and “induced” expenditures corresponds at all closely to the 
distinction between ‘expenditure for investment” and “expenditure for 
consumption,” or to the distinction between “business expenditure” and 
“household expenditure.” Thus the “income multiplier,” which i is the 
really significant concept, is by no means clearly related to any “pay- 


* The same confusion also vitiates the otherwise excellent “Income and Employment” by 
Theodore Morgan (New York, Prentice-Hall, 1947). 
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ments multiplier,” and an exposition of the multiplier analysis in terms 
of “spending” is likely to run into serious errors. 

Just how serious are the errors introduced into the conclusions of the 
Keynesian analysis by the above-mentioned defects? Because of the 
fact that while the Keynesians are ostensibly talking about a “pay- 
ments” multiplier, they are in fact talking about the really significant 
“income” multiplier, the analytical defect has had much less serious 
consequences than might at first sight be supposed. Nevertheless, in one 
or two cases the defect seems to have led to scrious errors in con- 
clusions. The failure to distinguish between consumption and con- 
sumers’ (or household) expenditure has led to a corresponding failure 
to realize that consumption—in the proper sense of gross subtractions 
from the capital stock—is a function not merely of gross additions to 
that stock (income) but is also a function of the size of the capital 
stock itself. It is a capital that is consumed: hence, the more capital 
of given durabilities, the more consumption. Thus while the growth of 
capital, it is true, diminishes the incentives to accumulate further 
capital, at the same time it increases consumption simply because there 
is more capital to be consumed. Indeed, it can be argued with some 
force that a large part of consumption is not related to income at all, 
but is a function of the nature and extent of the capital stock. This is 
particularly true of that part of the consumption of goods which is 
independent of the degree of utilization, e.g., the corruption of moth 
and rust. 

It is clear that when the proper concept of consumption is employed, 
the specter of the Keynesian““Say of Judgment” or of “secular stag- 
nation” becomes somewhat less terrifying. If the capital stock increases 
enough, its rate of consumption will be great enough to give us full 
employment even without any further accumulation. There is no 
guarantee, of course, that the growth of consumption will just balance 
the decline in accumulation in the “tapering off” period of a growing 
capital stock, and there may be a perfectly real “secular stagnation” 
problem. But there is an important offset to declining accumulation 
which has been overlooked because of an inadequate consumption 
concept. 

Perhaps the most serious result of the confusions regarding the 
consumption-income-capital complex of concepts which characterize 
what might be called the “income school,” has been the use of consump- 
tion as a measure of economic welfare. This is an error of great re- 
spectability in economics; it goes at least back to Adam Smith, and is 
the foundation of the self-contradictory income theory of Marshall and 
Pigou.* In spite of its age and respectability, however, the view that 


* Note especially Pigou’s little book Income (London, Macmillan, 1946). 
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consumption is to be identificd with economic welfare or “real income” 
seems to me to be wholly fallacious. Consumption is only useful as an 
index of welfare if the durability of goods is a constant factor. It is not 
the consumption of goods but their utilization which for the most part 
gives us satisfaction. The confusion between consumption and utiliza- 
tion seems to have arisen because of the employment of “one-use 
goods,” such as food, as illustrations. For the great mass of goods, 
however—houses, clothing, furniture, automobiles, etc—it is evident 
that their consumption is merely a regrettable incident attendant upon 
their use, and that if we had indestructible houses, furniture, clothing, 
china, etc., we would be much better off. 

The processes of production and consumption to which we give the 
name of “income” are, therefore, mere incidents in the maintenance 
of the stock of goods from which we derive our satisfactions: the 
satisfactions are derived from the stock, not from the production or 
consumption of the stock. This is true even of one-use goods: it is clear, 
for instance, that any economy in the consumption of coal is an ad- 
vantage just as an economy in the consumption of houses is an 
advantage. Thus, consumption is not something to be encouraged and 
desired: rather is it something to be avoided and diminished. The less 
consumption necessary for the maintenance of a given stock of goods, 
the better off we are. It follows, likewise, that production is also a 
deplorable necessity imposed on us by the lack of durability of our 
stock of goods and by our desire to increase this stock. 

These considerations are not perhaps of great importance in the 
short run when the structure uf durability may be regarded as approxi- 
mately constant. Thus the decline in output during the ’thirties rep- 
resents a real loss, and was not a sign of the removal of the curse of 
Adam. Nevertheless, over long periods the relation of production and 
consumption to the total stock cannot be neglected, and we shall greatly 
misinterpret the welfare significance of a statistical rise in output and 
consumption if that output is of less durable goods. One would not 
expect Dr. Tarshis, preoccupied as he is with the economics of the short 
run, to deal with this problem, yet one wonders whether it is not some- 
thing that the elementary student should encounter. One catches a hint 
of it in Dr. Tarshis’s obvious reluctance to define national income in 
“net” terms: it is the gross national product which is always the most 
significant figure for him, as it should be for one whose main object 
is to expound the theory of employment. 

By avoiding the concept of a net product he avoids a whole morass 

‘of absurdities into which some of the other “income approach” writers 
have fallen. The “net” national product is usually defined as the gross 
product less “depreciation’’—depreciation being usually confined to 
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plant and machinery. But depreciation is merely one form of consump- 
tion: and if we subtract one part of consumption (depreciation of 
industrial fixed capital), why not subtract depreciation of consumers 
capital, of houses, automobiles, etc.? And is there any logical difference 
between consumption which is spread out over a life-period of a com- 
modity (depreciation) and the consumption of one-use goods such as 
fuel and foodstuffs? It would seem, therefore, that any attempt to 
define a net product by subtracting “depreciation” from a gross product 
will land us logically in a definition which makes the net product equal 
to the gross product less all consumption—which is to make the net 
product equal to accumulation, in which case a stationary society, 
however rich, would have no net product! By concentrating his atten- 
tion on the gross product, Dr. Tarshis has avoided some of these pitfalls, 
but only at the cost of not discussing at all many of the most significant 
problems of welfare. | 

It seems evident that the Keynesian Revolution, while it has achieved 
respectability, is still very far from complete. The analytical defects 
of the system have not been eradicated. Keynes, like Adam Smith, was 
a fertile rather than logical writer. It may well be that we await a 
Keynesian Ricardo who will build upon the Keynesian foundations a 
truly logical and self-subsistent theory. 


PROGRESSIVE TAXATION AND PROPORTIONATE 
SACRIFICE 


By GABRIEL A, D. PREINREICH* 


During the 1947 Congressional attempts to reduce personal income 
taxes, a number of conflicting opinions were expressed on how the re- 
duction should be graduated in the various income brackets. The Na- 
tional Association of Manufacturers was in favor of a flat 30 per cent 
reduction throughout, but Congress finally compromised on a 30 per 
cent cut at the bottom, decreasing toward 10.5 per cent at the top. 
President Truman vetoed the latter plan twice as unsound and unfair, 
while labor leaders, more explicit, demanded a reduction in proportion 
to the income left after taxes. That would have meant cutting the 
lowest rate from 19 per cent to 13 per cent and the highest rate from 
86.45 per cent to 85.45 per cent. There can be little doubt that all con- 
testants and witnesses appearing before the Congressional committees 
would have strongly resented any suggestion that they might be unwill- 
ing to shoulder their fair share of the tax burden, but it is apparent 
that their respective ideas of what would be fair differed widely. 

A survey of progressive income taxation in the United States fails 

y to disclose what the official standard of fairness is.* Surtax rates were 

-originally fixed arbitrarily on a basis of linear increase, ended in each 
instance by a few transitional rates converging toward an equally 
arbitrary maximal rate. A good example is the 1918 act which begins 
with a surtax rate of 1 per cent on the sixth $1,000 of taxable income 
and rises from there by 1 per cent for each additional $2,000 bracket 
up to 48 per cent for the last such bracket attaining $100,000. There 
followed five transitional brackets graduating surtax rates up to 65 
per cent for incomes in excess of $1,000,000. Adding 6 per cent normal 
tax on the first $4,000 and 12 per cent on the remainder brought the 
limit to 77 per cent. In subsequent years, the rates so established were 
tinkered with upward or downward, in the manner recently witnessed in 
connection with the abortive 1947 bill. 

Figure 1 shows a selection of the average tax rates on the entire net. 
income of a married couple without dependents, during the two eco- 

\, nomic periods more or less affected by war. For better distinction, the 


|i *The author is a certified public accountant, tax consultant and econometrician in New 
York City. 

*See Roy Blough, “Economic Research and Tax Policy,” Am. Econ. Rev., Suppl., Pt. 2 
(June, 1944), pp. 1-26. 
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tax rates of the first such period are shown by broken lines and those 
of the second period by solid lines.” To what extent these widely differ- 
ent sets of rates are fair and equitable, can be judged only by reference 
to some acceptable definition of that phrase. 

Beginning with Bernoulli, this problem has fascinated many great 
minds for almost three hundred years. Its voluminous literature de- 
scribes a number of theories, some of which are concretely formulated 
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FIGURE 1 


oversimplifications, while others amount to little more than a list of 
complexities overlooked in the former.*® One of the oversimplifications 
having considerable basic merit is the theory of proportionate sacrifice. 
It is simple and definite enough to be readily understood by the average 
taxpayer who, after all, can assimilate economic theories only in the 
form of rules of thumb. For purposes of this paper, it is proposed to 
accept that theory as a standard, by reference to which i income taxation 
in the United States shall be examined. 

The theory of proportionate sacrifice is based upon the familiar 
marginal analysis underlying demand functions. Let us suppose that, 
in Figure 2, the ordinates of curve f measure the personal satisfactions, 

* With respect to war and victory taxes, it was assumed that the wife has $500 income 
of her own. The rates for 1942-43 do not include the additional taxes arising from the 
so-called forgiveness, the effect of which may be visualized by adding 12.5 per cent of the 


1942-43 taxes to the 1944-45 taxes. Assuming that the couple’s income remained constant! 
during 1942-45, this would bring the limit of the latter rates to 105.625 per cent. 
For an introduction and the assumptions underlying all sacrifice theories see Elmer B. 


Fagan, “Recent and Contemporary Theories of Progressive Taxation,” Jour. Pel. Econ. 
(August, 1938), pp. 457-98. 
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in exchange for which taxpayers with successively higher incomes 
(measured horizontally on a logarithmic scale) are. willing to part with 
their marginal dollars of income. The horizontal scale starts, not at 
zero income, but at the tax-exempt minimum standard of living denoted 
here by m. At that point, the measure of satisfaction demanded of the 
marginal dollar may be denoted by 100 per cent. From here on, gradu- 


+ 
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FIGURE 2 


ally lower measures of satisfaction will sufñce to induce the taxpayer 
to part with successive additional dollars. 

Now, if the income of any given taxpayer be yv, the area enclosed be- 
tween the vertical lines m and x, and below curve f, will measure the 
surplus available for taxation. Regardless of where x may be located, 
the tax should take away the same proportion of each taxpayer’s 
surplus. If 10 per cent be the proportion which yields sufficient reve- 
nue, the tax levied shall push the vertical line x back into such a 
position y (representing the income after taxes) that the area en- 
closed between the ordinates x and y, and below curve f shall equal 
10 per cent of the total area.* The rate of tax accomplishing this pro- 
portionalization of the burden is, therefore, that rate which the area of 
the whole strip between x and y, up to the top of the scale, bears to 
the large rectangle between m and x. The mathematical expressions are: 


I. Average effective tax rate x— y y 


on income before exemption A p= Ta 


* The logarithmic scale makes the strip x— y look much narrower than it is. 
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II. Average effective tax rate yy y— m 
on income after exemption = ——— = ] — 





The separate tax rates applicable to each successive dollar of income 
equal the rate of increase of the amount x — y of the tax with respect 
to the increasing income y, viz.: 


TII. Marginal or “bracket” tax rate = 1 — dy/dx ar 1 — Ay/Ax, 
depending upon whether continuous or discrete [unctions are used. 
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FIGURE 3 


If the equation of the demand curve f is known, all three types of 
tax rates corresponding to successive values of x can be readily com- 
puted. In Figure 2, presented for illustrative purposes, they are shown 
as solid lines for Type I above, broken lines for Type II and dotted 
lines for Type III. The numbering at both ends of these lines indicates 
what percentage of the surplus they take away. Such lines may well be 
called zax isobars, because they connect points of equal pressure upon 
taxpayers, if the demand curve is correct. 

Next, let us return to Figure 1 and apply the reasoning to the actual 
tax-rate curves of Type I shown therein. What shapes would the de- 
mand curve have to have, in order that such isobars may result? - 

By reversing the mathematical processes outlined, the answers are 
given in Figure 3, using a linear scale to preserve comparability. Since 
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the rates prescribed by tax Jaws are discrete rather than continuous 
variables, z.e., the rates III jump from bracket to bracket, the com- 
puted demand curves actually resemble descending stairs which were 
smoothed in Figure 3. It would have been difficult to distinguish them 
otherwise, because the same brackets are often used in different years. 
Another departure from the continuous presentation of Figure 2 is that 
the 100 per cent point of each demand curve denotes, not the size of 
the initial exemption, but the centre of the first tax bracket. This also 
is a necessary consequence of discontinuous rates, for no part of the 
first bracket may be assigned a 100 per cent weight without obtaining 
automatically the same weight for its remainder. 
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FICURE 4 


Despite these imperfections of Figure 3, it may be readily seen that 
the various demand curves have little in common. In the absence of 
changes in economic conditions, all tax laws should have been framed 
on the basis of one and the same demand curve. Among economic de- 
velopments which do change the demand curve, war-induced shortages 
in the satisfactions available come first to mind. Under such conditions 
the demand curve should decline faster than in normal times, but the 
initial exemption should remain the same, That exemption should never 
be changed as a matter of revenue policy, but only as the minimum 
standard of living changes. As inflation progresses, the exemption and 
all brackets should be increased proportionately, lest every wage-earner 
get into the top bracket in the end, where he will have nothing left to 
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meet living expenses." Long-term trends in the development of new sat- 
isfactions or shifts in the cost of old ones will of course also change the 
demand curve of money. It seems clear that the changes made in the 
shape of that curve by successive laws were not induced by any such 
reasoning. 

To review the issues in the 1947 tax-reduction dispute, Figure 4 
shows how the 30 per cent reduction, al the bottom of 1946 rales, 
would have changed rates in the higher brackets, assuming of course 
that the demand curve implicitly underlying the 1946 act would have 
been as satisfactory in 1947 as it was in 1946. 

The ladder descending from the upper left corner of Figure 4 (seen 
smoothed in Figure 3) is the demand function unwittingly assumed 
by the framers of the 1946 act. The lightly drawn smooth curve is the 
average tax rate of Type II and the lightly drawn ladder rising toward 
the right is the corresponding bracket-rate curve III. To revise these 
rates, it was intended to split the first bracket in two, applying a 13 per 
cent rate to the first half and a 15 per cent rate to the second half. In 
Figure 4 the same effect is approximated by substituting a 14 per cent 
rate for the original 19 per cent in the entire first bracket. 

On this basis, the unchanged marginal utility demand curve pre- 
scribes that the new rates of Type IT and IIT shall rise as shown by the 
bold smooth line and the bold ladder respectively. In short, the final 
average and bracket tax rates would have dropped from 86.45 per cent 
to 76 per cent, że., by 12 per cent. That comes pretty close to the 
Congressional intent of reducing the final rate by 10.5 per cent, 2.e., to 
77 per cent. The merits of this result, of course, are no greater than 
those of the demand curve from which they were derived. At any rate, 
however, the reduction computed in Figure 4 can not be rejected with- 
out calling the 1946 act just as unsound and unfair as the proposed re- 
duction. “a 

It should be clear from the foregoing that the proper approach to 
such a method of progressive taxation consists of finding the correct 
demand function first of all. Until research is completed on a sampling 


* From this viewpoint, the curves of Figure 1 are not comparable. For instance, according 
to the Bureau of Labor Statistics, the cost of living increased between 1940 and 1946 by 
about 50 per cent. To make the tax rates of those two years comparable in terms of purchas- 
ing power, the 1946 curve should be pushed bodily to the left until, e.g., the 70 per cent 
average tax corresponding to a 1946 income of $150,000 is located on the $100,000 ordinate, 
the latter sum having had the same purchasing power in 1940. Since the 1946 rates call 
for a 63 per cent average tax on $100,000, inflation has in effect increased the burden of 
this particular taxpayer by 7 per cent. Similarly to a man with $15,000 income in 1946, 
who would have made only $10,000, if the price level had not risen, the tax burden 
increased from 22 per cent to 27 per cent. In this sense, the demand curves of Figure 3 
are not comparable either, e.g., the 1946 curve should be compressed toward the left by 
plotting the $30,000 point at $20,000 and in proportion for other points. 
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basis,° attempts to improve present methods of progressive taxation 
must be limited to a correction of the most obvious defects. For in- 
stance, it is difficult to find a theoretical justification for the initial 
humps appearing in post-1940 tax rates of Type I in Figure 1. It is 
highly improbable that the true but unknown demand curve should call 
for more than two inflections in a Type I isobar. 

The practical reason for the humps here objected to is of course that 
it was easiest to raise the large sums needed for war from the poor. 
President Truman is therefore right in saying, in his second veto mes- 
sage, that “. .. to lessen this wartime tax burden, it is only fair that we 
should follow a pattern, which is the reverse of that under which the 
burden was imposed.’ In the light of Figure 1, that should mean the 
elimination of the 1946 hump below $12,000 of income. The numerical 
examples he cites in support of this laudable thesis are unfortunately 
false, 2.2., greatly exaggerated.® 

The second major objection to the shapes of the actual rate-curves is 
that all final rates fall short of 100 per cent for an infinitely high in- 
come. The greater or lesser final gaps allowed in all years can not be 
justified by pertinent theory, but only by relying upon certain pleas 
anent capital formation, which are beyond the scope of this paper. As 


f The trailbreaker in this direction was Irving Fisher. See “A Statistical Method for 
Measuring Marginal Utility and Testing the Justice of a Progressive Income Tax,” 
Economic Essays in Honor of John Bates Clark (Macmillan, 1927). Ragnar Frisch and 
Hans Staehle have carried on these studies. Cf. James N. Morgan, “Can We Measure 
the Marginal Utility of Money,’ Econometrica (Apr., 1945), pp. 129-52. 


* New York Times, July 19, 1947, p. 2. 


ë He says, loc cit., “The bill would remove 21 per cent of this wartime tax burden for 
a married couple with an income of $2,500. ... The bill would remove 64 per cent of 
this wartime tax burden for a couple with an income of $100,000. ... The bill would 
remove 85 per cent of this wartime tax burden for a couple with an income of $1,000,000.” 
The facts are as follows: On a $2,500 income the tax would have dropped from $285 to 
$205, z.¢., by 28 per cent. The income after taxes would have risen from $2,215 to $2,295, 
łe., by 3.6 per cent. On a $100,000 income the tax would have dropped from about 
$63,000 to about $53,000, ż.e., by 16 per cent. The income after taxes would have risen 
from about $37,000 to about $47,000, i.e., by 27 per cent. On an income of $1,000,000, the 
tax would have dropped from about $839,000 to about $751,000, i.e, by 10.5 per cent. 
The income after taxes would have risen from about $161,000 to about $249,000, i.e., 
by 55 per cent. 

These results do not explain Mr. Truman’s statements. Possibly, however, his phrase 
“wartime tax burden” should be interpreted to mean the difference between 1939 and 1946 
taxes, 1939 having been the last year before introduction of defense taxes. Under the 
1939 act, the tax liabilities of the three married couples would have been zero, $32,500 
and $678,000 respectively, in round figures. Therefore, on an income of $2,500, all of the 
$285 due in 1946 was a wartime burden. The $80 reduction proposed therein thus equals 
28 per cent. On an income of $100,000, $30,500 was a wartime burden. The $10,000 
reduction proposed therein thus equals 33 per cent. On an income of $1,000,000, $161,000 
was a wartime burden. The $88,000 reduction therein thus equals 55 per cent, These 
figures still support Mr, Truman’s thesis, but his overstatements are nevertheless regrettable. 
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far as the theory outlined in Figure 2 is concerned, the reasoning must 
be as follows: 

Even if it be conceded that the sum total of all possible satisfac- 
tions, z.e., the area below the demand function f may attain infinite 
magnitude, nevertheless income, as a purely mathematical concept, is 
capable of extension without limit beyond that magnitude. Accordingly, 
it must be concluded that the theoretical limit of income is an infinite 
amount of higher order than the infinite amount of satisfactions income 
can buy. This means that the quotient of the total satisfactions by the 
total income must. ultimately converge toward zero. It follows that the 
total satisfactions available after taxes can not exceed an infinite 
amount of lower order than the infinite income before taxes. Going one 
step further, the infinite income after taxes y must also be of order lower 
than the infinite income before taxes. In short, the limit of the fraction 
y/x must be zero, as both y and x increase without limit. Substitution 
of this result in formulae I, II and III confirms that the upper limit of 
all must be 100 per cent. 

The reason why tax rates fail to converge toward a limit of 100 per 
cent is that the false demand functions, upon which all sets are unwit- 
tingly based, do not decline fast enough in the terminal part of their 
range. All demand functions shown in Figure 3 are, by virtue of the way 
in which the Treasury’s rate-tables are constructed, of the general 


form 
F(x) = A(x — B)”, 

where A, B and u are constant within each bracket, but change from 
bracket to bracket. The successive magnitudes of the exponent w are 
shown for 1946 in Figure 4 as small unconnected circles rising toward 
the right. When, as in this instance, u is never allowed to approach 
unity, the total area below the demand curve becomes an infinite 
quantity of the same order as x = œ and therefore the income after 
taxes y = œ is also of the same order as.x. Thus the limit of the fraction 
y/x is not zero but a definite percentage, namely the complement of the 
final tax rate. The smaller the exponent u is in the final bracket, the 
lower the final tax rate will be. On the other hand, if u equals or ex- 
ceeds unity, the final tax rate will always be 100 per cent. The higher 
such a final value chosen for x, the faster the tax-rate curves will con- 
verge toward 100 per cent, though they will in no event attain it until 
ses oe 

The demand curve f presented in Figure 2 is a first attempt to find a 
shape which will correct the major inequities inherent in the 1946 law. 
The initial hump shown in Figure 1 was eliminated partly by a change 
of shape and partly by increasing the exemption from $1,000 to m = 
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$2,000. All isobars were also made to converge toward 100 per cent at 
v=o. 

Figure 4 shows that the 1946 bracket widths and rates were some- 
what negligently chosen, ż.e., it would be difficult to draw a smooth curve 
through the successive steps. Figure 2 is an improvement in this re- 
spect also. For practical purposes, of course, its smooth marginal rate- 
curves would have to be converted into bracket-steps, avoiding changes 
of less than 1 per cent in height and fractions of $1,000 in width, except 
in the subdivisions of the present first $2,000 bracket. 

That the exponent u should grow with income seems reasonable be- 
cause, in the low income brackets, it is easier to find good use for an 
additional dollar than in the high brackets. This feature of the con- 
structive 1946 demand function was therefore retained, but moderated. 
The exponent u was made to rise faster, smoother and up to unity for 
an infinitely high income. Perhaps it would have been even better to 
let it rise to unity for some large finite income and beyond unity there- 
after. 

To permit comparison with the demand functions reconstructed from 
the various laws, the curve suggested in Figure 2 is also shown in 
_ Figure 3, along with the simple function f = A/(x — A),ie.,u = 1. 

Even though, in Figure 2, all isobars converge toward a limit of 100 
per cent, it may be seen that a reduction in the initial tax rate pro- 
vides substantial relief in the high brackets also. In general, the 20 per 
cent isobars were intended as extremes, justifiable only in a dire na- 
tional emergency. The 10 per cent isobars are a suggestion for an early 
postwar tax, while the 5 per cent isobars would go a long way toward 
meeting the valid part of Mr. Truman’s objections to the 1947 bill. 

The demands of labor leaders can not be heeded within the frame- 
work of the proportionate sacrifice theory. It is mathematically impos- 
sible to find a demand curve of such a shape that all isobars derived 
from it shall vary from each other.by appropriate constant percentages 
of the income after taxes. The demand curve must change whenever 
any conceivable set of rates is revised in such a manner. But if the de- 
mand curve is changed for any reason other than a change in economic 
conditions, the principle of proportionate sacrifice is immediately upset. 
Upon carrying the tax-reduction theory of organized labor to its logical 
conclusion, it would eventually wipe out all taxes in the lower brackets, 


°’ This is the function corresponding to Bernoulli’s suggestion that happiness derived from 
property (after deducting a minimum which affords the bare necessities of life) increases 
at the rate which small successive increments of property bear to the property on hand 
' before the last increment. Cramer’s thought was that pleasure afforded by wealth increases 
as the square root of its amount. This means u = 4, 
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thereby increasing exemptions beyond the minimum standard of living. 
This also would violate the principle of proportionate sacrifice. 

The most radical plan compatible with that principle is the one ad- 
vanced by the late President Roosevelt, who suggested that no one 
should, in times of war, be able to keep more than, say, $25,000 of 
his income. In terms of the present analysis, this means that the demand 
curve shall decline to zero for some moderate income x, say $40,000. 
The mathematics involved are very simple, the substance being that the 
bracket tax rate shall rise to 100 per cent at x = $40,000. The two aver- 
age tax rates will converge, as before, toward 100 per cent at + = ©, 
but from x = $40,000 onward they will rise so fast that the difference 
between them and 100 per cent will be halved every time the income 
doubles. During the recent war, Great Britain used a similar system of 
taxation, except that there the maximal amount which any taxpayer 
might retain, depended upon his average earnings before the war. The 
merits of such discrimination are doubtful; on a uniform basis, how- 
ever, there is much to he said in favor of the idea that, in times of war, 
the sum total of extant personal satisfactions actually is, or patriotically 
should be, limited.”° 

In conclusion it may be said that, although the theory of proportion- 
ate sacrifice is based upon certain generalizations’ and therefore must 
be imperfect, it still suggests definite improvements in present methods 
of progressive taxation. Fortunately, these improvements would cause 
no great upheaval and could be introduced almost imperceptibly. If tax- 
law-makers would start thinking at least part of the time in terms of the 
demand curve and not exclusively in terms of “political bargains,”** a 
more equitable distribution of the tax burden could be confidently ex- 
pected. 

The very least that should be done before fixing a new set of pro- 
gressive rates is to compute the demand curve corresponding to those 
new rates and to see whether the resultant changes in the shape of the 
previous demand curve look reasonable in the light of changes in eco- 
nomic conditions observed since the effective date of the previous 
revenue act. Figure 3 bears eloquent testimony that such a test has 
never been applied before.” 

1 As a matter of fact, there is less difference between this plan and the 20 per cent 


isobars of Figure 2 than might be expected. Those isobars would leave the taxpayer 
$18,000 out of $100,000, $24,000 out of $1,000,000 and $34,000 out of $10,000,000. 

* Q.v., loc. cit., in note 3. 

“Cf. Blough, op. cit., p. 13. 

3 As the galleys are being corrected, the tax-reduction controversy is once more in full 
swing and the shape of the ultimate political bargain is still vague. President Truman's 
suggestion that the first $40 of tax due under the 1946 act be forgiven is clearly in- 
consistent with the principle of proportionate sacrifice. It amounts to claiming that the 
minimum standard of living is now $710 for the poor, but only $546 for the rich. 
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MATUEMATICAL APPENDIX 


For mathematically inclined readers, the rate-making principle may 
be formulated as follows: 


(1) f sox = rf sede 


This expression states that the surplus satisfactions to be taken away 
by taxes (viz., the area below the demand curve f, between the income 
before taxes x and the income after taxes y) shall always be r per cent 
of the total surplus commanded by an income x (viz., the entire area 
below the demand curve f, between the tax-exempt minimum m and 
the income before taxes x). 


Computation of Tax Rates from Demand Curve 


When the demand curve f is known, the three types of isobars intro- 
duced in the text can be computed by solving equation (1) for y and 
substituting the result in formulae I, II and III. For instance, if 


(2) f@) ==, 
there will be obtained 

(3) y = [(1 — rake + rm ujua- 

and 

(4) dy/dx = (1—r)[1—r + rn; gn ejua, 


The tax rates are thus determined by the demand function for any 
value of x and r. The initial rates for any given 7 are: 








xX — 
t inia 
cM x 
ee A a 
(5) II limit = — = limit (1 — dy/dx); 
z=m Y ~~ m 0 z=m 
III limit (1 — dy/dx) =r. 
g= m 





Another suggestion now in the limelight is the equal division of income between 
spouses, It will equalize the tax burdens now imposed in different parts of the country, 
but should be supplemented by a subdivision of the lower brackets, in order that it 
may benefit not only the middle class, but the poor as well. As shown in this paper, 
such a subdivision is necessary in any event for the elimination of the unfair wartime 
hump on the left of Figure 1. Incidentally, a great deal of time and effort could be saved 
is gs Treasury and taxpayers alike by prescribing joint returns subject to double 

rackets. 

Preferential treatment of earned income and dividends is not contemplated now, though 
this feature of former tax laws should be restored to improve the definition of propor- 
tionate sacrifice used in this paper. 
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The terminal rates depend upon whether the exponent u is greater or 
less than unity: 








+ 1 — « 
I limit = — = 
T= wo X nm ; 
limit (1 — dy/dx) 
£ -- oO y= on 
(A TT limit = — = 
zmo | mMm 9 


— 1— (1 —7)/G-, when 0< u <1, 
III limit (1 — dy/dx) = 
opis on 1, when u > 1. 


On the borderline between the two results is the special case u=1, 
when 


(7) y = mgr 
and 
(8) dy/dx = (1 — r)m/ xY, 


limit (1 — dy/dæ) = 7; 


t= 


limit (1 — dy/dx) = 1. 


g= 0 


(9) III 


Computation of Demand Curve Underlying Taxes Imposed 


The amount of taxes x—y due upon any amount of income is fixed 
by law and may be expressed in the form 


(10) x— y= Rx —- 4, 
whence 
(11) y = a + ba; b=1—R. 


The symbol R represents the bracket tax rate III and a is an amount 
which can be found from the Treasury’s tables. Both are constant within 
each bracket, but grow from bracket to bracket. Within the first 
bracket, R=r and a=0. i 

Upon differentiating the basic equation (1) with respect to the income 
x, there is obtained 


(12) 9) 2 = (1 = je) 
xX 
so that, by (11) 
1 PEA 
(13) fla + bx) = — fiz). 





b 
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But to some finite valuc «=M, there must correspond f(M)=1. 
Therefore 
1—r 

b ` 





1-2 
(14) fla + bM) = — JUN) = 





fla + b(a + bM)] = — jlo + bM) = (- - ") : 





1 rae 3 
fla + ab + ab? + BM) -( - ") 
and so forth up to the limit, where Mb” =0 and a(1+6-+-6?+ - - - +0”) 
=a/({1- b). It follows that 


i—~?,r 
1— R 





(15) f(a/R) -( ) =o; R>r. 
Conditions (13), (15) and the obvious stipulation {()=0 are met 
by a demand function of the form 


(16) sä (« x =)", 


which is essentially similar to (2). The symbols A and u represent un- 
known constants differing from bracket to bracket. Substitution of (16) 
into (13) yields the relation 


(17) 1 — R= (1 = Aua 


defining u. This relation is important because it provides a simple means 
for finding the proper bracket tax rates R corresponding to any initial- 
tax rate r. In Fig. 4, for instance, the 1946 law fixed r =.19 and various 
bracket rates R beginning with .19 and ending with .8645. From these 
data, formula (17) furnished the corresponding values of the exponent u. 
Then r was reduced to .14, whereupon the same formula, with the set of 
exponents just determined, furnished the new set of rates R which 
must now apply to the successive brackets, if the demand curve is to 
remain the same. 

To define the demand function completely, the set of coefficients A 
must also be computed. This can be done by recourse to equation (1), 
but only if the integration is subdivided according to the successive 
- brackets. Such discontinuities, however, destroy one principal merit of 
calculus, namely simplicity. For the task in hand, the algebraic ap- 
proach seems more efficient, especially if an electric calculator is avail- 
able. This approach consists of dividing the area below the demand 
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curve into vertical rectangular strips corresponding to the Treasury’s 
brackets and then using the algebraic counterparts of equation (1). 
The first such counterpart is: 


r i 
(18) T; = — >, Sidi; eat e/a eure T 
j i=l 
wherein T; is the amount x—y of the tax due at the end of the jth 
bracket, f; the height of the 7th bracket-strip and Aw the width of the 
ith bracket. By successively placing 7=1, 2, 3,--.-, there will be 
obtained: 


Tı = rAyix; fi = 1; 
Ty = — (fis + fase) | fa 
i fe = ni i T — rx 
å r(Aix + f24A2x) 
T; = — (fix -f FoAex -+ fôr); fs = rAr + Jahon) ; 
fs T; — rAgx 


and so forth, so long as T; does not exceed the width of the last bracket 
A;x. When it does, the formula must be changed to 


(19) Ty |+ a ae) + ase 


Ji ta j-1 


whence 


j-1 
rd, fidix — (T; — Ax) fi 
i=l 


Ji = Tana 


This formula, in turn, is valid only so long as T; does not exceed the 
combined widths of the last two brackets. The revision next in order is: 





Fe i ENTE a Na ae ee a, ae 
(20) fi i=l j-1 j—2 
°F fidis — (T; — Aju — Ajat) fj» ~ fiA 
i=1 
i= 


(1 — r)Ajx 


Further revisions must be made each time another brackel is about 
to be filled up with taxes, counting backward from the last one. Fortu- 
nately, the Treasury’s brackets grow wider toward the end. This is the 
way in which the demand curves of Fig. 3 were computed. For smooth- 


PREINREICH: PROGRESSIVE TAXATION AND SACRIFICE 117 


ing purposes, the values of f; were plotted in the middle of their 
brackets. 


Flaw in Labor Leaders’ Tax Reduction Plan 


The problem consists of finding a purported demand function which 
will generate a Type II rate-curve, such that all of its points shall rise 
or fall in proportion to their respective distances from the top of the 
scale (100%), as its initial point, having the ordinate r, is varied between 
zero and 100%. Such a rate-curve would be: 


x— 7 
x— m 





(21) II = 1 — (1 — r)v, 

where v is some suitable function of limited variation in æ alone, which 
declines continuously from v(m) =1 to v( œ) =0. Curve (21) accordingly 
varies with respect to the income x between r at x=m and unity at 
x= œ, as it should. Upon solving for y, there is obtained 


(22) y =m + (1 — r)(x — mv 
and 
(23) dy/dx = (1 — r) [v + (x — m)dv/dz]. 
Substitution of (23) in (12) cancels the coefficients (1—r) leaving: 
(24) O 


v + (x — m)dv/dx 


Since the right member of this equality is a function of x alone, the 
left member can not be anything else, i.e., it must also be independent 
of the initial tax rate r. But it is the essence of the problem that the left 
member shall vary with r. Equations (22) and (24) accordingly contra- 
dict each other, meaning that the problem is insoluble. No such function 
f exists and therefore the tax reduction plan advocated by labor leaders 
is incompatible with the principle of proportionate sacrifice. 


COMMUNICATIONS 


Britain’s Economic Problem 


The shock of last August’s enforced abandonment of the recently resumed 
convertibility of sterling has had a salutary effect on this country, and almost 
for the first time there are some real signs, both in Parliament and in the 
constituencies, that the seriousness of our position is at last being recognised. 

The cause of the immediate problem confronting Britain is simple. Before 
the war our imports, on an f.0.b. basis, were running at a rate of rather under 
£850 millions a year and our exports at rather under £550 millions, leaving 
a gap of about £300 millions which was divided, or nearly filled, by our so-called 
“invisible exparts”—interest and dividends on our foreign investments, earn- 
ings abroad from our shipping industry, insurance companies and banks, and 
a number of minor sources of income. Since 1938, prices of our imports have 
risen by over 250 per cent. If prices of both imports and exports had risen 
by this amount, the cost of our prewar quantity of imports would have risen 
to £2100 millions, and the value of our prewar exports to £1350 millions, so 
that the gap would have widened to £750 millions. In point of fact, the rise in 
prices of our exports has been only some 235 per cent, which adds nearly 
£100 millions to the potential gap, making it some £850 millions in all. To 
fill this on a prewar basis would have required a trebling of the sterling value 
of our net invisible exports. Instead of trebling, they have been reduced to 
nothing by our wartime sales of foreign assets, increase of foreign debts and 
losses of ships, thus leaving the whole £850 millions of the gap unfilled. We have 
tried to close this by keeping our imports down to about three-quarters of 
what they were before the war, and trying to expand exports; but these efforts 
have been largely offset by the continued heavy cost of our military and other 
government expenditures abroad, with the result that our net adverse balance 
on income account for 1947 was no less than £675 millions. Even if the 
exhaustion of the dollar credits had not been accelerated by the necessity of 
financing the excess imports of India and other members of the sterling area, 
it is unlikely that the crisis could have been postponed for more than another 
few months unless in the meantime the country had awakened to the danger 
of its position and taken urgent action to remedy it. 

The country is now living on its last reserves. At the end of December, there 
remained, in addition to the last £75 millions of the United States credit and 
rather over £60 millions of the Canadian credit, a little more than £500 mil- 
lions of gold. In addition, we had the right to draw another £20 millions from 
the International Monetary Fund and have arranged for a gold loan of £80 
millions from South Africa. At the most, we had perhaps £750 millions to meet 
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. drawings, on behalf both of ourselves and of other members of the sterling 
area, which have recently been running at a level of nearly £50 millions a 
month. At this rate, our reserves would be reduced below danger level well 
before the end of the present year. It can thus be seen that the position is serious 
indeed. If we should come to the end of our reserves with exports at their 
present level, we should be obliged to reduce our imports to little more than 
half their prewar quantity. This would mean either that our food supplies would 
fall well below the point at which the population, already by no means over-fed, 
would be able to perform its work efficiently, or that shortages of raw materials 
would cripple our industries and throw millions out of work. In either case, ex- 
ports would decline and there would be initiated a vicious circle of progressive 
impoverishment. 

To meet this danger, the government is endeavoring to close the gap in our 
balance of payments from both sides. Sharp culs have been made in our 
programme for all imports that are not absolutely essential—though some 
of the foodstuffs that are being reduced will certainly seem essential to the 
harassed housewife—while the greatest efforts are to be made to expand 
exports. It is estimated, with the import cuts and with no further rise in 
prices of imports, an increase of 30 per cent in our present level of exports 
would suffice to close the gap by the end of 1948 and leave us with some 
£250 millions of our gold reserve still intact. 

Is such an expansion of exports possible in so short a time? For the last 
eighteen months exports have been very disappointing. During the first half 
of 1946 they rose more rapidly than had been hoped, and by the third quarter 
of the year were some 10 per cent above the prewar level. Then their rise 
was checked; they fell back during the coal crisis of last winter, struggled 
upwards during the spring and summer, and have only recently begun to 
exceed the level reached in the late summer of 1946. The set-back was not 
due to a failure of demand in export markets. Though signs of increased 
selling difficulties are now beginning to appear, largely as a result of increased 
restrictions on imports by other countries which are also suffering from a 
shortage of dollars, at that time the sellers’ markets was still in full force. 
The check to exports was entirely due to internal causes, and these were by 
no means all due to production difficulties, for exports had begun to falter 
well before the onset of the coal crisis. A very important contributory factor, 
and perhaps the fundamental cause, has been the size of the internal demand, 
which has made it more profitable for many producers to sell at home than 
to export; and the ultimate cause for this excessive home demand is the 
pressure of inflation, which, despite the successful operation of direct controls 
in certain fields, has been making itself felt over an ever-increasing part of 
the national economy. 

The effects of the excessive quantity of money and of its counterpart, 
artificially low interest rates, have shown themselves mainly in two ways. 
On the one hand, the excess purchasing power, prevented from driving up 
prices of essentials, has stimulated the demand for, and the supply of, non- 
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essential goods and services, including the demand for the only luxury that, 
owing to our very high and progressive direct taxes, is cheaper now than 
before the war—-a luxury that today we can in reality so ill afford—the 
luxury of increased leisure. On the other hand, the artifically low interest 
rates have created the illusion that capital is plentiful, whereas in real terms 


it has been extremely scarce, and have misled us into attempting to carry - 


out an excessive programme of capital construction, and especially of house- 
building. The result has been that not only have we diverted resources from 
the expansion of exports, but we have found ourselves unable to obtain the 
resources to complete many of the constructional projects we have com- 
menced and have found ourselves with an increasing part of our scarce 
capital locked up uselessly in uncompleted works. In other words, we have 
attempted to expand both our consumption and our investment faster than 
we have expanded our production, and have partly filled the gap by borrow- 
ing from abroad. 

In its efforts to stimulate exports, the government continues to rely mainly 
on direct controls. Manufacturers are instructed to export a larger propor- 
tion of their output, either by diverting a part of their existing sales on the 
home market or by changing their type of product, under threat of with- 
drawal of their supplies of raw materials, especially steel. Additional labour 
is to be supplied to export and other essential industries by insisting that 
no labour within certain age groups may be engaged except through the 
government labour-exchanges; so that any unemployed person in those 
groups can be recommended, or in the last resort instructed, to take a job 
where the government considers he is most wanted. It is hoped that this 
machinery, together with the withdrawal of material supplies from non- 
essential industries, may compel an appreciable transfer of labour from less 
to more essential industries. In addition, those employed in certain work, 
such as street trading and football pools, are now obliged to register even 
though employed and may be compulsorily directed to more urgent work. At 
the same time, it is planned to reduce expenditure on capital construction of 
all types in 1948 by some £180 millions a year below the rate planned 
and by £130 millions below the present year. The great bulk of the reduc- 
tions will come on building other than housing and on additions to the 
country’s stock of road transport. The effort going into housing, which many 
critics thought should be substantially cut, will be relatively little reduced, 
and while rather fewer houses will be commenced, more will be completed 
during next year. 

Doubts have been expressed as to whether these measures will be adequate 
to meet the situation. The problem of enforcing the diversion of output to 
export and of guaranteeing adequate supplies of scarce materials to those 
engaged on work for export will be difficult enough when dealing with makers 


of final products; with sub-contractors and makers of components, most of a 


whom bave no knowledge about the ultimate destinations of what they make, 
the difficulties seem enormous. Similar doubts are felt about the adequacy of 
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the provisions for directing labour, as well as the attitude to work of persons 
directed against their will. Further, the reduction of supplies to the home 
market without a corresponding reduction in the quantity of money to be 
spent will tend to raise the inflationary pressure still further and make still 
more profitable the diversion of resources to non-essential production. The 
increases in taxation introduced at the recent interim budget are designed 
to reduce this pressure, but they are widely regarded as inadequate. The 
government’s problem is undoubtedly difficult. If the policy of disinflation by 
means of budget surpluses is carried far enough to remove the excess of surplus 
purchasing power, there is a possibility that it will lead to a higher level of 
unemployment than would be acceptable to the Government’s supporters. If, 
on the other hand, the present vicious spiral of rising prices and wages is allowed 
to persist, our exporters may be rendered incapable of competing in world 
markets, The government is now attempting to find a way out of this dilemma 
by endeavouring to peg wages, prices and profits; but the political difficulties 
confronting this policy seem likely to be almost as great as its economics are 
doubtful. 

Nevertheless, there are real signs that organised labour is at last begin- 
ning to realise the position, and to appreciate that increased output is neces- 
sary to save, if not the country, at least the labour government, from disaster. 
The consent of the miners to work extra shifts has raised coal output above 
the danger level for internal needs, and is beginning to leave a slight margin 
for exports. The output of steel, the present limiting factor for most types 
of production, is running at the high level of over 14 million tons a year. 

The building industry has accepted the principle of payment by results and 
a substantial increase in output per head is hoped for. If the country is given 
time to forget the widespread belief that to work harder is to deprive a 
fellow worker of his job, and to learn to regard it as the only road to an 
improved, or even maintained, standard of living, there is good reason for 
hoping that we shall ultimately be able to expand output to the point where 
it will be possible to reconcile a high rate of exports with adequate levels 
of both consumption and investment. But time is desperately short, and 
even if the internal difficulties of expanding exports are overcome, the prob- 
lem of selling them to people able to pay for them may prove insuperable. It 
is here that assistance from the United States may prove of the greatest help. 
Direct help to this country would give us more time to make the great adjust- 
ments that are required, and, provided that it did not make us relax our 
efforts, would be of the greatest value. But the provision to other countries 
of dollars which they were free to spend on our goods, and so furnish us with 
what we need to pay for our own imports from North America, would be of 
almost equal value. For this country, the conditions under which any United 

States aid given to Europe is supplied will be as important as its amount. 

F. W. PAIsH* 


* The author is a lecturer at the London School of Economics. 
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Built-in Flexibility* 


I 


The essence of compensatory fiscal policy lies in adjusting the level of 
government receipts and expenditures so as to stabilize total income (and 
employment) in the economy. This requires an increase in expenditures and 
a reduction in tax revenue during periods of deflation and a decrease in ex- 
penditures and increase in tax revenue during periods of inflation. Such 
compensatory movements may be brought about by properly timed changes 
in expenditure programs and in tax rates, but to some extent they occur auto- 
matically. Certain public expenditures, such as unemployment benefits, are 
geared to move in a countercyclical fashion. Similarly, tax yields under given 
statutory rates will fluctuate with changes in the national income since the 
size of the tax base usually varies directly with the level of income. Recently, the 
automatically compensatory movement of tax revenues—generally referred to 

as “built-in flexibility” —has received increasing attention. The purpose of this 
note is to appraise its importance as a stabilization device. 


H 


The magnitude of the automatically compensatory adjustment will depend 
of course upon the dollar change in tax revenue resulting from a given dollar 
change in the national income, that is, upon the “marginal tax rate” and the 
problem might be formulated in terms of this marginal rate.* There is, how- 
ever, a more detailed and for our purposes more useful way of stating the prob- 
lem. The fiscal planner, from year to year, is confronted with setting an 
“average tax rate,” that is, a rate which will raise the desired amount of tax 
revenue at the expected level of income. This total revenue can be raised by 
various combinations of statutory rates and tax sources, and different combina- 
tions will result in tax systems which possess different degrees of sensitivity 
of yield in response to changes in income. It is the selection of one of these 
combinations and of the rates necessary to produce the desired yield from the 
expected level of income that determines the extent of “built-in flexibility” or 
the marginal tax rate for the system as a whole. Consequently, the degree of 
flexibility will be analyzed in this note in terms of the level of taxation (aver- 
age tax rate at the expected level of income) and the sensitivity to changes 
in income of the selected combination of tax sources. 

To measure the effect of “built-in flexibility,” it is useful to start with a 
simplified model which assumes that public expenditures are fixed and wholly 
for goods and services, that all taxes are in the form of a personal income tax, 
that there are no corporate savings in the economy and that the level of invest- 
ment is independent of taxation. The expression for the change in income be- 


* The authors are indebted to Mr. Alfred Sherrard for his helpful suggestions and 
criticisms in the preparation of this note. 


*For a statement of the problem in terms of the marginal rate see note 2 below. 
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tween two periods may then be written as 
(1) AY = Al -+ cAY — clr Vy — t2 Y2) 


where AY equals Y, — Y, or the change in income from the first to the second 
period and A7 equals J, — I; or the change in investment; (c) is the marginal 
propensity to consume out of disposable income which is assumed to remain 
constant; and (7) and (72) are the average rates of tax in the two periods. 

The income elasticity (Æ) of the tax yield (T) is the ratio of the percentage 
change in tax yield to a given percentage change in income and may be expressed 
as 

(AT) Yı 

(AY)Ti 


Solving for AT and substituting the result for (7,¥:—72Y.2) in equation (1) 
gives 


(2) 


1 





(3) AV = AI 
1 + cE fy 

— C — 

Y 


1 


1 


and by substituting (7,) for (=) we obtain? 


1 


1 
4 A= A 
A ` 1 — c(1 — En) 


As a convenient measure for the compensatory effectiveness of “built-in 
flexibility” we may then write 


AF 
(5) ea=i- 


A Vx 





where AY refers to the change in income in the particular tax system under 
discussion (with its specific positive value for Ev.) and AY, refers to a sys- 





tem where (E) is set equal to zero. That is, is the ratio of the decline 


AY 
AY, 
(or increase) in income in the particular tax system under analysis to the 
decline (or increase) in income if the system had no “built-in flexibility”; 
and (a), which is one minus this ratio, is the fraction of the change in income 
which is prevented because of the existence of “built-in flexibility.” If 


? Expressing the relationship in terms of the marginal tax rate or (m) equation (1) is 
rewritten as 


(1a) AY = AI + cAY — cmAY 
‘and solving for Y, A 
(1b) AY = AÏ ow 


m 
which of course is the same as (4) above because (E) = rsi 
1 
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æ = 0, there is no built-in flexibility; if « = 1, built-in flexibility is perfect, 
i.e., total income remains unchanged. 
Substituting (4) in (5) we have 


i—c chr, 
1— c(1 — En) E — ç + cEr 


Given the community’s propensity to consume, («) will thus vary directly 
with (7,) and (E), the level of taxation and the income elasticity of the 
selected combination of tax sources. But “built-in flexibility” can never be 
so effective as to eliminate all change in income. However high the values 
‘for (E) and (71), (a) will be less than one in any economy whose propensity 
to consume is less than unity. As a practical matter, of course, (£r,) could 
not exceed 1, that is a marginal tax rate of 100 per cent. At this extreme 
(æ) would be equal to (c) and the investment multiplier would be fully 
offset (equation 4). The change in income before tax would be limited to - 
the change in investment and income after tax would be stabilized. 

In interpreting the concept (a) as here developed, it should be noted that 
(c) is not a variable in the same sense as (Æ) or (7,). While the numerical 
value of («) will increase as (c) increases, the absolute amount of the remain- 
ing change in income will also be larger (equation 4). Consequently (a) 
has relevance only for comparing the effect of different tax systems in a 
single economy, all of whose other basic relations (including the value of 
[c]) are held constant. 


(6) a= I 





HI 


Turning now to a consideration of the magnitude of («) for various tax 
structures under ordinary conditions, the assumptions in the simplified model 
must be revised to take account of transfer payments, excise taxes and most 
important, corporate savings and taxes. 

The introduction of transfer payments presents no particular difficulties. 
They may be handled either by introducing into equation (1) a new term 
which expresses consumption out of transfer payments or they may be 
treated as “negative taxes” reducing (71).? By extending the analysis in this 
fashion a new equation (4) may be derived which allows for “built-in flexi- ~ 
bility” on both the revenue and expenditure sides of the budget. 

The introduction of excise taxes raises no serious difficulty if they can be 
thought of as paid out of consumer expenditures, that is, as personal income 
taxes assessed on an expenditure basis. This procedure permits a measure- 
ment of their contribution to the flexibility of the tax structure but it does 
not account for the complications arising from the fact that excise taxes are 
reflected in the price level of output. These complications, however, do not 
bear significantly upon the major argument here developed and can be 
neglected for simplicity’s sake. 

*For the simplest case where transfer expenditures are assumed constant, the decline in 


(71) would be offset by an increase in the value for (E) leaving (Er:), the marginal tax 
rate, unaffected. 


———~ a 


Fraction of Decline in Income Prevented by Built-In Flexibility (a) 
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Corporate profits and corporate income taxes may be introduced with a 
minimum of complication by treating corporations as unincorporated busi- 
nesses. Total income is then defined as personal income plus corporate profits 
before tax (but after dividends which are already included in personal income) 
and (c) becomes the marginal propensity to consume out of disposable per- 
sonal income plus retained corporate profits. The values for (E) and (rı) 
would apply to the tax system as a whole, and («) would measure the effect 
of “built-in flexibility” on the entire private sector of the economy.* l 

Chart I shows the value of («) for the United States under normal condi- 
tions at various levels of tax yield (74) and for various degrees of yield elas- 
ticity (E), using what may be considered a “normal” value for (c) of 0.65.5 In 
reading the chart, (E) should be interpreted as a weighted average of the 
elasticities of the separate tax sources and a change in (E), as a change in the 
composition of the tax yield. An increase in (E), for example, would represent 
an increase in the proportion of tax revenue derived from taxes based on the 
more volatile income shares (such as corporate profits) or from taxes with 
progressive rates (such as the personal income tax). A decrease in (E£) would 
represent increased reliance on taxes whose bases are relatively insensitive 
(such as excises and estate taxes) or a reduction in the degree of progressivity 
of the sensitive taxes. As a reference point, it may be noted that for the 
present federal tax system (71) is about 0.20 and (E) about 1.5.° The yield is 


*The redefinition of (c) as the propensity to consume out of disposable income plus re- 
tained corporate profits has the disadvantage of making (c) more subject to changes in (Y) 
and moro dopendont upon tho particular tax structure in use, Thue (c) will he lower if the 
corporation tax is lower and changes in the corporation tax share in total receipts will afféct 
the value of (c). To a lesser extent, the same problem arises with respect to differences in 
the consumption impact of, say, highly progressive income taxes and highly regressive 
* spending taxes. For a fuller discussion of the implications of the differences in the consump- 
tion impact of various taxes see R. A. Musgrave, “Alternative Budgets for Full Employ- 
ment,” Am. Econ. Rev., Vol. XXXV, No. 3 (June, 1945), p. 387. 


* This value of (c) was obtained by correlating total net private saving with disposable 
income plus corporate saving for the period 1929-1941. This thirteen-year period was 
found to be divided into three distinct sub-periods 1930-1932 ([¢] = 0.74); 1933-1936 
([e] == 0.63); and 1937-1941 ([c] = 0.54), giving 0.65 as an average. All data used were 
from the new Commerce series. 

At the present time, the value for (c) is, of course, very much higher and for consumption 
out of disposable income is probably greater than 1. Under such abnormal conditions (a) 
becomes much higher than the numerical values shown on the chart even for relatively 
inelastic tax system. The same tendency would result if an acceleration factor is allowed 
for. However, as has been indicated above, (a) should not be compared for different values 
of (c). In view of the abnormality and instability of present (c) values, the discussion 
of “built-in flexibility” is confined to some more “normal” post-transition period. 

Attention is also called to the fact, not here allowed for, that (c) will differ with the 
rate and amplitude of income fluctuations. Instead of working with a fixed value of (c) a 
more elaborate analysis could be made in terms of consumption functions showing cyclical 
variations or time lags in adjustments. 

“In 1946, personal income averaged 177.2 billion dollars and corporate profits (before in- 
ventory adjustment) 21.1 billion dollars. For 1947, the corresponding figures based on data 
for the first half year are 197.2 billion and 29.0 billion dollars. Federal personal income tax 
Kabilities for 1946 at current tax rates and size of labor force may be put at 17.8 billion dollars 


aon. Mier. 
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composed of corporation taxes 24 per cent; income taxes 50 per cent and 
other taxes 26 per cent. 

The chart shows that for an (71) of 0.20 and an (E) of 1.5, (a) will be 
0.358, that is, somewhat more than a third of the change in income due to a 
change in investment will be offset by “built-in flexibility” at that yield level. 
Should revenues be reduced uniformly by 50 per cent to an (71) of 0.10 with- 
out changing the composition of the yield, (a) will fall to 0.218. On the other 
hand, the effectiveness of “built-in flexibility” could be maintained at the lower 
level of yield by raising the average elasticity to 3.0. 


IV 


These preliminary considerations suggest that “built-in flexibility” may be an 
important factor in maintaining stability over the long run if taxes take a large 
proportion of income and if income elastic taxes are relied upon. But the 
analysis here provided lends no justification to the view now growing in popu- 
larity that “built-in flexibility” can do the job alone and that deliberate 
countercyclical fiscal policy can be dispensed with. The computations of the 
value for (a), despite their roughness, show that even under optimistic 
assumptions as to yield flexibility, the automatic movement of tax yields can 
not offset the major portion of a decline in income and employment.’ More- 
over, it should be noted that “built-in flexibility” cuts two ways: If it is help- 
ful in cushioning the downswing in a depression, it also serves to delay the re- 
turn to a full-employment level of income. 

Actually there is every prospect that the value for (Er) will decline in the 
post-transition period. The level of (74) will be determined largely by average 
budget needs over the cycle. These will tend to decline as a per cent of income, 
although remaining higher than the prewar average. It is unlikely that much 
can be done to offset the fall in (7,4) by raising (Æ) through qualitative 
changes in the tax structure or its composition. In fact it is probable that (E) 


(after adjustment for changes in the composition of income payments since 1946, mainly the 
decline in tax-exempt military pay and certain transfer payments), At the personal income 
level of 197.2 billion dollars assumed for 1947, income tax liabilities would be very close to 
21.5 billion dollars. Federal corporation income taxes under the levels of profits assumed for 
the two years would be 7.3 billion dollars and 10.4 billion dollars respectively. Other federal 
taxes (consisting of estate and gift taxes, excises and social security taxes) would increase from 
10.7 billion dollars to 11.2 billion dollars. The total change in tax revenue is therefore esti- 
mated at 7.7 billion dollars, from 35.4 billion dollars to 43.1 billion dollars. 

For measuring (E), “total income” should be defined as personal income plus corporate 
profits before tax (but after dividends which are already included in personal income) giving 
220.0 billion dollars for 1947 and 192.7 billion dollars for 1946. On this basis, (E) for the 
present federal tax system works out to be 1.46. It may be noted that this estimate for (E) 
would not be too greatly affected by moderate errors in, estimates of the level of tax yields 
under the assumed income conditions. An underestimate by as large an amount as 2 billion 
dollars (which is rather unlikely) would raise (E) to about 1.8. 


* Changing levels of unemployment benefit are the major item of flexibility on the 
expenditure side of the budget. If these are taken into account and using present rates 
of benefit payments, the value for (d) might be raised by from 5 to 10 points. The results 
would thus not be changed greatly. 
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will be lowered somewhat as the tax system is modified to reduce the impact 
on “investment incentives.”® The flexibility of the tax system might be increased 
if provision was made for automatic adjustments in tax rates with changes in 
income but this could hardly be called “built-in flexibility” in the usual sense 
of the term. Rather, it is a way of applying deliberate countercyclical adjust- 
ments in the rate of taxation and expenditures, Such adjustments must remain 
the primary reliance of fiscal policy when it appears (as it most certainly will) 
that the actual level of fluctuations passes tolerable limits. 

RICHARD A, MuscRAVE* 

Merton H. MILLER* 


* Much will depend upon what happens to the corporation tax rate and the share of the 
corporate tax in total receipts. Reduction of the corporate shart in taxes will reduce (Z) but 
reduction in the corporate rate applicable to dividends only would reduce (E) less than an 
equivalent reduction in the present uniform rate on profits because of the greater stability 
of dividends in comparison with total profits. 

The value for (£) will also be decreased if weight is shifted from the personal income tax 
to the estate tax and if present exemption levels are maintained while upper surtax bracket 
rates are reduced faster than lower bracket rates. In the other direction, decreased reliance 
on excises would tend to raise (E) somewhat. To the extent that the various adjustments 
described are successful in raising the average level of investment and hence income over the 
cycle, this will tend to compensate for decreased flexibility as well as lessen the need for 
deliberate countercyclical adjustment. 


* Mr. Musgrave is associate professor of economics at the University of Michigan and 
Mr. Miller is economist, Division of Research and Statistics, Board of Governors, Federal 
Reserve System. 


Hansen and Fellner on Full Employment Policies 


Professor William Fellner, in a review of Professor Hansen’s Economic 
Policy and Full Employment, quoted two statements and added the com- 
ment: “If these statements, taken in combination, are regarded as the basic 
thesis of the book, the number of dissenters will be small among professional 
economists.” The statements referred to five economic policies needed for 
economic stability and continuing full employment, namely, a flexible pro- 
gram of public works, a comprehensive system of social security, a variable 
income tax rate, a balanced price and wage structure, and a reasonable degree 
of mobility and flexibility.+ 

I wish to place myself among the dissenters from the thesis of Professor 
Hansen’s book. This dissent is not a disagreement regarding the desirability 
of the policies stressed by Professor Hansen; but is a belief, which I hope to 
support adequately, that in practice the most crucial aspect of policy neces- 
sary for continuing full employment is a factor to which Hansen gives minor 
attention and which Fellner does not mention in his review. Both economic 
theory and recorded experience provide the staunchest kind of support for 
the proposition that the prime requisite for continuous full employment, in 
a money-using private enterprise economy, is a reasonable rate of growth in 


* Journal of Political Economy, June, 1947, p. 254. 


~ 
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the nation’s money.? Professors Hansen and Fellner have both failed to recog- 
nize the strength and potency of monetary policy in producing depression and 
large-scale unemployment, and in setting the stage for maintenance of pros- 
perity and full employment. 

For more than a century, prior to the past two decades, the dominant 
strain in business-fluctuation theory attributed the occurrence of depression 
to the effects of monetary contraction, namely, shrinkage in expenditures 
for the products of industry and agriculture, the consequent reduction in the 
level of prices at which the output of the economy could be sold, the squeez- 
ing of profit margins because of the stickiness of costs, and the consequent 
disturbance to business prospects and plans. Insufficient growth of the circu- 
lating medium, in a country with a growing population and advancing tech- 
niques of production, was also believed to produce the same result. This view 
of the primary cause of depression and of the role of monetary policy in the 
maintenance of full employment was consistently and continuously held by 
leading writers on monetary theory and business fluctuations from David 
Hume to Herbert J. Davenport.? 

Modern business-fluctuation theory does not contradict the basic tenets 
of this traditional theory of the origin of depression; both contain the assump- 
tion that the logical consequence of monetary contraction is depression and 
unemployment. Nevertheless, there is a sharp cleavage between Hansen’s 
diagnosis of the origin of depression and that of traditional theory; and this 
cleavage is the reason for Hansen’s insufficient attention to the problem of 
monetary control. The conflict between the two theories relates to the causal 
role and significance of change in holdings of “idle money,” or rapidity of 
circulation of money.* But even here there is one important element of agree- 
ment. Both theories acknowledge, as an observed fact, that the velocity of 
moncy is low during a depréssion. The disagreement concerns the when and 
why of the fall in velocity. 

Traditional business-fluctuation theory assumed that the fall in monetary 


* The terms “full employment” and “money” are used in accordance with Hansen’s defini- 
tions (Economic Policy and Full Employment [New York, 1947], pp. 19, 324.)—the former 
with the customary reservation regarding frictional unemployment, and the latter to mean 
“holdings of deposits and currency by the public.” 

* One of the most detailed statements of this thesis was given in the Report of the United 
States Monetary Commission, 1877, pp. 49-59 and 117-24. However, the Commission gave 
insufficient consideration to the position of bank deposits in the nation’s money supply. 

Determination of a reasonable rate of increase in the quantity of money was recognized 
to be an unsolved problem, with opinions regarding the most suitable rate ranging from 
an increase proportional to population to that in proportion to the “needs of trade,” with a 
connotation of physical volume and an implied recognition of increasing productive ca- 
pacity. Changes in customs affecting the typical rate of circulation of money, such as the 
Peer iaty of wage payments, were also understand to he a factor in the needed quantity 
of money. 


“It is not necessary here to enter into the technical problems of precise definition and 
method of measurement of idle money (liquidity-preference in Keynesian terminology). 
However, it may be noted that the only available measures of change in idle money are 
ratios of the amount of money held or in existence to amounts spent, and that such ratios 
are per se reciprocals of companion measures of the rate of circulation or velocity of money. 
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velocity associated with depression is sequential to contraction, or lack of 
sufficient growth, of the quantity of money. That is, the accumulation of idle 
money was understood to be an accentuating force, but not an independent 
or originating factor, in depression. Hansen’s hypothesis, in contrast, assumes 
that reduced velocity of money (hoarding or increase of idle‘money) repre- 
sents an independent causal influence in the down-swing phase of a depres- 
sion, with irregularities in investment opportunities or temporary saturation 
of investment deemed to be the force operating to reduce velocity. A corollary 
of this view, to which Hansen subscribes, is that the monetary contraction 
which occurs in a depression is a sequel, through repayment of debt to banks, 
to idle money. 

This difference between the two theories is of a character that can be tested 
by factual data. A depression involves per se a reduction in aggregate expendi- 
ture for the output of the economy. As Hansen indicates (p. 187), if the MV 
of today is lower than the MV of yesterday, there must have been a decrease 
in M or V or both. Under traditional theory, M decreases in the early stage 
of the down-swing, followed by a decrease in V. Under Hansen’s hypothesis, 
V decreases in the early stage of the down-swing, followed by a decrease in M. 
V, it should be noted, designates the rate of use of money in connection with 
purchase of the current output of the economy. If we understand by MV total 
expenditure for the products of industry (consumers’ goods and services and 
capital goods), we must understand by V the kind of monetary velocity com- 
monly designated circuit velocity. The time-sequences of changes in the quan- 
tity and circuit velocity of money—particularly in the early part of business 
down-swings—are by far the most pertinent factual data available for judging 
the practical importance of the two explanations of the recurrent collapses of 
prosperity in our economic history. Has monetary contraction, absolutely or 
relative to a reasonable rate of growth, been a condition precedent to or simul- 
taneous with the beginning of the down-swing phase of depressions, or has 
‘such contraction lagged behind that phase? Has reduced circuit velocity of 
money preceded or followed monetary contraction? 

One of the most anomalous features of contemporary economic thought is 
the extent to which economists have discarded traditional theory of the origin 
of depression in favor of the type of explanation offered by Hansen without 
scrutiny of the facts regarding the foregoing sequences. It is true, of course, 
that the data are not sufficiently complete or accurate to reach definite con- 
clusions with respect to all depressions in our history. I would like, however, to 
issue to Professor Hansen and to Professor Fellner, and to any other economist 
who wishes to engage in the hunt, the three challenges listed below. All three 
refer to the business cycle peaks and succeeding down-swings recognized by the 
National Bureau of Economic Research, using their standard reference dates 
for the period since 1857, and their business annals for the period prior to that 
date,” 


” Arthur F. Burns and Wesley C. Mitchell, Measuring Business Cycles (Nat. Bur. of Eco- 
nomic Research, 1946), p. 78; and Willard L. Thorp, Business Annals (Nat. Bur. of Eco- 
nomic Research, 1926), pp. 113-26. 


aon 


COMMUNICATIONS 131 


1. To cite a single case, with supporting factual data, which was not pre- 
ceded by or simultaneous with monetary contraction relative to a reasonable 
rate of growth; | 

2. To cite a single case in which the monetary contraction associated with 
the down-swing was not itself sequential to (4.e., preceded by) specific forces— 
such as central bank action, other government policies, or gold movements 
which exercised a contractive influence on the effective quantity of bank 
reserves and the volume of bank credit outstanding or a direct contractive 
action on another important form of circulating medium; 

3. To cite a single case, with supporting factual data, in which “idle 
money,” as indicated by a decline in circuit velocity relative to secular trend, 
preceded monetary contraction at the peak or in the early stage of the down- 
swing phase of the cycle. 

The form in which I have stated this challenge is not a prejudyment of the 
results of a thorough search. My own superficial glance at readily available 
data for the period between the close of the Civil War and that of World 
War I suggests that a few cases may be found where the peak in business 
and the early part of the down-swing preceded monetary contraction. My 
purpose is two-fold. First, I wish to impress upon Professors Hansen and 
Fellner and other economists who believe absence of sufficient investment 
opportunities to absorb customary savings to be the cause of lack of full em- 
ployment the necessity of presenting reasonahly convincing evidence that in 
at least one case in American history that situation, rather than malfunction- 
ing of the nation’s monetary mechanism, has led the course of events in a 
transition from prosperity to depression. Second, I hope to stimulate analyses 
of factual data regarding: (a) the components on the monetary side— 
quantity of money and its circuit velocity—of the shrinkage of aggregate 
expenditure for the output of the economy which ‘constitutes a slump from 
prosperity to depression; and (b) the relation of monetary policy to changes 
in the quantity of money, and the timing of changes in monetary policy in 
relation to lapses from full employment. 

Professor Hansen refers to conditions in 1929 and subsequent years in 
support of his hypothesis that lack of investment opportunities, and in conse- 
quence, idle money, cause depression. He claims (pp. 220 and 225) that 
1929 was a time of saturation of investment; and states (p. 224) that from 
1934 to 1937 the money supply increased rapidly but that money was idle 
and velocity low. He does not, however, provide data comparing the magni- 
tudes and changes in M and V during this period with those preceding 1929, 
when a condition approximating full employment, with a moderately stable 
level of prices, was maintained for several years. 

Nevertheless, Professor Hansen does give us the basis for estimating a 
reasonable rate of growth in the quantity of money, with which rates of 
change prior and subsequent to’ 1929 can be compared. He believes that the 
gains of increasing productivity should be taken in the form of higher wages 
and incomes, with a stable price level (pp. 241-42). This means, except for 
the contingency of a trend in circuit velocity of money, a rate of growth in 
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M equivalent to that in productive capacity. But as Hansen also notes 
(pp. 216 and 326), the circuit velocity of money has a downward secular 
trend, or, as he puts it, the public holds more money than formerly relative 
to income. This trend must be added to the rate of increase in productive 
capacity to obtain the rate of growth in money necessary for continued sale 
of the full output of the economy at stable prices. Our productive capacity, 
according to Hansen, is now 75 per cent or more above that of 1929 (p. 45); 
which is an annual rate of increase of about 31% per cent per year (assuming 
“now” to be based on data for 1946). This is close to the average rate of 
increase in productive capacity for the half-century prior to 1929, judged 
from indexes of production. The downward trend in velocity, according to the 
data extending over a century used by Hansen, is more than 2 per cent per 
year. Thus, according to Hansen’s reasoning and data, the rate of growth in 
the quantity of money needed for economic stability and full employment 
is about 514 per cent per year.® 

With this rate in mind, let us look at the pertinent data for three periods— 
the prosperous middle 1920’s, 1928 and the next four years, and 1933 to 
1937. During the first of these periods the quantity of money increased at 
approximately 5 per cent per year (though the rate ranged from 1 to 9 per 
cent), the circuit velocity of money did not deviate greatly from its secular 
trend, the price level was comparatively stable, and except for mild reces- 
sions in 1924-and 1927 the nation enjoyed “full employment.” At the second 
quarter of 1928, the growth in the quantity of money was abruptly stopped. 
For the next two years the quantity of money drifted downward (with some 
irregularities) with circuit velocity remaining at or above normal as indicated 
by the trend. Not until the middle of 1930—-when the quantity of money 
had fallen nearly 15 per cent below trend—did circuit velocity drop below 
its trend. “Idle” money was a sequel, not a prelude, to the lapse from full 
employment. However, the more drastic monetary contraction from 1930 to 
1933, to which Professor Hansen refers (p. 224), was accompanied by a 
sharply reduced velocity.’ 

There is also excellent evidence that the decline in investment followed 
rather than led the break in prosperity and full employment, though as the 
depression deepened the slump was greatest in the construction and durable 
goods industries. Domestic corporate security issues for productive uses, 
according to Moody’s estimates, were larger in 1930 than in any of the 
preceding five years. Construction contracts for non-residential buildings were 


* This rate is probably a little too high; the downward trend in velocity in recent decades 
has been about 114 per cent per year (see my article, “Quantity and Frequency of Use of 
Money in the United States, 1919-45,” Jour. Pol. Econ, [Oct., 1946], pp. 436-50). 
Professor Hansen’s data and that which I have used both refer to currency plus deposits, 
including time deposits and excluding interbank and United States government deposits. 


1 Professor Hansen reasons (p. 224) that because of debt cancellation and monetary con- - 


traction, there was little idle money at the bottom of the depression. That was precisely the 
period of idle moncy, as measured by low circuit velocity. The reason for its occurrence, 
it seems obvious to me, was the attempt of individuals and enterprises to conserve their 
dwindling cash balances. 
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almost as large in the year following as in that preceding the peak of the 
cycle. The break in value of contracts occurred about the middle of 1930— 
two years after the cessation of growth in the nation’s money supply. Further, 
the assumption that investment opportunities were lacking and money was 
idle at the end of the 1920’s is inconsistent with the behavior of interest 
rates. Corporate bond yields and average rates charged on customers’ loans 
by banks in principal cities, which had been gradually falling throughout 
the middle 1920's, rose appreciably in the latter half of 1928 and in 1929. 
This timing suggests that the decline in investment was the result of a com- 
bination of reduced business prospects, consequent upon a falling price level, 
and abnormally high interest rates, with both of these consequent upon the 
stoppage of normal growth in the quantity of money. The lack of investment 
opportunity appears to have been the consequence, not the cause, of the de- 
pression. 

Professor Hansen’s distorted impression of events in 1928, 1929, and 1930 
is also characteristic of his view of the period 1934-1937. That period was 
not, as he claims, a time of “vast” increase in the quantity of money. From 
the middle of 1933 to the peak in 1937 the average annual increase in 
quantity of money held by business and individuals was about 7 per cent— 
a little above normal, but at a rate which would have taken two decades 
to make up the loss of the preceding half-decade. But under the stimulus 
of this slightly-above-normal rate, the circuit velocity of money recovered 
all its depression deviation from trend. From the low in 1933 to the high 
in 1937 the quantity of money increased relative to trend by less than 10 
per cent, circuit velocity by more than 30 per cent. In terms of contribution 
to recovery—that is, to stimulation of sales at more than a normal rate of 
growth—the rising circuit velocity was more than three times as potent as 
the increase in the quantity of money. 

Nor can there be any doubt that the stoppage of growth in the quantity 
of money in 1928, the subsequent contraction, and the recovery from 1933 to 
1937 were all sequential to central bank or other policies impinging on the 
quantity of bank reserves.” Of this, Hansen appears unaware, though he 
understands the essential character of the problem. He recognizes the impor- 
tance of maintaining the money supply, and that banks therefore “must not 
en masse unload securities” (p. 227). He ignores the combination of central 
bank policies which led to unloading in the early 1930’s—the development 





"The peak of the cycle is placed by the National Bureau of Economic Research ~t June, 
1929, Burns and Mitchell, op. cit., p. 78. During the four years preceding the middle of 
1929, construction contracts for non-residential buildings, as reported by Dodge, were 
approximately stable at an average of $2.4 billion per year. In 1929-30 they were $2.2 billion 
but in 1930-31 dropped to $1.3 billion. The serious slump in residential building contracts 
also occurred subsequent to the peak of the boom but more quickly than non-residential 
building. 

” For the policies which resulted in shrinkage of reserves from 1928 to 1933 see the annual 
reports of the Federal Reserve Board, particularly that for 1928, pp. 4-6, and for 1929, pp. 
2-4, and the review of these policies by Dr. E. A. Goldenweiser in the American Economic 
Review, June, 1947, pp. 324-25. 


134 THE AMERICAN ECONOMIC REVIEW 


of a tradition against continuous borrowing from the central bank, reinforce- 
ment of this tradition by “direct pressure,” and lack of use of other central 
bank powers to maintain the volume of bank reserves. 

As a final comment in this dissent I would like to refer to the concluding 
part of Professor Fellner’s review in which he expresses his own belief in the 
great value, of compensatory fiscal policy as an anti-depression technique 
and states that its possibilities are seriously underestimated if not disregarded. 
This remedy for periods of severe unemployment has been popular with 
economists in recent years; but has been proposed without a reasonable 
scrutiny of the factual evidence respecting the conditions precedent to serious 
lapses from full employment in the past. Such examination of the relevant 
data as I have been able to make leads to the conclusion, in line with tradi- 
tional theory, that the most vital condition for maintenance of a high level 
of employment and output is a reasonable rate of growth in the nation’s 
money instead of the erraticism which has plagued us throughout the history 
of our nation. A compensatory fiscal policy, carried out in a manner pro- 
ducing appropriate effects on the quantity of money, may be an antidote 
to a dose of improper monetary policy; but with proper monetary policy 
exercised through ordinary central bank operations, an antidote will not be 
required, 

CLARK WARBURTON* 


* The author is principal economist, Federal Deposit Insurance Corporation. The views 
expressed are his personal opinion. 


Public Works in the Depression 


The government’s role as direct provider of jobs, especially during de- 
pressions, has often been exaggerated both by those who favor and by those 
who oppose any strengthening of this role. Over the two decades of the 
*twenties and the ’thirties, on the average less than 15 per cent of all goods 
and services produced were bought by government. Nor did government ex- 
penditures on goods and services prove as readily expansible in the depres- 
sion as some theories of economic stabilization would lead us to expect. The 
data presented below do not support the view that expansion in public 
works and in government employment can be expected of itself to “‘take 
up the slack” in the event of severe declines in normal private employment 
and production. 

The impression is widespread that there was a considerable expansion of 
public works during the last depression. Strangely enough there is no sup- 
port for this assumption in the facts. Rather, if all public construction pro- 
grams are included, even those based on work relief, there appears to have 
been a sizable decline in public works expenditures. This decline was offset, 
but not much more, by the non-construction work relief programs’ under- 
taken outside of the regular public works field. i 

These conclusions are based on the data presented in Table I. It will be 
observed that from 1931 to 1938 inclusive, regular public works (public 
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TADIS I.—PUBLIC AND PRIVATE CONSTRUCTION, Work RELIEF, GOVERNMENT E-XPENNITIRES 
FOR GOODS AND SERVICES, AND PRIVATE INVESTMENT, 1929-1938 





(In billions of dollars) 
Regular ; 
Public Peay Private 
Construc- Work Total New ment Invest- 


tion 
_ Relief Work Private | Expendi- 
oo Construc- | Relief | Construc- | tures for (Gross 


ional tion® Wages? tion® oe eee 
Main- s An 7 tion’) 
tenance>) GEESE 
1929 3.227! — = 8.587 11.0 17.6 
1930 3.648! — — 5.902 11.2 12.1 
1931 3.353! — .059 3.944 11.5 6.4 
1932 2.418 — 132 1.861 10.2 2.2 
1933 1.743 .114 .656 1.383 9.1 3.3 
1934 2.085 .578 1.387 1.775 10.8 5.3 
1935 2.089 .431 1.329 2.282 11.9 6.7 
1936 2.884 1.290 2.155 3.194 12.6 10.0 
1937 2.756 -895 1.639 4.135 13.6 11.6 
1938 2.812 1.337 2.094 3.608 14.4 7.7 
1931-38 average 
level... 2.517 580 1,181 2.785 11.7 6.25 
Increase: 1931-38 
level minus 1930 
lO Vlad 4 EEE PEN EEOAE EA oat wentars E lo senate 5 
Decline: 1930 level 
minus 1931-38 
leve]l..... 1.131 
Decline: 1929 level 
minus 1931-38 
TOVEl ETETE was AE R E E T E EE S802 ledicce esses 11.35 


Sources: Bureau of Labor Statistics, U. S. Department of Labor, and Bureau of Foreign 
and Domestic Commerce, U. S. Department of Commerce. 

a New public construction and new private construction, from Bureau of Labor Statistics 
(LS-45-3878), July 1, 1945. 

b Maintenance from Survey of Current Business, August, 1939, p. 11. 

o Work relief construction from Bureau of Foreign and Domestic Commerce, Department 
of Commerce, Survey of Current Business, August, 1939, p. 13, Table 7. 

d Work relief wages from Survey of Current Business, April, 1944, p. 15, Table 15, line 7. 

e Government expenditures, and private investment, from “Basic Facts on Employment and 
Production,” Senate Committee Print No. 4, Banking and Currency Committee, September 1, 
1945, Table E4, p. 12. 

f Total public construction for 1929, 1930 and 1931, from Construction Activity in the United 


States, 1915-37, Department of Commerce, Bureau of Foreign and Domestic Commerce, 
p- 24. 
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expenditures on new construction and maintenance, but not work relief) 
averaged $1.130 billion a year Jess than the $3.648 billion level of public 
works expenditure reached in 1930. (The level achieved in 1930 was based 
in considerable part on 1929 appropriations.) Work relief construction 
amounted to only $580 million a year when averaged over this eight-year 
period and was, therefore, only half the size of the decline in regular public 


TABLE II.—FEDERAL AND STATE AND LOCAL EXPENDITURES 
on Construction 1930-38 


(millions of dollars) 





Federal Construction State and Local Construction 
; Total Total 
Year Main- Work | Federal Main- | State 
New |tenance| Relief |Construc-| NeW | tenance! and 
tion Local 
1930 360 3,288 
1931 0 469 2,884 
1932 460 43 0 503 1,334 581 1,915 
1933 509 42 114 665 707 485 1,192 
1934 665 46 578 1,289 794 553 1,347 
1935 812 51 431 1,294 616 589 1,205 
1936 1,273 56 1,290 2,619 881 654 1,535 
1937 1,169 59 895 2,123 845 659 1,504 
1938 1,068 62 1,337 2,467 1,089 674 1,763 
Total 4,645 | 11,429 13,345 
Average 1931- ‘580 1,428 1,676 
38 
Total public construction in 1930 3,648 . 
Total public construction in 1931-38 24,774 
Ratio of federal to total public construction in 1930 10 per cent 
Ratio of federal to total public construction 1931-38 58 per cent 
Increase of federal construction, 1930 to 1931-38 average 398 per cent 
Decrease of State and local public construction, 1930 to 
1931-38 average 50 per cent 





Source: Bureau of Foreign and Domestic Commerce, Survey of Current Business, August, 
1939, p. 11. 


construction. Total wages paid on all types of work relief, including non- 
construction projects such as the Works Project Administration art and 
research projects, averaged only $1.181 billion a year during these years. 
Even if we raise this by a substantial fraction to allow for work: relief ex- 
penditures other than wages and salaries,’ the total will not be so very much 
larger than the decline of $1.131 billion in the average expenditures on 
regular public construction. , 


1 For example, it is estimated that wages and salaries amounted to only 79.3 per cent of all 
Civilian Works Administration expenditures. See Corrington Gill, “The Civil Works Adminis- 
tration,” in Municipal Year Book, 1937, p. 419. ; 
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Work relicf certainly made a negligible contribution toward offsetting 
the enormous decline in private construction. New private construction 
sank in the period 1931-38 to an average level $5.802 billion below the 
$8.587 billion level achieved in 1929. A further indication of the relatively 
small contribution of the work relief program may be provided by the fact 
that, despite all the talk of tremendously expanded government expendi- 
tures, the 1931—38 level of government expenditures for goods and services 
of all types (which includes work relief but not direct relief) rose only about 
a half a billion dollars, or 5 per cent, above the 1930 level. This additional 
half-billion dollars of government expenditure was dwarfed by the afore- 
mentioned $5.802 billion decline in the level of new private construction, 
not to mention the $11.35 billion decline in the level of total private in- 
vestment, comparing the 1931-38 average with 1929. 

If these are the facts, how did the misconccption as to the great expansion 
of public works in the depression ever get started? Perhaps the most impor- 
tant factor here is the very great expansion in the share of public works 
financed by the federal government. This is shown in Table II. The average 
public works expenditures of state and local governments during the 1931- 
38 period fell off 50 per cent from the 1930 level. In order to fill even a part 
of this gap it was necessary for federal construction (including work relief 
construction) to expand nearly 400 per cent. Whereas federal construction 
had accounted for only 10 per cent of all public construction in 1930, it con- 
stituted about 58 per cent of all public construction in the period 1931- 
38. 

This dramatic expansion of federal construction gave rise to many new 
problems. Much of the construction was necessarily of a new type. A good 
deal of it was in the form of work relief and raised difficult problems con- 
cerning relief standards and standards of efficient performance. Since no 
provision had been made for advance planning of worthy federal projects 
on so large a scale, hasty improvisation was often necessary. The distribu- 
tion of the projects among the states and localities raised political questions, 
especially since it was desired to get as much decentralization and local 
coöperation as possible. Some of the individual projects like those con- 
nected with the Tennessee Valley Authority were of such vast size and 
unusual kind as to create an exaggerated popular idea of the ambitious 
character of the total public works program being undertaken. But the 
most important factor was probably that the program was being financed 
by federal funds, and hence was kept in the public eye. No such national 
attention was focussed on the considerably larger public works program in 
earlier years because its costs were scattered among 48 states and in- 
numerable local government units, 

One final factor that helps to account for the exaggerated idea of the size 
of the public works program undertaken during the depression is that 
during those years substantial deficits were incurred in the federal budget. 
It was hastily assumed by many persons that such deficits must have been 
incurred solely as a result of a very great expansion in the volume of public 
works, Actually, however, these deficits cannot be wholly explained without 
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reference on the one hand to the volume of federal non-construction ex- 
penditures required to support direct relief and general salvaging operations, 
and on the other hand to the decline in federal revenues despite the increases 
in tax rates. The need for additional relief, and the shrinkage of the tax 
base, would occur in any depression, and would be more rather than less 
acute if no federal efforts were made to offset declines in the public works 
activity of the State and local governments. 

While the average volume of public works declined rather than increased 
during the depression years, the number of regular government workers did 
increase, but not nearly to the extent that many people suppose. The 1931- 
38 average of employment at all levels of government was only 400 thousand 
or 13 per cent, above the 1929 level.? This includes personnel administering 
relief and recovery programs as well as other government programs, but 
does not, of course, include non-administrative workers on public works and 
work relief programs referred to above. 

The federal public works program actually undertaken in the depression 
was far too small to offset the decline in private expenditures. Parts of this 
program were, nevertheless, subjected to severe criticism—whether or not 
justifiied—for being competitive with private enterprises or for being un- 
essential, and hence wasteful of public funds. A public works program sub- 
stantially larger than the one undertaken in the depression would be even 
more exposed to this sort of criticism. Careful advance planning would help, 
but if the program were large enough, it could hardly be invulnerable in this 
respect. Moreover, the larger the program became the greater would be the 
difficulty experienced in starting and stopping it quickly enough to make a 
maximum contribution to economic stability. 

-From the postulate that public works cannot be counted upon to stabilize 
the economy some persons have drawn the pessimistic conclusion that 
government cannot properly assume any major obligation to aid in main- 
taining economic stability and high levels of employment. Our government 
has refused to accept this conclusion. By the terms of the “Employment 
Act of 1946,” the federal government accepts the responsibility “to use all 
practicable means consistent with its needs and obligations and other es- 
sential considerations of national policy, with the assistance and codpera- 
tion of industry, agriculture, labor, and State and local governments, to 
coordinate and utilize all its plans, functions, and resources, for the purpose 
of creating and maintaining, in a manner calculated to foster and promote 
free competitive enterprise and the general welfare, conditions under which 
there will be afforded useful employment opportunities, including self- 
employment for those able, willing, and seeking to work, and to promote 
maximum employment, production, and purchasing power.” 

In discussing the policies needed to implement this obligation, the 
President in the first of the annual Economic Reports required by the act, 
cautioned against “an overemphasis upon the prospects of stabilizing our 


2 See “Public Employment and Pay Rolls in the United States, 1929-39,” Mo. Lab. Rev. 
(Feb., 1945), Table I, p. 245, 
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whole economy through the bold use of public works.’ Recognizing that. 
“there are valid reasons why public works cannot accomplish as much 
toward stabilization as some have supposed,’ he did not conclude that 
government efforts to stabilize the economy would therefore be fruitless. 

Instead, he called for the development of a wide variety of government 
policies in the fields of taxation, monopoly, debt management, social 
security, etc., designed to promote maximum employment, production 
and purchasing power. Such policies would seek to maintain the level of 
activity in all sectors of the economy including the consumer goods and 
private capital goods industries. Implicit in this approach is the recognition 
that by such measures the government may indirectly create many more 
jobs than it can directly provide on public works and government payrolls. 
By modifying the disposable incomes of individuals and businesses, and 
their willingness to spend these incomes, such measures may profoundly 
influence the volume of economic activity generated in the private sector— 
the major sector—of our economy. 

Recognition of the limitations of public works as a general economic 
stabilizer need not, therefore, imply an abandonment of government 
responsibility for the maintenance of adequate employment opportunity 
and the promotion of maximum employment, production and purchasing 
power. Rather, such recognition is an indispensable preliminary to the de- 
velopment of a well-rounded and realistic program by which this responsibil- 
ity may be effectively discharged. 

EMILE BENOIT-SMULLYAN* 


8 The Economic Report of the President to the Congress, January 8, 1947 (Washington, 1947)’ 
p. 28. 


* The author is professor of economics and head of the department of economics at the 
Associated Colleges of Upper New York. The article was written while he was associated with 
the Department of Labor, but he bears sole responsibility both for the data presented and for 
the conclusions drawn. 


Balancing International Trade: A Comment on Professor Frisch’s Paper 


Professor Frisch’s proposals* for a thorough study of balance of payments 
broken down by countries and by currencies will no doubt receive unqualified 
support; and his suggestion to do this by means of a “trade matrix,” or a 
double entry table seems highly practical. It is not to these proposals, but 
to the underlying theory and the conclusions on economic policy that are 
derived from it, that this comment is directed. 


I 


“Discrimination” on the part of an importing country means to change the 
import by a country, C, of a certain amount of commodities (say, x) from 
the country of earlier preference (A) to another country (B). Such a shift 


* Ragnar Frisch, “On the Need for Forecasting a Multilateral Balance of Payments,” this 
Review, Vol. XXXVIT (Sept, 1947), pp. 535-51. 
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can induce an increase in world trade only if country B responds in a different 
way to a gain of x than A responds to a loss of x. The beneficial effect of dis- 
crimination implies, therefore, the assumption of asymmetry in the reactions 
of countries A and B in their responses to changes in exports. Specifically, 
Professor Frisch’s asymmetry assumption is that a country which has an 
import surplus (defined in the widest sense, including invisible current items 
and certain capital items) and therefore loses reserves, will reduce imports, 
whereas a country which has an export surplus and’ therefore gains reserves 
will zot increase its imports, but keep them at the same level. On that assump- 
tion, if country B is a deficit country and country A is a surplus country, 
each with a rate of deficit or surplus in excess of x, a shift of x in country C’s 
imports from A to B will increase world trade: B will increase its imports if 
it has just cut them to wipe out the deficit; or it will not have to cut them 
as much if the shift of x comes in time. 

Professor Frisch’s assumptions are realistic for the present time. A large 
number of countries, short of foreign exchange, balance their imports by 
state control at the amount available from exports and other sources; any 
increase in exports enables them to import more, any decrease in exports 
forces them to import less. In the United States, on the other hand, the volume 
of imports is determined by private importers independently of the reserve 
position of the country; the total volume of imports is presumably still well 
below the level determined by national income and relative prices, and no 
change of exports (of moderate proportions) would influence the actual 
volume of imports. In these conditions, discrimination against imports from 
the United States will increase world trade. 

But the principles of the I.T.O. are not conceived primarily with the transi- 
tion period in view, and Professor Frisch does not argue his case for dis- 
crimination with reference to 1947 or 1948, but with reference to the ’thirties 
and the ‘fifties. In those conditions, it cannot be argued that imports are 
primarily a function of changes in reserves, nor that the import function 
is asymmetrical. Statistical studies covering the ’twenties and ’thirties have 
shown clearly that imports depend primarily on national income, or other 
activity indexes, and relative prices.2 Thus, in the Great Depression, all 
countries tended to reduce their imports in response to declines in their 
national income, both those who lost reserves and those who gained reserves. 
In some countries the market decline in demand for imports was reinforced 
by government policies of a restrictive character, not only to protect reserves 
but also often to protect domestic employment. Since exports are an impor- 
tant, and in many countries the most important, determinant of national 
income and thereby of imports,’ discrimination in imports would affect the 


See, e.g., T. C. Chang, “International Comparison of Demand for Imports,” Rev. Econ. 
Studies, Vol. XIII (2), No. 34 (1945-46), where this relation is tested for 21 countries with 
good results in all cases. 

*I may refer to my paper on “The Foreign Trade Multiplier,” this Review, Vol. 
XXXVII, No. 5 (Dec., 1947), pp. 889-97, for the theoretical connection of exports and im- 
ports, in particular equation (13), Preliminary results of statistical investigations along 
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volume of world trade only to the extent that the relevant coefficients in 
countries A and B (multiplier and marginal propensity to import) were 
significantly different. This, of course, may be the case; but we know far 
too little about the magnitude of these coefficients to base any policy on 
differences between them. The correct statement that reserves may also 
affect imports when a minimum reserve level is reached cannot be generalized 
into the general and asymmetrical importance which Professor Frisch attri- 
butes to reserves. On this account one cannot forecast the future trade matrix, 
as Professor Frisch appears to indicate, from the present matrix. 

There may be situations when the source of an unfavorable balance of a 
large number of countries lies in particular conditions making for a favorable 
balance in one or a few countries. This is the case envisaged in the “scarce 
currency” provision of Article VII of the Fund Agreement. This Article is 
intended to mect Professor Frisch’s point in those rare post-transition cases 
where the general disequilibrium stands out clearly. Professor Frisch believes 
that the Fund’s scarce currency provisions are inadequate, because they do 
not permit a country in restricting imports from a scarce currency country to 
disciminate at the same time among other countries. It is true, of course, 
that at the same time that the currencies of one or a few countries are scarce, 
other countries will have differences in degree in their overall balance-of-pay- 
ments position. But in view of what was said in the preceding paragraph, it 
would not seem desirable to deal with such differences by selective discrimina- 
tion and Professor Frisch’s objection to the Fund’s scarce currency provisions 
would not appear to be particularly valid in this respect. 


II 


The policy of selective discrimination in reduction of imports with a view 
to maximizing trade (or rather to minimizing the reduction in trade), as pro- 
posed by Professor Frisch, would impose great hardships on the importing 
countries. Under the proposal, deficit countries would have to eliminate not 
the imports they could do without, but imports from a specific source of 
supply. Forced to concentrate their reduction in imports on one or a few 
countries which happened to follow from the matrix, they would have, to 
accept a commodity structure of imports which might be quite incompatible 
with full national output. Any practical application of Professor Frisch’s 
proposals would have to be the result of considerable negotiation on a multi- 
lateral basis so as to harmonize his principle of the maximum volume of inter- 
national trade with some reasonable degree of international division of labor. 
As set out earlier, it is not likely that such arrangements, if consummated, 
would be substantially beneficial to the total volume of international trade. 
Professor Frisch assumes that downward adjustments of the matrix according 
to the principles he proposes should be allowed to take place only after all 
possibilities for adjustment through increases had been exhausted. But if the 
application of the discriminatory reductions would in fact require multi- 





these lines show satisfactory evidence of the realistic nature of the assumptions made in this 
paper. 
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lateral negotiation, it would appear that such negotiations might be used 
towards increasing world trade rather than towards allocating reductions in 
world trade. If serious disequilibria in international trade and payments were 
dealt with, not by the necessary fundamental adjustments, but by successive 
doses of discrimination, the “specialization” advantages of the remaining 
international trade would continually decline and the volume of international 
trade would lose all value as an indicator of international welfare. . 


Til 


If it is impracticable and of limited use to arrange a multilateral system 
for reducing the impact of import restrictions, it may yet be useful to permit 
countries, rather than to compel them, to take such measures inter se to 
eliminate some of the effects to which Professor Frisch alludes. It would 
seem reasonable in particular to permit any two countries, both of which 
are obliged to reduce imports in general on account of balance-of-payments 
difficulties, not to apply import restrictions against each other. At the present . 
time, trade in Europe is much larger than it would have been had all coun- 
tries in that area applied also to each other in the same degree the general 
restrictive import policies which their foreign exchange position forces them 
to adopt vis-a-vis the rest of the world. With respect to such a situation Pro- 
fessor Frisch’s point would seem to be particularly well taken. 

It would appear, however, that such policies are permitted by the LT.O. 
Charter.* Article 28 (e) states that the provisions of non-discrimination of 
Article 27 do not preclude “restrictions in accordance with Article 26 [to 
safeguard the balance of payments] which both (i) provide a member with 
additional imports above the maximum total of imports which it could afford 
. . . If those restrictions were consistent with Article 27, and (ii) ... are 
permitted to that member under the Articles of Agreement of the Interna- 
tional Monetary Fund. . . .” Thus discriminatory exceptions to import re- 
strictions with the clear purpose of increasing international trade appear to be 
permitted under thé I.T.O. Charter. 

J. J. Potax* 


* References are to the New York draft of the I.T.O. Charter. The subsequent Geneva 
draft further liberalizes the exceptions to the non-discrimination principle (Article 23 of the 
Geneva draft, replacing Article 28 of the New York draft). 


* The author is an official of the International Monetary Fund; the opinions expressed 
in this paper are, however, his own, 


Fellowships in Industry 


Many business organizations have indicated their belief in the need for 
competent economic advice by adding to their staffs men trained in economics. 
For some time now banks, insurance companies and other financial institu- 
tions have made a practice of hiring economists with special knowledge or 
capacity to analyze the money market, the monetary and banking system, 
factors influencing the rate of interest, investment prospects and related prob- 
lems. In trade and manufacturing companies, economists have been given 


pid 
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responsibility for forecasting, market research and some aspects of labor and 
public relations. New and old business associations and groups have estab- 
lished economic research divisions directed mainly toward the analysis of 
governmental policies. 

For whatever reasons, the problems of the businessman are now being 
expanded into another area where the economist is needed—arising out of 
the attempt to make the operations of the individual company contribute the 
most to the achievement of national economic objectives (however defined). 
Previous standards of measurement and conceptions about the power of the 
firm to contribute are being revised. It is not an uncommon thing now for 
prominent businessmen to refer to the responsibility of management for 
doing something about the achievement of such national economic objectives 
as higher and more stable levels of production and employment or freer 
world trade. The need for shouldering some of the responsibility has been 
based on an awareness of the long-run dependence of the firm on the working 
of the system as a whole. The work of the Committee on Economic Policy of 
the United States Chamber of Commerce—particularly its reports “A Pro- 
gram For Sustaining Employment” and “Business Management and Eco- 
nomic Analysis”—and the work of the Committee For Economic Develop- 
ment may be cited as evidence of these developments. 

The full possibilities of individual firm action contributing directly and 
consciously to the achievement of accepted national economic objectives are, 
of course, yet to be determined. As the efforts to work out private company 
programs develop, it will require the assistance of economists in numbers 
larger than are now devoting their attention to this field. Such assistance need 
not be full time and should encompass the individual efforts of many com- 
panies and many economists. 

In addition ta the need among business units for the services of economists, 
at the same time there exists a need among most general economists for 
more first-hand knowledge about business operations and problems. The 
wartime experience in governmental agencies indicated how wide a gap had 
developed between businessmen and economists, Some of this lack of under- 
standing was on the economist’s side, and his lack of previous personal con- 
tact with individual firm operations influenced his language, his judgment and 
his factual knowledge. 

It seems wholly unnecessary to do more than point out the central posi- 
tion of the firm in economics and the importance to an economist of 
knowledge about the workings of business. Such knowledge is significant for 
economists employed by schools, government, labor or research groups. Al- 
though it is imperative to maintain scientific impartiality and although it 
is obvious that people with an “outside” point of view are needed, it seems 
beyond question that it would be a good thing if more economists had an 
opportunity to.supplement their present training with a period of training 
in some individual business concern. 

As things stand at the moment, most economists go from graduate school 
to the classroom or to some research organization or to a government job. 
There is some movement back and forth between these groups. However, 


144 THE AMERICAN ECONOMIC REVIEW 


business, one of the major interests of economists, has been an aloft citadel 
to be learned about second-hand or by deduction. To be sure, some economists 
are consultants or have business jobs on the side, and some economists in 
business have part-time teaching jobs—but for the most part the two worlds 
are divided. This condition has been due largely to a lack of opportunity 
for economists to study the operations of the firm. 

If this analysis is valid—if there is a mutual need for a greater exchange 
of experience and counsel between economists and business management— 
a program of Fellowships in Industry for economists seems desirable. 

These fellowships might take either one or both of two forms. They might, 
in the first place, be training courses or programs set up by particular com- 
panies. In this case, the fellow would move about in various jobs in the 
organization and so learn of its operations and problems. They might, in 
the second place, take the form of a research project. That is, the applicant 
for the fellowship would submit a project for study and a company would 
be found which would have available data for carrying out the project. There 
are many details and policy problems to be worked out in administering such 
a.program—for example, the methods and standards for selecting fellows 
must be determined, the freedom cf the fellow to report his findings must be 
assured and contacts with top management must be provided—but there is 
little doubt these and other problems could be overcome. 

The conceivable benefits from a Fellowships in Industry program would 
appear to be considerable. The governmental economist would have, both 
from his own experience as a fellow and from the experience and writings of 
other industry fellows, knowledge and first-hand familiarity with the working 
of business. This would be invaluable in the administration and analysis of 
existing governmental programs designed to achieve some particular business 
control or induce some specific business action. 

The teacher of economics and the research economist would clearly benefit 
from the personal experience and literature which would grow out of the 
fellowship program. Since the operation of the firm is a central factor in the 
economic system, economists in both research and teaching should find 
greater knowledge of the firm helpful in adding more realism and usefulness 
to their work, and in eliminating some of the plethora of a priori speculation. 
Emphasis should be placed on the possibility that this greater knowledge 
would result in a reworking and carrying forward of the theory of the in- 
dividual firm. 

The public generally would benefit from anything which reduces the fric- 
_ tion and lack of understanding and trust between economists and business- 
men. They would benefit, also, from the development and adoption of ways 
of achieving both relative stability and continued economic progress within 
the framework of a society characterized by personal freedom. Individual 
firm action toward that objective is an area holding much undeveloped 
promise and little hidden danger. In view of the historical alternatives, every- 
one would benefit from whatever aid individual firm action might bring to the 
achievement of national economic objectives. 

A. G. ABRAMSON* 


* The author is economist for S.K.F. Industries, Inc., Philadelphia, Pa. 
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The Keynesian Revolution. By LAWRENCE R. Kiem. (New York: Macmillan. 
1947. Pp. xii, 218. $3.50.) 


What is a Keynesian? Does the term merely mean any economist who 
uses all or most of the Keynesian analysis as a convenient means of organiz- 
ing economic data; or shall we confine it to those who follow a certain 
“party line” on policy—roughly, Henry Wallace, Lord Beveridge and 
further left? Apparently Dr. Klein favors the second definition. Yet on the basis 
of that definition the careful reader will be forced to the paradoxical con- 
clusion that Klein’s book could be treated as a rather strong piece of “anti- 
Keynesian” literature. That is to say, the policy approach which he regards 
as the index of true Keynesianism is by no means necessarily to be derived 
from the analysis which he presents. Only if we accept certain highly con- 
troversial factual assumptions which Klein very briefly mentions and no- 
where argues, do his policy results follow.” 

In a nutshell, Klein reluctantly concedes that: (1) Keynesian employment 
equilibrium depends on wage rigidity (p. 90); (2) the loanable fund and 
liquidity preference theories can be reconciled (p. 121 eż seg.); (3) invest- 
ment does not always depend on the consumption, or the income level 
(p. 37). The writer would be the last to maintain that even with such 
concessions the Keynesian schema cannot be used both as a valuable guide 
to policy and a useful method of approaching economic problems.* But it 
is certain that they negative once and for all many of the sweeping Keynesian 
claims (including numerous statements made by Klein in this book) con- 
cerning the scope and generality of the General Theory. 

The organization of. Dr. Klein’s volume is interesting and thorough. Chap- 
ters on the earlier Keynes and the development of the General Theory are 
followed by a “building block” explanation of the elements of the Keynesian 
analysis. Next comes an account of the impact of the General Theory upon 
various reviewers, followed by a treatment of “anticipations” of Keynes, 
including Malthus, Marx and others. We are then given an exercise in the 


*If so, the writer is a Keynesian. Under the second definition, he is not. 


." Dr. Klein is extremely sparing with references and there are a large number of vitally 
important statements for which no authority is given. For example, “Statistical investiga- 
tions reveal a very strong negative correlation between investment activity and the stock 
of capital,” p. 69. But we are not told what investigations these are, and since Klein’s text 
contains a number of mistakes, we cannot rely upon bare assertion alone. 


° But he does not feel (see below) that wage reduction will always cure unemployment. 
*See D. McC. Wright, “Future of Keynesian Economics,” Am. Econ. Rev. Vol. XXXV, 


No. 3 (June, 1945), p. 284. It may be of interest that the writer has personal letters from 
Lord Keynes approving its general argument. 
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application of Keynesian analysis to inflation and war finance, and the text 
concludes with a chapter on “Keynes and Social Reform.” There is, in addi- 
tion, a lengthy and elegant mathematical appendix. 

Reading the book has been for this reviewer a stimulating but not wholly 
satisfying experience. Dr. Klein does good work in explaining certain latent 
ambiguities in the Keynesian system, notably in connection with the “equa- 
tion” of savings and investment as (1) “observables”-—when the matter is a 
tautology—and as (2) “schedules,” when it is not (pp. 110 eż seqg.).5 He 
also makes some illuminating observations regarding the difference between 
“stock” and “flow” analysis in interest theory (pp. 122-23). Generally 
speaking, however, the book does not fulfill its promise. The first impression 
is one of competent technical manipulation of a few narrow ideas, but more 
careful reading will show that if the ideas are not so narrow, neither is the 
manipulation so accurate as at first appears. Dr. Klein is as careless in the 
literary formulation of his demonstrations as he is careful with his equa- 
tions. The style is equally slipshod and dogmatic, and the fact that a spe- 
cialist can spot most of the mistakes, does not make the book any the less 
misleading to the general reader. One must not conclude, however, that 
Klein’s book is unimportant. On the contrary, it is extremely valuable. For 
here are gathered together in convenient form most of the extravagances to 
which the Keynesian outlook can be pushed. In effect, Klein would like to 
substitute for the “classical” doctrine that effective demand is always suff- 
cient in a free-exchange economy, an equally erroneous dogma that it is 
never likely to be. He stands to Keynes in much the relation that Harriet 
Martineau does to Ricardo. 

Postponing specific errors for later treatment, let us consider the basic 
argument of the book. Its fundamental ambiguity‘lies in a shifting and 
vague attitude toward investment “outlets.” Sometimes they are envisaged 
as a “smooth curve” uniquely related to income (consumption) levels and 
the stock of capital (pp. 110, 68, 69).7 At other times the determinants are 
supposed to be “autonomous — “outside” the pricing system (p. 76). But 
few in-between cases are considered and in almost no instance, despite the 
frequent autonomous examples, does Klein consider the consequences of a 
favorable autonomous shift. Even in one of the few cases in which logic 
absolutely forces him to consider the point, he introduces an unnecessary 
countervailing factor: “In order to make an unequivocal argument in favor 
of wage cuts, it will be necessary to show that there would be an upward 
shift of the investment schedule and a downward shift of the saving schedule” 
(p. 109. Italics supplied.). Why is this? A downward shift of the Savings 
schedule would undoubtedly help, but if there is a sufficient rise in the invest- 
ment schedule, that alone could certainly be sufficient. 


“But Klein does not notice that the schedules themselves may be tautologies. 4 
° Note that I say “would like to substitute.” To the honor of Dr. Klein’s scientific con- 
science it must be remembered that he does make a number of countervailing concessions. 
I am referring to the general policy drift. 


"The rate of interest seems considered a virtually negligible influence (pp. 64-67). 
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It is not necessary to discuss in detail Klein’s first idea of the investment 
schedule as a smooth curve uniquely related to income, consumption, and 
the stock of capital. This, of course, is the assumption most convenient to 
“Keynesians,” in Klein’s sense of the word, and perhaps explains his 
qualification regarding the need for a downward shift of the savings schedule. 
But in basing pessimistic estimates on this point plus a literal application 
of Keynes’s normal psychological law, Dr. Klein has not even kept up with 
Professor Samuelson. Nowhere does one find reference to the Samuelson- 
Hansen distinction between the long- and short-run propensity to consume, 
or the possibility of spontaneous upward shifts in the consumption schedule.® 

Still more important and interesting, however, for the value of his predic- 
tions, is the case of autonomous investment—that is, investment determined 
“outside” the pricing system. The qualification “outside” is the weasel word. 
By taking two extreme hypotheses, Klein has managed to avoid considera- 
tion of nearly all the most important range of cases. Whenever he gets near 
the real problem he wraps it up neatly and ships it to the sociologists.® A 
tone of consistent dogmatism may thus be maintained because semantic 
sleight-of-hand has eliminated nearly all inconvenient considerations. 

But what, after all, zs “outside” the pricing system? Future prices are “in” 
it when Klein discusses budget behavior (p. 58). Apparently, however, when 
we consider the effect of wage reductions, expected wage-cost trends are 
not (p. 108). Yet Klein says: “If we accept the formulation of the natural 
rate as the ratio of the anticipated net returns on new investment to the cost 
of that investment, then we should naturally attempt to develop a theory of 
what determines the size of this rate” (p. 52. Italics supplied.). We should 
indeed. But Klein does not—other than a few vague references to innovation 
—apparently because such questions are “non-economic.”?° If so, economics is 
a rather useless and fragmentary field of study, and “economic” or not, the 
questions dismissed are certainly not unimportant. Suppose we follow Keynes 
instead and assume that wage cuts by producing “an optimistic tone in the 
minds of entrepreneurs ... may break through a vicious circle of unduly 
pessimistic estimates.”!! Suppose the estimates concern “autonomous” in- 
vestment. Could not such a combination of circumstances produce full em- 
ployment? 

It is true that the writer follows Pigou and Klein in thinking that, if we 
consider institutional stability, or a policy deliberately planned to offset the 
effect of wage reduction, then wage cuts might not have the desired result.7” 


*Paul A. Samuelson, “Full Employment After the War,” in Harris, ed., Postwar Eco- 
nomic Problems (New York, McGraw-Hill, 1943). Klein seems aware of the distinction in 
Some of his articles but it is not developed in this book. 

*For example, pp. 69, 90, 108. 

For example, pp. 64, 108. 

“J. M. Keynes, The General Theory of Employment, Interest, and Money (London, 
Harcourt-Brace, 1936) p. 264, 

“= Professor Pigou’s concessions in Lapses From Full Employment (London, Macmillan, 
1947), Chap. V, amount to saying that if a bank policy exactly planned to neutralize the 
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Klein says (in explaining that Keynesian equilibrium depends on rigidity) that 
within the framework of Keynesian economics “wage flexibility . . . leads 
merely to [eternal?] hyper-deflation” (p. 90). But such well-known Keynes- 
ians as Professor Samuelson admit that zero or negative wages could 
give full employment. Obviously “hyper” deflation will eventually result in 
zero or negative real and money wages. Where does one stop? Wage reduc- 
tion may not be the best method or even a desirable method. So much Pigou 
(and the present writer) would admit. But formally at the least it is un- 
deniably a method. 

One should not infer, however, that the weaknesses of Klein’s argument 
are merely formal or hypothetical. Sometimes they are very real. Klein’s 
discussion of the “earlier Keynes” and the birth of the General Theory 
centers around the British return to gold in 1925, and here, following the 
folk history manufactured in the 1930’s, Lord Keynes is spoken of as an un- 
equivocal opponent of wage reduction, and as the shining prophet of an in- 
evitable disaster. But after reading Dr. Dudley Dillard’s essay on the “Prag- 
matic Basis of Keynes” and re-reading Keynes’s “Essays in Persuasion,” I am 
not at all sure that either of these views is correct. 

The present writer, it should be made clear, does not believe in the gold 
standard. He believes in relatively stable exchange rates, which is quite 
something else. The question which concerns us here, however, is whether 
Keynes was necessarily right in prefering a low value for the pound to lower 
money wages under the conditions which then faced England. As far as the 
writer is concerned, the British mistake of 1926 and following years seems _ , 
not so much a failure of monetary analysis as a failure of labor relations. As 
one looks at England now (1947), the concern of the British bankers and 
economists of 1925 over maintaining England’s position as clearing house 
for the world makes a great deal more sense than it might have appeared to 
do then. Banking constituted a valuable part of the services by which Eng- 
land had hitherto persuaded others to give her the real wealth required for 
a high standard of living and was in any event part of an almost indispensable 
structure of international business “good-will.” As cannot be stressed too 
often, the English are not even able to eat or live if deprived of foreign 
contributions. 

After the world crisis of 1930, of course, wage reductions would probably 
have been, as Pigou puts it, “a mop to stay the' seas,” and the emergency 
devaluation of the 1930’s has special elements to justify it. But all this 
was not the case in 1925 and we must look at the case as it stood then. 
Everybody admits that the basic problem was that British money wage 
rates were too high relative to competing nations. Yet, on the other hand, 





effect of wage cuts is followed, the cuts would not help. But this concession does not avoid 
the zero or negative argument, See my “Future of Keynesian Economics,” Am. Econ, Bet is 
June 1, 1945. 


* Dudley Dillard, “The Pragmatic Basis of Keynes's Political Economy,” Jour. Reon. 
Hist. (Nov., 1946), p. 133. J. M. Keynes, Essays in Persuasion (London, Harcourt-Brace, 
1932). 
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she was anxious to retain her banking business, which Dillard points out was 
shifting to New York. But this, as Dillard puts it, she could not do as long as 
foreigners were uncertain as to the fate of their British balances. The choice 
then lay among three alternatives: (1) to increase efficiency; (2) to lower 
money wages; (3) to devalue. Klein rather naively remarks that “of course” 
Keynes ruled out money wage cuts because they would have led to deflation 
(p. 12). Short-run deflation would certainly have followed. But the elasticity 
of demand for British exports does not seem to me to have been uniquely 
related to the money level of British home consumption. Considering the 
importance of foreign trade to England—an importance almost wholly over- 
looked by Klein—I cannot now feel that those economists were necessarily 
mistaken who wished to take the first two policies. 

Both on the merits and regarding Keynes’s actual attitude, it seems to 
me Klein over-simplifies. Would not the best approach have been to call in 
the union heads and try to get their support to a program of general reduc- 
tion? Indeed, in “The Economic Consequences of Mr. Churchill,” reprinted in 
the Essays in Persuasion, Keynes suggested exactly that, though I inlerprel 
his preference, even there, as clearly for exchange-rate adjustment. Dr. 
Klein seems never to have heard of the wage and cost reduction experi- 
ments of the Labor government of Australia and their relatively favorable 
results. Perhaps the unions would never have consented, perhaps the dead- 
lock was hopeless—with all parties half right, and all wrong. But Keynes’s 
insular attitude certainly did not help, and, barring the tentative suggestion 
in the “Churchill” essay, I cannot see that he was any nearer a complete 
solution than anyone else. There is nothing in Keynesian theory to prove 
that ix 1925-26 money wage reduction would have resulted in a permanent 
or even a very protracted fall in British real wages. Devaluation might pre- 
vent the need for price adjustment but it certainly would not have helped 
restore Britain’s waning financial prestige. 

Returning to Klein’s basic theory of investment outlets, one of the funda- 
mental weaknesses of the attitude which he represents is the sharp distinc- 
tion drawn between “growth” and “change.” This enables one to consider 
“innovations”? as mere occasional “Acts of God” which may normally be dis- 
regarded. This view can of course be substantiated “by definition.” Speak- 
ing practically, however, the distinction is far too clear-cut. We should, it is 
submitted, expect “spontaneous” change both in tastes, techniques and con- 
sumption levels as output grows.** True, these changes are not smooth and 
continuous, and growing institutional rigidity may still further retard them. 
But in the light of what is happening now, Cassel’s review of Keynes in 
which he complained that savers would be hard put to it to supply sufficient 
funds for a doubling of wealth in the next twenty-five years, makes consider- 
able sense (pp. 98-99). “In the long run we are all dead,” said Keynes, and 
so it was with him. But the rest of us are living in the long run now. 

Another tremendous field for study which Klein avoids is the relationship 


“See D. McC. Wright, The Economics of Disturbance (New York, Macmillan, 1947), 
Chap. II. 
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between the unfavorable sociological conditions which he assumes for the 
future with the type of, policy which he himself advocates. He uses, for 
example, the usual argument that income taxes do not affect enterprise be- 
cause the businessman will still work to maximize his met profit, however 
‘small (p. 171). Professor Boulding’s argument that some businessmen, 
at least, feel that they have a choice not merely between profit and loss but 
also between leisure and effort, has totally failed to penetrate.* Nor does 
Klein ever seem to consider that at least a partial incentive for activity is 
not merely to enjoy income but also to accumulate and transmit wealth. The 
explanation for his oversight and others is, I believe, ideological. From 
the text, Dr. Klein seems to have strong sympathies with socialism if not 
Marxism.*® 

In closing this review of Klein’s basic arguments, it might be worth while 
to consider its import on the estimation not so much of Klein’s work as of the 
Keynesian system. Klein quotes Schumpeter as explaining the great depres- 
sion in terms of “the agrarian crisis, protection, high taxes, high interest 
rates, high wages, and the lack of free price movements” (p. 47). This 
explanation, large parts of which I would accept, leads me to ask wherein the 
Keynesian system has affected my thinking? What is the difference in “tone” 
which Keynesian teaching has given to economists of my generation, whether 
conservative or radical? The answer, I believe, lies largely in the realm of policy. 
We no longer believe that practically speaking the whole weight of recovery 
can be put on a program of removing rigidity. And though those of us who 
retain any traces of economic balance must concede that a spending program 
may also, and quite easily, become a rigidity in itself, our depression ap- 
proach remains bilateral rather than unilateral, adjustment plus income 
stabilization. 

We have postponed so far the discussion of specific errors in Klein’s book. 
Only a few samples may be given. Klein says, “It is a theorem of the Keynes- 
ian system that if each person tries to save more out of his income than 
previously was done, the community as a whole will not end up with a greater 
amount of saving” (p. 178).1* Stated thus baldly, the sentence is entirely 
wrong. Suppose an offsetting shift in the investment schedule, or a large 
enough number of “autonomous” outlets? Also, the classical doctrine re- 


**Kenneth Boulding, “The Incidence of a Profits Tax,” Am. Econ. Rev., Vol. XXXIV, 
No. 3 (Sept., 1944), p. 567. It is noteworthy that Klein cites but four puhlications (two 
of them his own) after 1942. 


** For example, “Keynes, glorifier of the bourgeois life, little knew that the arguments why 
the Russian economy has been and will continue to be one of uninterrupted full employ- 
ment under socialism follow directly from his own simple model. .. . Proper policy by social 
planners can always lead to full employment—this is the superior economic organization 
which Keynes failed to see” (p. 78). Or “In a capitalist society powerful groups dislike to 
lose power as well as profits, and they will fight any legislation which reduces this power. 
. . . In a socialist economy there is less of a problem in overcoming the activities of special 
eee groups” for “in such a system there is central planning which coordinates” (?) 

p. 185ff.). 


“What Keynes said was “assuming no favorable changes in the demand schedule for in- 
vestment.” 
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garding favorable results from possible interest rate reduction is a conceivable 
case under proper circumstances. 

In dealing with the Treatise he says that, in the case of failure of “savings 
to get invested,” the “goal of price stability” could have been reached in 
two ways—stimulate investment, or reduce savings “to an amount small 
enough to provide (sic) only the meager investment outlets available” (p. 
27). “Obviously our prosperity would differ in the two cases.” The phrasing 
is ambiguous and interpretation depends on the definition of “prosperity”; 
but I sense a confusion of three possibilities (1) unemployment equilibrium 
at income levels appropriate to the reduced investment rate, (2) stimulation 
of the investment rate, (3) stimulation of the propensity to consume. And in 
the latter two cases, there need be no difference whatever in “prosperity” 
in the sense of mere activity or employment. If it be objected that case (1) 
will probably involve some downward price fluctuation, il may be replied 
that by equal reasoning (pure competition) consumer’s goods prices would 
probably rise in case (3).*8 

The level of Klein’s doctrinal history may be indicated by the following. 
Mill is listed on page 126 as an exponent of Say’s law. But on page 45 we 
are told that exponents of Say’s law “always” assumed “unlimited” invest- 
ment opportunities. If it is too much, of course, to expect Klein to have read 
J. S. Mill, at least he might have read Alan Sweezy.’® And how could he 
have missed Sweezy’s quotation from Mill regarding the fact that developed 
industrial countries were habitually on the “verge” of the stationary state? 

In discussing Foster and Catchings, Klein tells us they paid too much 
attention to the “order in which spending occurs” (p. 139).2° Since that is 
the whole point of their theory, it is clear that Klein—tied to his liquidity 
preference base—has no idea of the ex ante, sequence, price-expectation diffi- 
cullies (ley were considering. 

Dr. Klein’s loose use of terms is shown in his statement that national 
income as computed by the Department of Commerce, etc., means “the sum 
of expenditures on consumer goods, expenditures on fixed capital, expenditure 
on working capital (= inventory accumulation), expenditures by the gov- 
ernment on goods and services, and the net foreign balance” (p. 113). This, 
however, is not national income but Gross National Product, and, in view of 
their wide statistical variation, confusion of the two can be very misleading. 

Finally, Klein tells us that, of course, under socialism the planners will 
make investment perfectly smooth and “autonomous” (pp. 78, 181). This 
may be so. But in order to do it they would either have to keep “public 


= Perhaps yet a fourth possibility can be given which would convey still more accu- 
rately what Dr. Klein seems to have in mind: The rate of investment is permitted to fall 
to the lower level while the propensity to consume is shifted only just sufficiently to 
maintain absolute consumption unchanged. There is thus unemployment equilibrium with 
minimum pressure on price levels (always, of course, omitting wages). 


* Alan Sweezy, “Secular Stagnation,” S. E. Harris, ed., Post-War Economic Problems. 


” Compare my Economics of Disturbance, Chap. If. It may be stated categorically that 
Klein does not understand what Foster and Catchings, Douglas, and frequently Malthus, 
were talking about. 
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works” ready to “fill in” (as under capitalism), or else indulge in wholesale 
rationing and retardation (if not complete sabotage) of new inventions.” 

Each generation of economists may be said to place glasses upon the eyes 
of the next. Sometimes the glasses are rose colored; sometimes a gloomy 
brown. But the one thing we can be sure of is that they will not permanently 
fit. For no scheme of abstraction confines the movement of reality; fre- 
quently the most pregnant elements in a philosophy are its inconsistencies; 
and not the least test of an author’s capacity is his ability to struggle free 
from the preconceptions of his initial study to evolve new schemes and new 
translations of the ever-shifting drama of the world. By this approach the 
present volume is disappointing. Its point of view is that of 1940 and little or 
no effort is made to relate the book to recent literature. For example, none of 
the memorial articles are mentioned, or Keynes’s last significant reference to 
“modern stuff gone sour and silly.” If economists are ever to be anything 
more than bickering apologists for the factions of the hour, they must learn 
to remember alternative assumptions, policies, and philosophies; and to be 
less jaunty before the vastness and variety of that life process which our 
finite minds are striving so desperately to describe. 

Davip McCorp WRIGHT 
University of Virginia 


The American Individual Enterprise System: Its Nature, Evolution, and 
Future. 2 vols. By The Economic Principles Commission of the National 
Association of Manufacturers. (New York: McGraw-Hill. 1946. Pp. 
xviii, 1119. $10.00.) 


“Here is a vital message for every red-blooded believer in American 
democracy. Written in response to today’s clamor for a realistic and factual 
explanation of our economic system, The American Individual Enierprise 
System describes in clear detail exactly how the system functions.” These 
first two sentences from the dust jacket of the book are fairly descriptive 
of the ends which its content is evidently supposed to accomplish, and at 
the same time suggest its peculiar hybrid character. It attempts all in the 
scope of about a thousand pages to provide an elementary text in economics, 
a polemic treatment of that economic theory which favors considerable gov- 
ernment participation in the economy, a pamphlet with a credo for the more 
conservative defenders of democratic capitalism, and a platform for return 
to old-fashioned liberalism in governmental policy. A thousand pages might 
seem sufficient for the successful prosecution of all of these tasks, if they 
were attacked separately. They are in fact approached together and in a 
mixture, with the results that none of them is effectively done and that the 
total product has a distinctly amorphous character. 

The rather confusing treatment of the various subject matters of the 
volume presumably stems in part from the fact that the individual chapters 
were written as separate monographs—each serving multiple purposes— 


a Compare Economics of Disturbance, Chaps. III, V, VI, especially the chapter on the 
“Planned Business Cycle.” 
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and later pasted together. Any latent element of unity or coherence in the 
work has been further obscured, however, by the order in which the chapters 
were assembled—-an order which seems to have a distinct random tendency. 
In the order of their occurrence, the chapter titles (abbreviated) are: Na- 
ture of the Enterprise System, Evolution of the System, Fundamental Ele- 
ments of the System, Types of Business Organization, Employment Relations, 
Agriculture, Saving and Capital Formation, Money and Credit, Profit and 
Loss, Prices and Price Determination, Transportation, Competition and 
Monopoly, Marketing, Government Regulation, Public Finance, Business 
Fluctuations, Achievements of the System, Government Spending, Abandon- 
ment of the System, Program for the Future, American Industry and the 
Future. Many crucial issues, like that of employment and fiscal policy, are 
treated in four or five widely separated sections, while various “institutional” 
chapters are stallered alung in such a fashion as to interrupt any potentially 
consistent thread of discourse. 

The work is the jointly supplied product of a Commission consisting of 
John Hanna, W. I. King, Harley Lutz, L. von Mises, and R. B. Westerfield, 
all currently from the academic community; of R. W. Burgess, B. B. Smith, 
and R. S. Tucker, as economists employed by business; and of about ten 
business executives. In the foreword Robert R. Wason, one of the Commission, 
is quoted to the effect that the book “is probably the only economic text 
ever written that carries the signed support of a wide cross-section of Ameri- 
can economic and business thinking at its peak. Truth was wrung from 
constant controversy.” With due respect to the several authors as able 
exponents of definitely conservative economic and political opinions, Mr. 
Wason’s representation concerning the breadth of the cross-section of eco- 
nomic thinking might be questioned. The scale of opinions found among 
Amcrican economists today is effectively covered from A part way to B. 

Both the length and the organization of the book deter one from a 
straightforward analysis of its content. Drawing related materials from their 
disparate resting places, however, the following summary may be suggested. 
First, there are a number of chapters which are largely given over to a routine 
descriptive and historical treatment of economic institutions and functions, 
regulatory policies, and the like. Business ownership forms, labor history 
and problems, the agricultural problem, the monetary system, transportation, 
marketing, the anti-trust laws and public finance are all given a more or 
less standard elementary textbook treatment. The quality of this material 
is frequently good, and with more unity of organization and more adequate 
analysis it would serve, if set apart from materials of a more controversial char- 
acter, as a useful primer on these subjects. 

Many of these chapters are concluded with certain dicta on public policy 
issues. Some of these, as for example on transportation, are carefully de- 
veloped and defended. But others are presented without adequate analytical 
support or on the basis of theoretical stereotypes which are never really 
examined. For example, we learn that the government should withdraw entirely 
from price or production control in agriculture, and also from the farm credit 
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field, since low interest rates overstimulate production. The quantity of 
money and credit, and the interest rate policy, should be made quite inde- 
pendent of treasury fiscal policies, Confiscatory estate taxes should be aban- 
doned as destructive of the tax base, and estate taxation should be left to the 
states. Although arguments might conceivably be developed to support such 
proposals, the book often does not develop them, instead merely assuming its 
conclusions. There is no connected treatment of public utilities and their 
regulation (which might have led to some qualification of the stringent laissez 
faire position of the work) or of government-owned utility projects, although 
a number of questionable obiter dicta on these matters are set forth. 

The principal additional content of the work deals, in a rather unorganized 
fashion, with two issues: (1) the working of the price system and the efficiency 
of competition as an automatic regulator, and (2) the determinants of the 
level of employment and the place of government fiscal policy in influ- 
encing it. 

The treatment of ‘industrial organization, pricing, and competition (in 
. Chapters 3, 4, 9, 10, 12, and 14) calls to mind the remarks of Thurman 
Arnold in The Folklore of Capitalism, concerning popular economic mytholo- 
gies. Corporate size is said by the Commission to offer no problems per se, 
so long as the rights of shareholders continue to be adequately protected 
and conspiracies in restraint of trade are prohibited. Big business emerged 
in pursuit of economies in production, except in a few regrettable instances. > 
The individual shareholder can affect corporate management policies by selling 
his stock if he disapproves; thus the market will reflect public appraisal of 
managements. Unduly prolonged perpetuation of concentrated power is 
checked by the surprisingly frequent bankruptcy of large corporations. 

Competition is said to exist whenever there are two or more firms selling 
a product without collusion, and such competition is regarded as a reliable 
automatic regulator which will drive profits and prices to a “satisfactory” 
as opposed to monopoly level. The theory of oligopoly is not recognized, al- 
though its essential contentions are refuted by the unsupported statement that 
concentration has no significant effect on competition (source: the T.N.E.C, 
findings). The idea of monopolistic competition is implicitly recognized but 
passed off as unimportant. Hence competition will be a reliable automatic 
regulator, giving determinate and socially desirable results in the American 
economy, provided only that the anti-trust law is enforced against conspira- 
cies. This reviewer does not understand entirely this reversion to pre-Cham- 
berlinian price theory as a basis for arguing matters of public policy. The 
defense of the status quo is not convincing nor sophisticated nor clever, 
Schumpeter in his Capitalism, Socialism, and Democracy made a good defense 
of modern capitalism while recognizing explicitly the existence of modern 
price analysis, but his example goes unnoticed. 

On employment and fiscal policy (treated variously in Chapters 7, 8, 15, 
16 and 18) a consistent position is eventually developed, although much of 
the earlier exposition is extremely obscure and overcomplicated. The essential 
points would seem to be (1) that a bad relation of saving to private invest- 
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ment may occasionally have adverse effects on employment, (2) that deficit- 
financed government spending will increase employment but will not give 
results as good as a spontaneous recovery induced by increased private invest- 
ment would, and (3) that the multiplier theory is an uncertain guide because 
the marginal propensity to consume is variable and because increases in gov- 
ernment spending may cause decreases in private investment. From potentially 
valid arguments of this sort is extracted the zon sequitur that compensatory 
spending does practically no good and should be abandoned, with the govern- 
ment turning its attention entirely to encouraging private saving and invest- 
ment. This policy conclusion is given later support, however, by the statement 
that serious business cycles are caused mainly by bad credit policies, wars 
and natural disasters, and unwise governmental policies. Thus we are left 
with the implication that good credit control and a government policy encour- 
agiug Lo business will be sufficient to avoid any prolonged departure from a 
desirable level of employment. 

The work is concluded with a detailed summary of public policy proposals 
(Chap. 20), which we will not review here. Whatever their merit, and many 
of them are quite sensible, most of them are not very convincingly supported 
in the underlying volumes. As a whole this is not an impressive work, and it 
is extremely unsatisfactory on the level of analysis. It should not be especially 
effective for either education or indoctrination. 

Jor S. BAIN 

University of California, Berkeley 


Principles of Economics. 3d ed. By FREDERIC B. Garver and ALvin H. HAN- 
SEN. (Boston: Ginn and Co. 1947. Pp. ix, 463. $4.75.) 


The third revision of this standard text “represents a comprehension revi- 
sion of both the theoretical and the descriptive chapters” of previous editions 
together with the addition of a number of chapters and sections which bring 
the earlier material up to date. The text is standard and orthodox. The usual 
subjects are presented in the accepted manner. Consequently, the volume 
should appeal to those who teach the elementary course in economics, most. 
of whom, I regret, hesitate to stray from the beaten path. The authors state 
that “This text is not easy”; yet I found it to be no more difficult than most 
of the standard texts. Especially are the chapters on economic problems excel- 
lently presented. 

The volume is not above criticism on several scores. A number of technical 
terms are used before they have been defined for the reader; such as demand 
(p. 11), supply (p. 11), voting trust (p. 17), marginal costs (p. 31), marginal 
unit cost (p. 38), economic rent (p. 280), etc. The doctrine of comparative 
advantage or costs (p. 426) and the effect of the forces of supply and demand 
(p. 10) are listed as “laws.” 

As is customary with authors of elementary and advanced texts in eco- 
nomics, some confusion exists as regards the factors of production. Produc- 
tion is said to be carried on by three types of activities, i.e., labor, enterprise, 
and investment (p. 32), but on page 33, labor, natural resources, capital, and 
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the entrepreneur are listed as “service rendering objects,” while on page 108, 
land, labor and capital are given as “the major factors of production.” Why 
these three are more important than the entrepreneur is not explained. The 
entrepreneur, however, comes in for a lengthy discussion (pp. 16-17, 310-12). 
I have always been interested in the attempts of my fellow economists to 
define that elusive factor of production and his functions. Garver and Hansen 
further confuse me. They state that he is “the person or group of persons who 
control the business unit” (p. 16) and dictate its policies (p. 17), and who 
in a corporate enterprise are “generally though not necessarily stockholders” 
(p. 17). Among the stockholders only those who have a majority vote and 
who control the corporation are entrepreneurs (p. 17), yet “The stockholders 
elect the board of directors, who in turn elect the officers and control the poli- 
cies of the corporation” (p. 19). Presumably, the directors are the entrepre- 
neurs even though they may not be stockholders. “Entrepreneurship entails 
. . . financial control” (p. 18). Hence, if bankers, who are not stockholders, 
control the policies of a corporation, they are. entrepreneurs. Entrepreneurs 
receive “economic profits or pure profits” (p. 310). Hence, these bankers, 
though not stockholders, receive profits, and the non-voting or minority stock- 
holders, who are paid dividends, are not entrepreneurs and receive no “eco- 
nomic profits.” Sort of confusing, isn’t it? Why not do as the business world 
does and say that the owners or part-owners of a business are the entrepre- 
neurs, are entitled to receive profits, and are paid all or part of profits in the 
form of dividends in the case of a corporation or profits in the case of other 
forms of business organization? 

Equally confusing is the authors’ treatment of “capital.” Capital is “any 
physical agent of production other than man and natural resources” (p. 292); 
it is “capital goods” (p. 292). It receives a return “commonly called interest” 
(p. 292); yet “not all of the return to capital goods falls into the category of 
interest” (p. 292). Who ever heard of capital goods (for example, a machine) 
receiving interest? Interest is paid to those who lend funds either for produc- 
tive or consumptive purposes. “Capital is said to be saved” (p. 292). Who 
ever heard of a machine being saved? The funds invested in it are saved or 
are based upon savings. Capital “can be produced only by the expenditure 
of labor and the use of natural resources” (p. 292. cf. also p. 303). Pre- 
sumably machines are never produced by the use of machines or other capital 
goods working along with labor and natural resources. The authors state that 
there are two kinds of capital, 7.e., “producers’ capital” and “consumers’ capi- 
tal.” The former “consists of all produced means of production employed by 
entrepreneurs in business undertakings” (p. 293). But they also state that 
‘producers’ capital consists of all material wealth that aids in further produc- 
tion” (p. 293). Presumably land (material wealth), although not produced, 
that is used in furthersproduction is to be classed as “producers’ capital.” “‘Con- 
sumers’ capital . . . consists of [durable] produced means of productions that 
yield utilities directly to their users” (p. 293). “Consumers’ capital” intrigues 
me. “A house owned by the person who lives in it is consumers’ capital”; so 
are “furniture, carpets, and automobiles used for pleasure” (p. 293). I surmise 
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that these goods all receive interest! Wouldn’t it be a lot simpler and much 
nearer the facts of the economic world to state that capital is the funds that are 
used for productive purposes in the hope of obtaining an income in terms of 
money, and that capital goods are the produced physical means of production? 
Thus, a firm uses capital to obtain natural resources, labor, and capital goods 
in order to engage in production, and payments of rent, interest, and dividends 
are made to the owners of capital, and wages to laborers. 

The chapters on price also interested me greatly. We are told that “Neither 
it is true that demand falls off as a result of a rise in price” (p. 64); this is 
prior to a discussion of a demand schedule, yet on page 66 the authors state 
that “an individual buys less freely of a commodity when the price of that 
commodity is high than when it is low,” and on page 65 they declare that “A 
consumer might be willing to pay a dollar a dozen for fresh eggs, but in all 
probability he would sland ready lu (ake only a limited quantity at that figure.” 
Again, “A small change in the price of milk does not affect the consumption in 
some communities, while in others it does” (p. 91). Somewhat confusing! 

Several slight errors occur in the chapter on money and banking. The 
authors state that unlike other units of measurement “the monetary unit is 
itself a fluctuating one” (p. 201). The monetary unit doesn’t fluctuate; its 
value does. Under the law of 1934 the President of the United States was per- 
mitted to reduce the size of the gold dollar by 50 per cent, not ‘50 to 60 per 
cent” (p. 202). The United States is not on an international gold bullion 
standard (p. 202). Our present standard is not international, but national, 
and no notes may be redeemed by the public at the Treasury in gold bullion. 
Federal Reserve notes are not issued by the Federal Reserve banks (p. 204), 
but by the Board of Governors of the Federal Reserve System against security 
put up by the Federal Reserve banks and by them placed in circulation. The 
weight of the silver dollar is not 37144 grains of pure silver (p. 25), hut 
4121% grains of silver %o fine. Gresham was not the first to “clearly state 
Gresham’s law” (p. 205). Oresme did just as satisfactory a job many years 
earlier. In a later section (p. 415) the authors err in stating that there can 
be a par of exchange between a country on a gold basis and one on a silver 
basis. 

The authors follow the lately adopted practice of the economists in listing 
“demand deposits” as money (p. 201), although demand deposits do not 
circulate as media of exchange. It is the checks and drafts that are drawn 
against demand deposits that serve as media of exchange. The authors also 
use the term “currency” to cover all media of exchange that are generally 
accepted, although Congress and bankers use that term only in referring 
to paper money issued under the laws of Congress. The authors go “all out” 
for the Fisherine equation of exchange, stating that it is “absolutely incon- 
trovertible. ... It is a mathematical truism” (p. 232). Space does not permit 
a complete criticism of their position. Suffice it to say that demand deposits 
(M’) are not media of exchange; promissory notes, stocks, bonds, barter, 
all represent purchasing power but do not appear in the equation; and goods 
that are ordered today at current prices (not paid for today with media of 
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exchange), may be paid for months later; hence how can M and M’ used in 
the future affect prices today when they are not in circulation today? Also, 
if the general price level is the sum total of individual prices, and if individual 
prices are determined by supply and demand, cost of production, marginal 
utility, or what-have-you, then why devote thirteen chapters to individual 
prices only to forget all that has been stated therein when discussing the forces 
affecting the general price level? 

In reading the chapters devoted to distribution, 1 at times found myself 
thinking that I was again reading J. B. Clark’s Distribution of Wealth, for the 
discussion of wages, rent, interest, and profits is 100 per cent devoted to the 
marginal productivity approach with many confusing statements thrown in 
for good measure. “Wages are the price paid for labor, and like all other 
prices, they must be explained in terms of supply and demand” (p. 260); the 
“marginal value product of labor is exactly equal to the wages for producing 
the marginal physical product” (p. 263); employers will add additional laborers 
“up to the point where the last additional laborer adds only enough to com- 
pensate them for his wages” (p. 263); “for industry at large wages do 
not determine marginal productivity” (p. 266); “so marginal productivity 
of labor does not depend on the wages paid”? (p. 266); “at the rate of wages 
prevailing” by “substituting capital for labor, the entrepreneur raises the 
marginal product of labor” (p. 266); and wages are “seen to be determined 
... by the physical marginal productivity” (p. 287). Hence, wages determine 
marginal product and they don’t determine marginal product; wages are deter- 
mined by supply and demand; and marginal product varies even with wages 
being given. Sort of confusing! | 

The authors concern themselves almost exclusively with the rent of land, 
devoting only a short paragraph to the rent of a building, and saying nothing 
about the many other things in this world that are rented. The rent of a 
building is carefully segregated into rent, interest and depreciation, wages, 
and possibly profits (p. 280). I am sure that many landlords will be delighted 
to hear of this so as more correctly to make out their income tax returns. Rent 
“is the normal competitive return to land” (p. 280). Sorry, but rent is paid 
to landlords, not to land! “The amount of rent that will be paid for any piece 
of land depends upon the marginal productivity of that land” (p. 282). Yet, 
“They [the farmers] find that rents are fixed by the market” (p. 283). And 
in the case of urban land, “It is the great demand for land that causes it to 
be highly improved and to yield a high rent” (p. 289). Again confusing! 
Furthermore, the authors, as is true of practically all writers on the subject, 
omit consideration of the fact that few, if any, farms are made up solely of 
one grade of land. Why cannot our economists be more practical? 

The chapter on interest opens with the statement that “capital receives a 
return . . . commonly called interest” (p. 292). Capital has never received 
anything; it is the owner of capital, who lends his funds to others, who re- 
ceives interest. According to the authors, interest, the return on “capital 
goods” (“capital”) “is governed by marginal productivity” (p. 294). “In 
‘capital rich’ countries . . . the marginal productivity of capital is likely to 
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he low, and interest rates are likely to be pushed to a very low level” (p. 308). 
“And at any time the rate of interest is determined by the interplay of the 
forces of demand and supply” (p. 307). “Al this contributed to a high degree 
of liquidity, abundance of loanable funds, and so a low rate of interest” (p. 
349). “There are, however, other factors that affect the fluctuations in the rate 
of interest besides the depreciation of money and the fluctuations in prices” 
(p. 352). Some more confusion! 

The chapter on profits, four and three-fourths pages in length, is undeniably 
most unsatisfactory as is true of the treatment of this important subject in 
most elementary economics textbooks. The’ main reason for this deficiency 
is that there still has to be published a first class treatise on profits which the 
textbook writers can summarize or popularize. The authors differentiate be- 
tween what they term “business profits” and “economic” or “pure profits” 
(p. 310). The former rclates to the net carnings of an enterprise after all 
payments plus depreciation have been made. “Economic” or “pure profits” go 
further and in addition deduct all imputed rent, interest, and some profits as 
well as the wages that the entrepreneurs “could earn as salaried managers” 
(p. 310). Even after it had been decided who the entrepreneurs are, and that 
would be no easy task according to the authors’ definition, how would it be 
possible to figure out the salaries that they could earn as managers? I am sure 
that the computation of “economic” or “pure profits,” which the authors present 
on page 310, showing how pure profits are different from business profits, 
would intrigue any businessman, and would justify his accusations about 
“ivory towers.” I am glad that few businessmen read some texts in elementary 
economics. As is to be expected, the authors claim that entrepreneurship 
receives “a share that depends on its marginal contribution to the total value 
product of the firm” (p. 313). But there are no charts and no analysis, such 
as appeared in the chapters an wages, rent, and interest, to show that such 
is the case. “Dosing” the other factors of production with units of entre- 
preneurship is, so they say, no more abstract than the general concept of 
applying doses of land, labor and capital goods, which they admit is an 
“abstraction” (p. 314). 

I hope that the authors and the reader will not think that I have intention- 
ally attempted to take statements out of their context for the purpose of 
showing how confusing some parts of this volume actually are. I have sincerely 
tried to avoid doing so. I should hesitate to use this text in a classroom of 
keen thinking students. 

Tra B. Cross 

University of California, Berkeley 


Religion in Economics—A Study of John Bates Clark, Richard T. Ely, Simon 
N. Patten. By JOHN RUTHERFORD EVERETT. (New York: King’s Crown 
Press. 1946. Pp. xiv, 160. $2.50.) 

This book is an important contribution to an increasingly important field. 

The four case studies are well worth while for their own sake (the fourth is 

Sumner, dealt with in the introduction as a sort of jumping-off ground) but 
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it is the author’s further intention to throw light on the nature of the relation 
between religious tradition and economics regarded as a normative discipline. 
Josiah Stamp’s valuable but little known study of this problem (The Christian 
Ethic as an Economic Factor, 1926) emphasizes the duty of the economist, 
qua scientist, to describe, not to prescribe, and then examines the extent to 
which what is described is or is not factually dependent on a given ethical 
or axiological environment. Dr. Everett approaches the problem biographically 
rather than analytically, thereby reminding us how much of what we take to 
be the “given” element is itself a conceptual structure, subject to the kind of 
change that affects all such structures. 

The study of Clark is particularly useful in exposing the extent to which 
Clark tacitly, but very definitely, postulated the Christian moral order (or his 
own conception of it) as the basis of his economic system. At a time when so 
many of his colleagues were moving away from competition as their major 
premise Clark’s intellectual pilgrimage went in the opposite direction, until 
in The Distribution of Wealth “it would seem that we are again shaking the 
invisible hand of Adam Smith.” But it is well to remember that Smith was 
not a professor of moral philosophy for nothing. He, like Clark, took over the 
Christian values, without which it is difficult to envisage benevolent sympathy 
as part of any “natural” order; and in certain respects Smith’s grasp of them 
was wider than Clark’s, Clark, as Dr. Everett rightly observes, “always as- 
sumed justice to be that which obtains when every man gets exactly what he 
produces.” It is hard to reconcile that with the story of the laborers in the 
vineyard (always a tough one for economists, even those—if any—who read 
Ruskin). In fact, without the distinction between commutative and distribu- 
tive justice it cannot be done. Similarly, Clark’s static theory can hardly be 
reconciled with his religious sentiments unless his use of the expression 
“natural law” is taken in the scholastic rather than the Spencerian sense. Dr. 
Everett gives us a careful analysis of the points in his work at which this 
contrast is critical, and thereby renders a distinct service to Clark’s reputation. 

The quasi-mechanistic tone of Clark’s developed theory would have been 
more acceptable to Sumner than to Ely, and yet in intention Clark was much 
closer to the latter. Dr. Everett attributes to both men the belief “that eco- 
nomics was a science that should concentrate its efforts on studying the actual 
conditions of men so that new ways could be devised for gaining a social 
goal derived from their religion.” That makes it, as MacArthur said of peace, 
essentially a theological problem. Ely’s approach, if the distinction may be 
allowed, was religious rather than theological; but the contrast between him 
and Clark is highly suggestive, especially where it touches the role of the 
state. At that point one can hardly avoid going farther, and Ely did in fact 
go farther. He was always en route, always a seeker; his autobiography 
(Ground under our Feet, 1938) deserves much wider reading than it has had, 
especially by members of the American Economic Association, who would 
find challenge and stimulus in the original discussions there recorded of the 
aims of our society. 

Ely’s unceasing endeavour both to define and to apply the norms of a 
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Christian economics suggests a further contrast with Patten, the relativist 
and ameliorist. Patten’s curious blend of scepticism and optimism had a 
direct effect, which Dr. Everett notices, on the earlier phase of New Deal 
economics; and the issue prompts our author to raise the question how far 
it was really religion that his subjects were fundamentally concerned with. 
“In many ways these authors offer an excellent example of ideological defense 
of the middle class. The middle class of modern times came into existence 
with a fighting faith: a faith in reason and a protest against the non-rational 
elements in early Western Civilization. ... For these men, worship becomes 
nothing more than the public celebration of social solidarity.” Whether or 
no that verdict is wholly fair, the recent utterances of H. G. Wells provide 
a Significant corollary. 

This book is the product of thorough study and serious thought, and the 
King’s Crown Press is to be congratulated on its presentation in pleasing and 
inexpensive format. 

WILLIAM A, ORTON 

Smith College 


National Economies 


Die Deutsche Wirtschaft Zwei Jahre nach dem Zusammenbruch, Tatsachen 
und Probleme, Essays by members of the German Institute for Economic 
Research. (Berlin: Albert Nauck and Co. Pp. 287.) 

Under the title The German Economy Two Years after Collapse—Facis 
and Problems, the German Institute for Economic Research presents the first 
digest of German statistics applicable to the four zones of occupied Germany 
This new organization is the successor of the institute known as Institut.“ 


Konjunkturforschung before the war, which made valuable contributions w 


A 


economic and financial research in Germany during the 1920’s and early 1930’s. ™ 


Although a private organization, the Institute has just recently received a 
grant by the Landerrat, the top body of the German governmental structure 
in the United States-occupied zone. Besides much research work of its own, 
it has, in this book, made use of both military and civilian government statis- 
tics collected after 1945. 

Apart from the physical difficulties connected with such an undertaking 
(disruption of normal economic life after the collapse, restricted communica- 
tions, and shortages of paper and printing facilities), the real problems arise 
out of the lack of any base of comparison and the impossibility of giving 
adequate expression to structural shifts among vital segments of the economy. 
Despite these, within the scope of its program, the book constitutes a valid 
picture of present-day German problems. 

The series of studies contributed by members of the Institute starts out 
with an investigation of the economic effects of territorial losses in the East 
and the West. It points out that, despite the well-known importance of the 
Eastern territories to the food supply of the entire country, one is apt to 
underestimate the resources and industrial capacity of the areas east of the 
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Oder-Neisse line. Thus, of the loss of 27 per cent of Germany’s 1937 bitumi- 
nous coal reserves, fully 15 per cent were located in these eastern territories, 
compared to 12 per cent in the Saar. Of other industries, notable losses affect 
the saw mill, paper and wood pulp, and sugar industries. Furthermore, the 
Netherlands have raised claims to areas with coal and oil reserves near the 
western border. Altogether, the loss of one-quarter of the former area is 
significant not so much per se as in conjunction with the changes in popula- 
tion and industrial capacity. 

Primary among these is the spectacular change in the population structure. 
The loss of the war, with its huge total of killed, maimed, and captured has 
decimated the most productive parts of the population..On the other hand, 
the masses of ‘‘Volksdeutsche” expellees sent to Germany, mostly penniless 
and stripped of their belongings, have actually increased the total population 
of the present area of Germany over the 1939 figure, even though almost all 
of the men between the ages of 15 to 50 were retained. Thus, this increase 
has been accomplished at the expense of a loss of able-bodied men, accentu- 
ated by an excess of over- and under-age groups and women. While the result- 
ant increment in population density brings Germany into the ranks of the 
most densely populated countries of Europe (England, Belgium and Holland), 
it ipso facto prevents their high degree of industrialization because of the 
nature of these population shifts, as evidenced by the scarcity of miners for 
the Ruhr. Even apart from the destruction of heavy industry through war 
damage and reparations removals, the economic recovery of the coming 
decade will be limited by the necessity of creating employment for millions of ` 
women who face a total lack of prospects for marriage. Even the return of 
an unknown number of prisoners of war still in Russian hands will not be 
sufficient to make up for the fact that, among the millions of expellees brought 
back into Germany, there are hardly any able-bodied men. As a result, the 
budgetary load of increased payments for unemployment, sickness, and old- 
age benefits will necessitate high tax rates for a long time to come. 

Some natural relief may develop from the fact that current estimates point 
to a prospective decrease of the present population amounting to almost 6 
per cent between now and 1970. 

The chapter on war damages constitutes a first attempt to tie hitherto 
fragmentary data on the extent of destruction through aerial warfare, ground 
combat, and pillage into prewar estimates of total national wealth. Because 
of the difficulties encountered in establishing comparative price indices, fig- 
ures are presented which estimate the total shrinkage of national wealth 
(including territorial loss) at close to 50 per cent of 1939. These figures are 
far from final. Reparations and restitutions are continuing; and no allowance 
has been made for the effect of requisitions and reparations out of current 
production. Furthermore, it is difficult fully to appraise the ultimate economic 
repercussions; thus, it is estimated that the reduction of double-track rails in 
_the Russian zone to single trackage has resulted in an 80 per cent loss of 
railroad efficiency. 

A separate statistical section attempts to furnish continuity between the 


BOOK REVIEWS 163 


last organized statistics published prior to the end of the war and earlier 
statistics of the occupation period. Under the impact of total war, statistical 
activities had to be sharply curtailed in 1941 and 1942. Materiel and other 
shortages, no less than the increased call-up of men to the armed forces, 
brought about a virtual cessation of what was once one of the more efficient 
governmental reporting services. Likewise, economic developments in many 
fields were kept from the population, particularly figures on money and credit. 
One of the results was that there is now rather wide-spread confusion as to 
the relative amounts of loss between the war and postwar periods. Many 
Germans today are still unaware of the fact that the last year of the war, 
and particularly the -military penetration of Germany, gave a tremendous 
impetus to the rate of loss. The fanatical last-ditch stand of the Nazi armies 
was reflected in the last-minute slaughter of hundreds of thousands of head of 
horses and cattle; close to one-half of the total destruction wrought in large 
cities; the blowing up of thousands of bridges; and the issuance of almost 
20 billion marks worth of currency. Nevertheless, postwar statistics reflect 
the tremendous additional declines, eveh from these low levels, in every field 
of economic life subsequent to VE-Day. In terms of 1946 price levels, total 
industrial production of occupied Germany, including Berlin, is now more 
than 25 per cent below the bottom reached during the 1932 depression. 

The volume next passes to a review of three key problems of the German 
economy: food, industrial production, and coal. Here again, statistics alonc 
are not able to follow the intricate interlock of the several problems. This 
inter-relationship must be understood to appreciate the economic reasoning 
behind the shift away from the Morgenthau plan which our German policy 
has had to execute since 1945. With the loss of the eastern territories and the 
lack of farm machinery, fertilizer and seed, no intensification of agriculture 
has been possible; and agricultural output could not be increased in any other 
way. Industrial production, in turn, not only depends on coal supplies from 
the Ruhr and food for its workers; but, in turn, must supply the mines with 
badly needed replacements for worn-out equipment and machinery, not to 
mention urgent needs of miners for food, housing and clothing. The demili- 
tarization program laid down at Potsdam adds further to these difficulties; 
since, in the absence of a system of key-point controls over strategic indus- 
tries, the singling out of war industries becomes illusory with the concept of 
total war. Elimination of heavy industry, particularly in the machine tool 
field, bases any future substantial production increase upon larger imports. 
These, in turn, can now only be paid out of the products of remaining light 
industries. Trade analysts are beginning to see the impossibility of achieving 
a lasting German export surplus out of light industries, where competitive 
conditions and dollar shortages have already taken the edge off postwar 
demand. 

A separate chapter takes up the significance of the standard of living set 
for Germany by the Potsdam Agreement and, indirectly, by the level-of- 
industry plan of March, 1946 (revised meanwhile). The actual fixing of an 
“average European standard of living” as a base of comparison must take 
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account of any number of imponderables, such as relative standards of hous- 
ing, clothing and nutrition. In the latter field, for instance, estimates of caloric 
content alone are entirely inadequate in the long run, since they present only 
a partial picture of food values. For instance, the contrast between town and 
country diets, not brought out by figures on average rations, grows sharper 
each day. Lastly, it seems hazardous to derive standard-of-living indices from 
statistics on national income or national product, as, with the lack of con- 
sumers’ goods, tangible wealth in the hands of consumers today is probably 
a more potent factor than either of these. 

The last portion of the volume is devoted to a discussion of the monetary 
and financial problems of the German area. It is by now well known how the 
“ailent” method of war financing resulted in an overloading of banks and 
insurance companies with government debt, instead of using the latter to 
reduce the pressure of unspendable funds in the hands of the public. Simul- 
taneously, there has been an even larger proportionate increase in the amount 
of currency in circulation. This entire monetary “overhang” has remained in 
existence in the Western zones; whereas in the Russian zone and Berlin, all 
pre-VE-Day bank deposits were blocked, although currency remained un- 
affected by this order. It is this excessive volume of money which today 
hampers both production and distribution, and which is responsible, probably 
more than any other single factor, for the preponderance of the black market. 
Sharply increased tax rates have resulted in balanced budgets throughout 
the United States zone by 1946/47; but these high tax rates are often quoted 
as a further deterrent from legitimate productivity and do not restrain the 
black-market operator. 

There follows a discussion of several plans for currency reform brought ' 
forward by the occupation powers (notably, the United States-sponsored 
Colm-Goldsmith plan) and by German experts. In addition to the divergence 
between the various approaches as such, there is much disagreement on the 
timing of the action: whether currency reform appears practical before higher 
production levels are reached; or whether currency reform must precede any 
attempt to increase the latter. To provide maximum production, currency 
reform alone will probably be insufficient unless accompanied by a scheme 
for the equalization of war damages to provide investment capital for the 
replacement of destroyed plant. Most of this equalization must become a 
charge against the remaining real property. To what extent such a plan 
which involves a redistribution of wealth may be realized without outright 
socialization is among the more stimulating problems brought out by this 
treatise. 

The initiative shown by the Institute in gathering and interpreting working 
statistics to elucidate these problems is an indication of the resourcefulness 
with which some of the more progressive elements of present-day Germany 
face an uncertain future. It augurs well for the success of the quarterly eco- 
nomic review which the Institute plans to begin publishing in the near future. 

ADOLPHE J. WARNER 

Berlin, Germany 


BOOK REVIEWS 165 


American Tariff Policy towards the Philippines, 1898-1946. By PrEpro E. 
ABELARDE. (New York: King’s Crown Press. 1947. Pp. viii, 233. $2.75.) 


Professor Abelarde’s book, except for the last chapter, was printed in the 
Philippines on December 7, 1941—the very day on which Japan launched its 
attack on the Islands—and all copies of the book appear to have been de- 
stroyed in the sack of Manila. Professor Abelarde led such a precarious 
existence during the Japanese occupation of the Islands that he was unable 
to resume work on his book until the end of hostilities. In 1945, he returned 
to America and “found work in a New York department store during which 
time he rewrote his book and added the final chapter thus bringing it up to 
the day of Philippine independence.” 

The stated purpose of the book is “to show the role of the Congress of the 
United States in handling tariff legislation for the Philippines.” The history 
of this legislation is reviewed for five major periods: (1) August 20, 1898 
to March 8, 1902, when the Islands’ tariffs were under jurisdiction of the 
United States Military Government; (2) March 8, 1902 to August 5, 1909, 
the interval during which the United States Revenue act of 1902 governed 
the rates of duty applicable to. United States imports from the Philippines as 
well as the Philippine duties applicable to imports from both the United 
States and foreign countries; (3) August 5, 1909 to October 3, 1913, the 
period during which the United States Tariff act and the Philippine Tariff act, 
both dated August 5, 1909, were in effect; (4) October 3, 1913 to May 1, 1934, 
an interval during which Philippine tariffs, and United States tariffs applicable 

‘to Philippine imports, were not changed much from those which prevailed 
in the preceding period; and (5) May 1, 1934 to July 4, 1946, a period marked 
by several important developments commencing with Philippine acceptance 
of the Tydings-McDuffie act (commonly known as the Philippine Independ- 
ence acl) and culminating in the birth of the Philippine Republic on July 4, 
1946. Appendixes of the book reproduce selected sections of the United States 
Tariff acts of 1909 and 1913 and of the Tydings-McDuffie act; they give also 
a series of abbreviated statistical tables pertinent to United States-Philippine 
trade. An extensive bibliography follows the appendixes. 

During the period of military occupation of the Islands (1898-1902), 
Philippine products entered the United States and American products entered 
the Philippines on the same tariff terms as imports from other foreign coun- 
tries. The United States Revenue act of 1902 granted imports from the 
Philippines a reduction of 25 per cent from full United States duties, but 
United States products imported into the Philippines did not at that time 
recelve preferential tariff treatment. Reciprocal free trade, subject to minor 
restrictions, was instituted under the United States and Philippine Tariff acts 
of 1909; and under the Philippine act, insular export duties were abolished 
on shipments to the United States. Subsequent tariff acts of the United States 
—those of 1913, 1922, and 1930—modified only slightly the reciprocal free- 
trade relations between the Islands and the United States. Commencing in 
1934, however, Congress passed a number of laws which had important effects 
on United States-Philippine trade: the Philippine Independence act, the Jones- 
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Costigan act (absolute quotas on sugar), the Revenue act of 1934 (processing 
tax on coconut oil) and the Cordage act of 1935 (absolute quota on cordage). 

United States-Philippine trade was at a standstill from the latter part 
of 1941 until the establishment of the Philippine Republic in July, 1946. 
Trade relations between the two countries are now governed by the Philippine 
Trade act of 1946. Under the provisions of that act, reciprocal free trade 
(subject, however, to several quota limitations) is to continue until 1954, 
following which preferences are to be gradually eliminated over a twenty-year 
period, 

Professor Abelarde discusses in detail the positions taken by various com- 
mercial and political groups which have influenced United States economic 
policy toward the Philippines. For all but the most recent legislation bearing 
on United States-Philippine trade relations, he analyzes hearings before Con- 
gressional committees; he identifies the major pressure groups; and he 
interprets their apparent motives. However, his treatment of the Philippine 
Trade act and the Philippine Rehabilitation act, both of 1946, is wholly super- 
ficial. The origin of the legislation is not correctly stated; the issues involved 
and alignments of interest are not adequately set forth; and the consequences 
of the legislation are not properly assessed. The book concludes with the com- 
fortably ambiguous admonition that “Philippine and American statesmen 
have an obligation to deal with the problem of American-Philippine rela- 
tions in such a way as to assure the continuance: of good feeling between the 
two peoples, and the preservation of the Philippines as a real beachhead of 
democracy in the Far East.” 

Professor Abelarde’s principal sources of material are the Congressional 
Record, House of Representatives reports, and Senate documents, all of which 
he cites with excessive frequency or quotes at undue length. There appears, 
moreover, to be little correlation between the space which Professor Abelarde 
devotes to consideration of any particular issue and its significance. For ex- 
ample, -he attaches sufficient importance to a minor, but somewhat lengthy 
and detailed, provision of the Payne-Aldrich act of 1909 to reproduce it in 
toto (pp. 106-7) and later to give a résumé of it (p. 108) in his summary of 
the section. The provision referred to sets forth the conditions under which 
United States goods shipped to the Philippines were entitled to duty-free entry 
when such goods “were unpacked while ex route by accident, wreck or other 
casualty, or so damaged as to require repacking. .. .” In vivid contrast, Pro- 
fessor Abelarde devotes little space to his analysis of the Philippine Trade 
act of 1946—the act which is to govern United States-Philippine trade rela- 
tions until 1974, His failure to delve more deeply into this piece of legislation, 
as well as into the Philippine Rehabilitation act of 1946, may possibly stem 
from his incorrect surmise (p. 190) that they derived their substance from 
inquiries of the Filipino Rehabilitation Commission. That Commission had 
little or nothing to do with the preparation of those acts. £ 

Professor Abelarde presents only a sketchy analysis of the economic impact 
on the Philippines of United States tariff policy. Also, such economic observa- 
tions as he makes are not always correct. For example, he states (p. 141) that 
the duty-free entry into the United States of Philippine coconut oil and desic- 
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cated coconut gave an advantage to these products “‘. . . equivalent to the 
amount of the [United States] duty.” Neither of these products, but more 
particularly coconut oil, has benefited to such an extent. 

The substantive deficiencies of Professor Abelarde’s study, together with 
other deficiencies which more severe editing might have remedied, militate 
against recommending the volume. The student who is already familiar with 
United States-Philippine trade relations will learn little from it that is new; 
the novice can advantageously acquire his information elsewhere. - 

BEN DORFMAN 

Washington, D.C. 


Le Relévement Economique et Financier de la Hollande—un Succés du Di- 
rigisme. By Epouarp Sixz. Centre d’Etudes de Politique Étrangère pub. 
no. 2U, (Paris: Paul Hartmann. 1947. Pp. 101.) 


This booklet, based on data up till September, 1946, intends to give a survey 
of the reconstruction policy of the Dutch government, which the author con- 
siders to be “a success of planning.” The main emphasis is laid on the financial 
measures, particularly the replacement of the old notes by the new ones and 
the blocking and subsequent deblocking of bank balances. The other aspects 
of the reconstruction policy are dealt with somewhat more briefly, presumably 
since at the date the book was published it was not yet possible to say very 
much on the effects of thesc other measures. It must have been difficult for 
the author to make up his mind as early as he did; even at this moment (fall, 
1947) it is still difficult to judge the wisdom and the comparative success of 
the reconstruction policy of any country. 

Generally speaking, the facts and figures communicated are correct. There 
are some misunderstandings, e.g., when it is said that “an absolute priority is 
given to the needs of the civilian population” (p. 14) ur when il is said that 
“the increase in wages was not permitted to surpass 125 per cent of the 1940 
level” (p. 55), where the intention is that (at that time) the level was not 
permitted to surpass 125 per cent. Sometimes the interpretation of a figure 
given by the author would seem incorrect, e.g., where it is stated that betwecn 
January and February, 1946 industrial production fell by 10 per cent (p. 9); 
here it is overlooked that February is a shorter month. Moreover, the author 
has had bad luck when reproducing Dutch names, half of which have been 
misprinted. These are, however, details. The general judgment of the author 
concerning the Dutch policy seems to the present reviewer to be justified, with 
the qualification that it can only be a provisional judgment, considering the 
short interval elapsed since the liberation of the Netherlands. Somewhat more 
emphasis could have been given to the favorable results of the wage and price 
policy as compared with Belgium and France. On the other hand, the diffi- 
culties in the Dutch export situation at the time the booklet was written would 
_ seem to be somewhat underestimated. On the whole, however, the reader of 
this essay gets a fairly complete survey of the economic policy until the end 
of 1946. 

J. TINBERGEN 

The Hague, Netherlands 
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Economic Systems; Postwar Planning 


Man and the State: Modern Political Ideas. Edited by WILLIAM J. EBEN- 
STEIN. (New York: Rinehart. 1947. Pp. xvi, 781. $5.00.) 


This volume, edited by a careful and experienced student of politics, dis- 
plays an extremely intelligent approach to the age-old problem of man’s rela- 
tion to the state. The major political ideas of the modern western world are 
presented in four sections—“The Foundations of Democracy,” “Anti-demo- 
cratic Thought,” “Capitalism, Socialism, and Planning,” and “From Nation- 
alism to World Order.” The arrangement is such that coherence and unity is 
imparted to the book as a whole. 

Editors are always confronted with a serious problem of selection. Eben- 
stein has met the challenge by choosing meaningful and significant selections. 
He has, of course, included excerpts from most of the familiar names in 
political theory from Machiavelli to Laski. But he has also ranged far and 
wide to bring together portions of such material as Brandeis’s testimony be- 
fore the Commission on Industrial Relations, Justice Van Orsdell’s opinion 
in the case of Children’s Hospital v. Adkins, an address by Bolivar before 
the Venezuelan Congress, the final statement of the T.N.E.C., and the report 
of Senator Kilgore’s Subcommittee on War Mobilization. Some of the ma- 
terial, as for example, Benda’s discussion of democracy’s abuse of individual- 
ism, has been made available in English for the first time. 

In the brief introductions preceding each chapter, Ebenstein succeeds in 
placing the men and ideas to be presented in their historical context. Democ- 
racy in the first section and socialism in the third are treated as expressions 
of an optimistic faith in both the perfectibility of man and the power of 
reason. In contrast, antidemocratic thought, it is argued, is predicated upon 
a denial of man’s perfectibility as well as a firm belief in the helplessness’ of © 
reason. He does not hide his bias; he is on the side of democracy, planning 
and the English brand of socialism. Nevertheless, by putting forth the ablest 
spokesmen for economic individualism, revolutionary Marxism, and govern- 
ment by an élite, he presents these viewpoints in their most favorable light. 

Economists will probably be most interested in Part III of the volume, the 
first chapter of which includes selections from Locke to Hoover in defense 
of the principle of private property. In the next two chapters, revolutionary 
Marxism is juxtaposed against the British conception of gradualism. Teachers 
of economics will find the last two chapters of Part IH the most valuable for 
their classroom purposes. In the first of these, proponents and opponents of 
centralized economic planning battle in defense of their respective positions. 
In the final chapter of this section, entitled “Economic Threats to Freedom,” 
Ebenstein presents criticisms of business excesses by Brandeis, Veblen, Bever- 
idge and others. It is at this point in the volume that economics and politics 
meet and we come to realize that political forms and institutions are valuable 
only in so far as they lead to freedom, the substance, if not the shadow of 
which, must include economic freedom. 

The following are suggestive of the few details in which the editor has 
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opened himself to criticism. Rousseau’s general will, for example, is treated as 
a bulwark of democratic thought whereas much recent scholarship holds that 
it is just as tenable to view the general will as the tyrannical mechanism by 
which men are forced to be free, The term “communist” is used in the sense of 
revolutionary Marxist of the period 1848 without regard for the fact that old 
terms require a new meaning in the light of the events of recent years. By 
citing the statistics on the annual immigration quota according to the country 
of origin under the caption “U.S. Race Arithmetic,” Ebenstein tends to con- 
fuse race with nationality. 

These criticisms are, however, secondary. Ebenstein’s volume of readings 
will be found exceedingly useful in both political science and economics 
classes. The general reader who is interested in the interlocking interests of 
economics and politics will find here a mine and a storehouse of ideas on an 
exceedingly iniportant and perplexing problem. 

Jutes KoLopny 

New York University 


Quelques Problèmes Economiques d’une Société Collectiviste. By JOHAN 
KAUFMANN. (Geneva: Guerry. 1945. Pp. 166.) 


About twenty-five years ago socialists realized that a collectivist state would 
be faced with the economic problem of allocating resources. Under the impact 
of the denial by von Mises that a socialist state could solve this problem, 
theorists have been sharpening their economic tools in attempts to find solu- 
tions. Their results have been embodied in a multitude of articles and books. 
Dr. Kaufmann’s thesis, Quelques Problémes, is an attempt to give an overall 
critical appreciation of these writings. 

The collectivist society with which Dr. Kaufmann is concerned is defined 
as “a system in which the means of production are utilized—in accordance 
with certain general rules—for the benefit of the community which owns them, 
and in which the freedom of choice in consumption and work exists” (p. 5). 
The main problem with which he concerns himself is the narrow onc of “the 
formation of price in a collectivist society.” The prohlems of achieving par- 
ticular ends are extraneous to the study. These latter questions involve norma- 
tive judgments and too many other non-economic considerations. There is 
only a brief discussion of the macro-problem, in Chapter XII. 

The basis on which the von Mises school regards the economic problems of 
a socialist society insoluble is outlined in Chapter IT. Apparently the economic 
calculus is the major problem for the socialists. The solutions which are sup- 
posedly independent of price are first considered (Chap. HI). For this pur- 
pose, Dr. O. Neurath, Karl Marx, and O. Leichter are selected as representa- 
tive of three broad schools of thought. Dr. Neurath’s metaphysical daydreams 
are given no less attention than they deserve. Of necessity, Marx, who essen- 
tially did not offer a solution, is treated only briefly. Leicher is shown to have 
failed to understand the problem involved. 

As in all good anthologies of socialist thought, Barone’s mathematical solu- 
tion is offered (Chap. IV). This is followed by Miss Tich’s. Although con- 
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sidered conceptually sounder than the solutions offered in Chatper III, in 
practice these are not amenable to a priori solutions. On the whole they are 
impracticable. 

The following chapter deals with two major types of pseudo-competition: 
(a) the case in which the economy is organized on the basis of industry and 
in which competition takes place between these industries; and (b) the case 
in which the firms compete with one another. The treatment is very light. The 
major criticism is based on the arguments of the von Mises school and Hayek, 
in particular. 

The writings of such men as Taylor, Lange, Dickinson, Hall aud Hawtrey, 
are reviewed in Chapter VI. Because of their more vigorous application of the 
tools of economic analysis, they deserve the more extensive treatment which 
they receive. The systems presented in this chapter are characterized by two 
factors: (a) successive trials, and (b) the utilization of the principle of im- 

-putation, Lange’s use of opportunity costs and accounting prices is presented 
as the basis for further discussion. On the whole it is held that the basic rule 
must be that price must equal marginal costs. 

Dr. Kaufmann rightly points out that Hayek’s criticism of these systems is 
partly vitiated by the fact that he argues on a different plane. The latter pro- 
poses practical difficulties into which these socialist models would run as 
though capitalist systems operate completely according to model. For three 
reasons Dr. Kaufmann excludes these models from the category of pseudo- 
competition: (1) the initiation and/or cessation of an economic activity is not 
always decided on the basis of profits or losses; (2) price is determined strictly 
by certain rules; and (3) many of the peculiarities of imperfect competition 
do not exist. 

Having dealt with the central problem, Dr. Kaufmann then deals with cer- 
tain other i issues, The personal, as distinguished from the functional, distribu- 
tion of income is taken up first. In the main he deals with the suggestions of 
Hall and Lange, though a nymber of other methods are also treated. In the 
latter part of the chapter the hoary problem of incentives is discussed. 

In dealing with functional distribution Dr. Kaufmann treats only rent 
(Chap. VIIL) and interest (Chap. IX). It is generally concluded that both 
interest and rent must be calculated and charged in the allocation of resources. 
The necessity of interest as a payment for savings is disclosed to be a much 
more debatable topic among economists. 

In the consideration of the “rule of marginal costs” (Chap. X), Dr. Kauf- 
mann discards the arguments that price should be determined by the equality 
of marginal revenue and marginal cost, and that it should equal average cost. 
In spite of the difficulties which he raises, he accepts the “price-equal- 
marginal-cost” theory. 

He is led to the conclusion that a socialist system can be made to compare 
favorably with a capitalist system. But even here he hedges by raising the | 
question as to whether or not the socialization of the means of production in . 

-jtself would be unfavorable to general well-being. 
In view of the objective of Quelques Problémes, it is not too surprising that 
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it contains little that is original or that the whole book is devoted to presenting 
the arguments of one set of authors, and rebutting them by quoting, para- 
phrasing, or rehashing in some other way another set of authors.. On the 
whole, the arguments are well presented. But only on comparatively rare occa- 
sions is the reader allowed a glimpse into the author’s own mind. As a conse- 
quence, the book has little to offer to those already acquainted with the litera- 
ture on socialism. However, it is good as a summary of the controversy and 
can be useful as a guide to more intense study by those who read French 
easily. 
Morris MENDELSON 
Cornell University 


National Income and Product; Income Distribution; 
Consumption Statistics 


Production in the United States, 1860-1914. By Epwin Fricxrey. Harvard 
Econ. Stud., Vol. LXXXII. (Cambridge: Harvard Univ. Press. 1947, Pp. 
xiii, 257. $4.00.) 

This volume is largely an appendix to Professor Frickey’s monumental 
Economic Fluctuations in the United States. But as a lucid analysis of his 
indexes of manufacturing production and of transportation and communica- 
tion, it is a valuable reference work in its own right. Having had occasion to 
examine some of the basic economic data available over the period from the 
Civil War to the first World War, this reviewer can testify to the extreme care 
and great ingenuity with which the indexes have been developed and inci- 
dentally to the prodigious labor involved. Undoubtedly they will long be used 
as the “definitive” composites for the half-century which they cover. 

Four chapters of the volume are devoted to descrihing the index for manu- 
facturing along with those for various industrial subgroups. Three are con- 
cerned with the transportation and communication indexes, and one with “an 
index of industrial and commercial production.” Finally, there is a set of 
appendices describing constituent series, derivations of weights, and sundry 
technical details. The manufacturing indexes are shown annually and the 
composite is adjusted for secular trend. The transportation and communication 
indexes are also shown annually and in addition are given monthly with ad- 
justment for seasonal variation. Thus they are of special interest to business- 
cycle analysts. 

Two of Professor Frickey’s decisiéns call for comment. First, it seems to this 
reviewer that in his efforts to include only the most reliable series and to use 
only those series available for nearly all the period, he has been too rigid 
in his selection. There is no list of the series that were examined and rejected 
for one reason or another so that it is not possible to judge exactly what his 
Criteria were. 

Several series that could have been included, but were not, come readily to 
mind. Within the food subgroup, for example, it would have been possible to 
put together usable annual data for manufactured dairy products such as 
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butter, cheese, and condensed and evaporated milk. Also indirect. measures 
provided by various slaughtering series could have been used to represent meat 
products. Even though these series may not be of the same order of reliability 
as the ones selected, they would add considerable variety and weight to the 
food subgroup which, as developed, contains only wheat flour, refined sugar, 
coffee and cocoa. Similarly, it would have been possible to develop annual 
lumber series prior to 1904 rather than just using the data for the decennial 
census years prior to that date. This would seem to provide a better alterna- 
tive than having no annual lumber index prior to 1904. How a more liberal 
policy concerning the selection of basic series would have affected the mouve- 
ments of the index for total manufacturing cannot readily be ascertained. At 
the very least, however, an intensive examination of such supplemental data 
might throw some light on the somewhat disturbing differences one finds in the 
years after 1899 between Professor Frickey’s ne index and those 
of other investigators, such as Fabricant. 

Second, this reviewer was perplexed as to the meaning of the “index of in- 
dustrial and commercial production.” Arithmetically, this index is a geometric 
average of the production and transportation and communication indexes. Its 
economic meaning, however, is far from clear. By implication, it apparently is 
intended to cover industrial and commercial production as a broad economic 
entity. If so, presumably one or more of the indexes is supposed to represent 
activity in industries other than those directly measured, a supposition of 
doubtful validity. If, on the other hand, the combined index is simply a 
measure of the output of the industries concerned, the combination might 
better have been made by using value added weights or approximate equiva- 
lents as was generally done in combining sub-indexes. 

These observations, of course, are largely matters of personal opinion and 
should not be taken to reflect upon the basic merit of Professor Frickey’s 
work. Throughout the volume there is every evidence of sound techniques and 
cautious analysis. Moreover, the complete description of methodology and the 
discussion of possible biases in the results are models which all developers of 
new economic series would do well to copy. 

WiritiAm H. SHaw 

Washington, D.C. 


Public Finance; Fiscal Policy; Taxation 


Economics of Public Finance, By Epwarp D. ALLEN and O. H. BROWNLEE. 
(New York: Prentice-Hall. 1947. Pp. xvi, 535. $5.35.) 


This book represents a well-planned attempt to provide a practical, well- 
rounded approach to the currently pressing problems of public finance from 
the point of view of welfare economics. The discussion is focused on the ob- 
jectives of securing full employment, of promoting the rational and efficient 
allocation of resources, and of equalizing the distribution of resources among 
individuals. To this end the authors have set forth the general outlines of 
public policies and institutions that bear on welfare from the overall financial 
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angle, have analyzed their operations, and have examined and appraised a 
wide variety of proposals and suggestions. Throughout they have presented 
their own views frankly; the general attitude is one of willingness to. ex- 
periment and introduce such innovations as appear to have warrant in eco- 
nomic theory; the point of view is of a progressive liberalism with which this 
reviewer finds himself in general agreement. Yet, as is perhaps inevitable in 
a comprehensive text, these views are sometimes expressed with a paucity of 
supporting argument that borders on dogmatism. And the success of the bold 
excursions into new territory, hitherto but inadequately covered in public 
finance texts, is dimmed by some significant misstatements concerning basic 
facts and the complete omission of some fairly important items. 

The volume is divided into five main parts. The first consists of two chap- 
ters, one devoted to a discussion of the role of government in the economy, 
the other covering the development and present dimensions of our tax, ex- 
penditure, banking and debt structure. 

The second part consists of a discussion of the relation between fiscal and 
monetary policy and full employment, including a chapter on the relation of 
the monetary system to full employment; one on the private institutional fac- 
tors affecting full employment, such as technology and monopoly; one on the 
use of “non-budgetary” methods to produce full employment (7.e., banking 
policy, purchasing policy, monetary policy); a fourth on the use of deficits 
and surpluses; one on the practical problems of forecasting, timing, and the 
actual operation of the controls; and a summary chapter on full employment 
policy as a whole. 

A third section consists of a chapter discussing the basis upon which de- 
cisions should be made as between private and governmental use of re- 
sources; and a chapter on the effects of fiscal policies on the personal dis- 
tribution of income. 

The fourth and largest section covers the more usual topics of public 
finance: after an initial chapter on overall considerations concerning taxation 
and a chapter on incidence, the eight following chapters are devoted to spe- 
cific types of taxes, with two chapters each on the personal income tax and 
the property tax, and four chapters devoted respectively to business taxes, 
commodity taxes, succession taxes, and special benefit revenues. This section 
concludes with two chapters on the public debt: one on overall effects and 
policies and the other on the manipulation of maturities. 

A fifth section on intergovernmental fiscal relations includes a descriptive 
chapter covering the various devices that have been developed in this field and 
a final chapter appraising these and various proposed co-ordinating devices. 

In the execution of this excellent plan, the authors have turned in a very 
uneven performance. At times novel ideas are presented in a way that will 
appeal to the student and give him a genuine insight into the problems he is 
studying. But at other times the logical relationships become extremely 
muddy, and many of the statements, if not actually wrong, are bound to be 
confusing to the uninitiated. As a horrible example, the authors manage to 
turn the simple fact that gift taxes are paid from funds other than those in- 
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cluded in the gift into the following verbal maze: “. . . in determining the gift 
tax, the tax which would be due on a certain gift base is first computed, and 
then deducted from this base in determination of the actual gift-tax base. It is 
on this base that the actual gift-tax liability is computed” (p. 361). It may 
puzzle the student for a bit, also, to read that “where personal income taxa- 
tion is involved, the question whether or not capital gains should or should 
not be taxed is largely irrelevant, since the receipt of the gain is definitely an 
addition to the economic power of the individual” (p. 250). The student who 
comes suddenly against the bald statement that “These [severance] taxes 
. .. are unquestionably shifted forward to purchasers, in whole or in part” 
(p. 306), might well like to have some supporting argument for this “un- 
questionable” truth, but nothing of this sort is given, either here or in the 
chapter on incidence. 

More serious is the failure to bring together a complete and logical sum- 
mary of the various aspects of full employment policy. The material is all 
there, either directly or by implication, but it will be the rare student who 
will get from this book alone any articulated conceptions of the relations 
between employment and the various policies considered. While the general 
+ effects of various possible combinations are discussed, and while in connection 
with extra-budgetary policies, the idea is developed that monetary policy 
alone may not be enough (p. 89), the elementary factors involved are not 
brought to a sharp focus. Indeed, in a summary on page 127, the influence of 
government fiscal policy on markets is attributed entirely to (1) “influencing 
the money supply” and (2) “altering the distribution of disposable income.” 
This rather leaves out in the cold any effects that might be directly attribut- 
able to giving the individual, in exchange for his contribution to government 
funds, an engraved piece of paper called a bond instead of a printed slip 
called a tax receipt. Possibly the authors would maintain that the effect on 
employment of such a shift in policy would be negligible (or perhaps that no 
` effect would result until the bond is somehow turned into money), but if so, 
Keynes would seem to have written in vain. Possibly in a field that has de- 
veloped so recently and so rapidly as has fiscal policy, it is too much to 
expect that the complex whole should be developed from combinations of 
simple elemental parts, but until this is done fiscal policy will continue to be 
a confusing mystery to the average student. Until such a book is written, 
this section on fiscal policy may well be a fairly acceptable and possibly 
the best available introduction to problems of fiscal policy, though it will 
require careful supplementing from the instructor. 

The authors do rather better with the older portions of their subject, but 
even here there are some rather awkward lapses. The welfare aspects of de- 
cisions to undertake government expenditure are discussed very thoroughly, 
both with and without full employment; but then we come to the remarkable 
statement that “. .. government ... could conduct its operations in such a 
way that price and marginal cost were equated. All of its costs of producing 
a particular good or service would be covered if it followed this rule” (p. 
153). Indivisibilities and decreasing cost industries are thus casually excluded 
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in a way which seems to indicate that if, as the authors claim in their preface, 
they were “influenced by our contacts with the works of Abba P. Lerner .. .”, 
they nevertheless failed to grasp one of his basic ideas. 

Specific taxes are handled rather well, and the authors present a more 
complete and rigorous analysis of the effects of excises on the allocation of 

. resources than is usually found in texts of this kind. To one with a strong 
Methodist background, however, it is rather startling to find the repeal of 
liquor and tobacco taxes considered to have the same merit as that of mar- 
garine taxes: this sounds a bit like a faint echo of the Amies butter battle 
(pp. 347, 509, 510). There appears to be no mention of pyramiding: per- 
haps the authors do not believe in it, but even so this notion is sufficiently 
widespread to merit some attention. In the discussion of the property tax, 

~ we find Henry George and the idea of unearned increment dismissed with a 
brief mention (sic transit!) (pp. 420, 434). Nor in the discussion of classifica- 
tion of property is there any consideration of the derating of improvements. 
This reviewer wonders whether the time has yet come to write R.I.P. over 
this burning issue of the past century. Also noteworthy is the absence of any 
mention of capital levies or taxes based on net worth. 

The final section on intergovernmental relations is on the whole about as 
good a discussion of this subject as could be expected in the space allotted. 
The index, however, proved a broken reed more often than not when used in 
attempts to locate specific discussions. 

The authors have, by and large, made an excellent choice of what ought 
in general to be included in a book on the broad problems of public finance. 
But in filling the prescription they seem at times to have ventured beyond 
their depth. Sole reliance should not be placed on this book, either for self- 
instruction or for use as a text to be followed closely. But if the instructor 
is prepared to lead his class carefully around the many pitfalls, this book 
may prove a source of stimulating new ideas around which to develop discus- 
sions. Thus carefully used, this book is likely to be more relevant to present- 
day problems than less vulnerable texts which do not venture so far outside 
the traditional confines of public finance. 

WILLIAM VICKREY 
Columbia University 


How Should Corporations be Taxed? A symposium conducted by The Tax 
Institute, December 6 and 7, 1946. (New York: Tax Institute. 1947. Pp. 
xii, 250. $4.00.) 

This volume brings together papers covering a wide range of viewpoint 
and of competence presented by nineteen participants in a symposium on 
the Federal Corporation Income Tax held late in 1946. Such symposia 
are often difficult to bring to a sharp focus, particularly where the problem 

\ presents many aspects and provokes widely divergent points of view, 
and in spite of the well-conceived outlines of the program, the success of the 
Symposium in this respect is not outstanding. There is a little of almost 
everything, but the student looking for a thorough analysis of problems of 
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corporate taxation will not find it here, though he will find among the papers 
two or three moderately well-rounded statements of specific aspects of the 
problem. On the other hand, a reader looking for a wide range of ideas and 
views will find here a fairly diversified sample. 

Indeed, much of the book is not so much a symposium as a collection of 
debates. For example, on the basic question as to whether there is a place for 
a tax on corporations as such, we have answers ranging from an emphatic 
yes, chiefly on the ground that the corporation is a legal person with ability 
to pay (Matthew Woll), to various more equivocal positions such as: that 
the matter isn’t actually as bad as it looks at first sight, needs correcting, 
but requires further study (Richard Goode); that in principle there should be 
no corporation tax, but the public demands one and the economy has become 
accustomed, or even addicted, to it, so that any withdrawal should be gradual 
(H. Christian Sonne); and a logically not very well sustained argument that 
the corporation should be taxed, but that dividends received by individuals 
should be exempt from the “normal” or lowest bracket rate (John Con- 
nolly). 

In a section devoted to the taxation of small versus large businesses, 
Harold R. Bowen suggests an optional partnership treatment for corpora- 
tions meeting certain specifications as a way of easing the way for small 
corporations to develop and secure capital for expansion, as well as making 
some progress towards the abolition of the corporation tax. Keith Butters, 
however, brings forth some interesting figures to show that such an option 
might not in practice provide any real relief for small businesses in any but 
a very few cases, and suggests again that a dividend credit or exemption 
from the initial bracket rate be allowed to stockholders. Alfred Buehler 
examines proposals to promote competition and control monopoly by means 
of taxation and concludes with regret that the suggestions appear unwork- 
able. 

In a third section devoted to considering certain special problems of the 
taxation of corporations, Thomas N. Tarleau goes into the woes of the tax- 
payer confronted with the threat of assessment with penalty surtaxes for undue 
accumulation of profits, but without coming to any conclusion as to what 
should be done other than to advise the taxpayer to watch his step. M. L. 
Seidman examines the proposition that the present tax discriminates against 
bond financing, and finally suggests as his preferred remedy the same 
exemption of dividends from the bottom rates of the individual tax as was 
advanced by Connolly and Butters. Methods of extending the annual ac- 
counting period, including averaging and carry-back and carry-forward of 
losses, are treated in a paper by Norris Darrell, with carry-foward favored 
as the preferred solution by reason of the needs of new businesses, but with 
no mention of the countercyclical properties of carry-backs. W. L. Hearne 
makes out a defensible case for more liberal depreciation and charging-off of 
capital outlays, coupled with an interesting but self-defeating claim that tax- 
payers will so misjudge future tax rate trends as to hang themselves with 
the extra latitude anyhow so that revenues would increase rather than 
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diminish. He also argues for the continuation of the special extra depletion 
allowances for extractive industries, which sounds more like special pleading. 
Maurice Austin puts in an argument for greater freedom in making con- 
solidated returns, the elimination of the tax on intercorporate dividends, and 
more adequate consideration of intercorporate relations in the assessment 
of the penalty surtaxes on personal holding companies. And Mitchell B. 
Carroll presents an exposition’ of certain technical difficulties in avoiding 
international double taxation on companies engaged in international trade, 
but without much in the way of specific recommendations. 

A fifth section, devoted to discussions of the effects of the tax system upon 
business enterprise includes two polemics blaming taxes for almost all our 
economic ills (W. L. Hearne and Roswell Magill), another polemic absolving 
income taxes from all guilt and in fact crediting them with preserving 
purchasing power and markets from collapse (Stanley H. Ruttenberg), and 
a rather entertaining discussion of the subject in terms of Through the 
Looking Glass, with some suggestions as to how to minimize the adverse 
effects of the tax structure (Richard Musgrave). The volume winds up with 
a final section containing a diatribe against the use of taxation for any 
purpose but the raising of revenue (H. E. Humphreys, Jr.), followed by a 
défense of the use of taxation for cyclical stabilization and the redistribution 
of income by Leon Henderson that, while only partly relevant to the main 
topic under discussion, has a combination of vigor and cogency not found 
in the contributions of those with a better claim to be considered experts in 
the field of taxation. 

In short, this book by no means provides a systematic or judicious cover- 
age of the whole field of corporate income taxation. Indeed, there is virtually 
no discussion of possible changes in the treatment of capital gains in the 
hands of individuals, nor of various alternative types of undistributed profits 
tax, in which two areas this reviewer believes that the essential keys to the 
solution of the problem are to be found. Even as a source of occasional nuggets 
of wisdom or new ideas, the assay is disappointing. Possibly the most valu- 
able features of the book are the classified bibliography of some 250 items, 
the brief summary presented by: James W. Martin in his introductory re- 
marks, and the discussion by Roy G. Blakey of the general features of the 
various postwar tax plans that have recently been proposed by various 
interested groups. 

WILLIAM VICKREY 

Columbia University 


Money and Banking; Short-Term Credit 


Monetary Reconstruction in Belgium. By Leon H. Duprrez. Published for 
the Carnegie Endowment for International Peace. (New York: King’s 
Crown Press. 1947. Pp. vili, 88. $2.25.) 

In his presidential address at the last meeting of the American Economic 

Association, Dr. Goldenweiser exhorted American economists to descend 
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from their ivory towers in order to come to grips with the problems of the 
State. What he had in mind is illustrated by this little book by Leon Dupriez, 
at the same time “the thinker and the doer.”’ 

Professor of economics at the University of Louvain and author of books 
on general economic theory, Leon Dupriez was one of the architects of the 
Belgian franc devaluation in 1935 and of the Belgian monetary reform in 
1944. Twelve years ago he was given the task of calculating the extent of 
devaluation necessary to bring the Belgian price level into parity with the 
British and American price levels. During the last war he became a leader 
of Belgian resistance, working with his comrades (as Professor Condliffe 
reminds us in his preface) “in close but secret liaison with the Belgian Gov- 
ernment in exile in London, and through it, with the British and American 
Governments.” The Belgian devaluation of 1935 was a “remarkably success- 
ful experiment” (Condliffe); but what judgment can as yet be formed as 
to the success of the Belgian monetary reconstruction? 

Professor Dupriez offers in his book all the essential elements for under- 
standing the scope and the technique of the Belgian monetary reform. This 
in itself is a distinct service to economists all over the world, for to collate 
and appraise these basic data is a very intricate undertaking, requiring not 
only access to original legislative, political and economic documents, but also 
an intimate knowledge of Belgium. In this respect alone Dupriez’ book, so 
concise and logically woven, is invaluable. But altogether apart from the 
wealth of data collated, the author so guides us in the labyrinth of the Belgian 
monetary reconstruction as to enable us to understand the reform and assess 
the conditions for its success. 

First of all, the drastic and instantaneous blocking of monetary circulation 
on the morrow of Belgium’s liberation did not entail a deflation in the wage 
and cost structure. In this sense the Belgian experience of 1944 is essentially 
different from the only comparable historical precedent—the Czechoslovak 
deflation of 1920. It was carried out under strongly expanding conditions, 
not on the eve of world economic crisis; it was effected at a moment when 
the Belgian economy was at a standstill and had to be readjusted to the new 
needs of liberated Belgium and her Allies; and it was part of the inevitable 
shift from the wartime price system of German Europe to that of England, 
key country to Belgium. Briefly, Belgium seized this “unique opportunity to 
deflate” to bring the monetary circulation at a stroke into relation with wages 
and prices. The wage level, besides being the only economic fact readily 
ascertainable, was the one of greatest political importance. Thus any de- 
flation in factor costs, the only element that really mattered, was excluded; 
whereas further inflation was opposed. 

The second basic consideration that emerges from Dupriez’ book is the 
strategic role that the exchange rate plays in the Belgian economic policy. 
A small country lying in the center of European communications, Belgium 
has a price system that is highly dependent upon its relations with those of 
neighboring countries, especially Great Britain. With a view, therefore, to 
ensuring the exchange rate of 176.6 francs to the pound sterling that the 
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Belgian government in London had negotiated with the Allies, it was in- 
dispensable to contract the Belgian inflation to that obtaining in England. The 
will to correct the purchasing power disparities between the two countries 
therefore motivated the Belgian currency reform quite as much as the desire 
for internal monetary and fiscal order. 

Another pronounced impression from the book is the universal acceptance 
in Belgium of the principle of the monetary reform, together with an agree- 
ment on most of the administrative measures that were taken to effect it. In 
contrast, however, there were wide differences of opinion as to the extent and 
scope of monetary and fiscal controls. A number of examples are cited. 

Dupriez’s book also enables us to assess the conditions for the success of 
the reform. One condition, as the author rightly points out, was that the 
Belgian government was able to import considerable quantities of food and 
raw materials because of the gold and foreigu assets ubtained as a result both 
of the American, Canadian and British spending in Belgium when that country 
served as the main military base for the last attack on Germany, and of the 
favorable balance of payments of the Belgian Congo. Food bought to satisfy 
the primary needs included processed American goods, which could not be 
purchased by countries in tighter straits on account of the relatively high 
import prices. Since, except for a short period early in 1946, the Belgian 
commercial policy was not unduly restrictive, these imports of food delivered 
a decisive blow to the black market and ensured a reasonable stability in the 
cost of living. 

The second condition of success of the reform was the government’s price 
policy. But “the reason for this success lies in the fact that the Prime Minister 
went along with the spontaneous trend of prices and simply systematized 
and hastened the trend.” Serious maladjustments are, however, reappearing 
in the Belgian economy, since the rise in the price-cost structure has pro- 
gressed “beyond what is reasonable in the long run.” International prices are 
still dislocated enough that a country with high costs can obtain a sufficient 
volume of trade even if not always through the normal channels. “The coun- 
try must therefore face the fact that there should be a downward readjust- 
ment of its internal price-cost structure to relate prices and wages to normal 
costs of production.” 

The third condition of the success of the reform was an orderly re-expansion 
of the currency. Dupriez relates the profound concern the Belgians felt when 
the country was faced with new uncontrollable forces of monetary expansion 
because of the continuation of the war, the heavy expenses of the Allied 
armies, the supplying of Belgium’s Allies under the terms of the mutual aid 
and lend-lease agreements, and the financing of the deficit of the Belgian 
government’s budget proper. “Part of the expansion was according to plan 
(defreezing of frozen accounts), but re-expansion of the currency took place 
very fast and went beyond expectations.” As to the future, the most pow- 
erful expansionary forces are the need of private credits in the reconverted 
economy and the demands facing the Belgian government for the indemnities 
for war damages. To sum up, “after all our efforts, the present monetary posi- 


180 THE AMERICAN ECONOMIC REVIEW , 


tion is only more or less in line with that of the Anglo-Saxon countries, in 
matters of long-term importance; short-term problems are still more numerous 
and more complicated.” In the light of this analysis, the successive increases 
in the discount rate of the National Bank of Belgium, the rise in the long- 
term interest rate, and the restrictive credit policy can be looked upon as 
signs of a determined will to keep under control the re-expansion of the 
currency and thus safeguard the benefits of the monetary reform. 

The Carnegie Endowment for International Peace, which published 
Dupriez’s book, has enlisted the services of economists in other European 
countries to make surveys of their monetary and economic situations com- 
parable with this study of Belgium. It is only to be hoped that these studies 
will be forthcoming very soon since the full extent of the difficulties and 
dangers that confront European reconstruction is not always sufficiently 
understood. However, it will not be enough, I submit, merely to have reports 
on monetary conditions in a number of individual countries. What we need 
are not only case studies, but a comparative analysis and overall appraisal 
of the European monetary reconstruction. 

M. A. Kriz 

New York, N.Y. 


International Trade, Finance and Economic Policy 


World Economic Problems—Nationalism, Technology and Cultural Lag. By 
C. Appison HickMAN and associates. (New York and Chicago: Pitman. 
1947. Pp. ix, 400. $4.00.) 


To discuss effectively within the compass of a single book such a broad 
and complex subject as world economic problems is a most difficult under- 
taking. Too often the net result is either vague generalizations or a bewilder- 
ing and well-nigh meaningless mass of detail. Indeed, this field of inquiry 
is so enormous that it is to be doubted whether one person can possibly 
have sufficient intellectual equipment to master all of the ramifications, 
particularly since a knowledge of the historical antecedents is essential. 
Even where several specialists work together in analysing the ills of the world 
economy, the difficulty remains of achieving a convincing overall frame of 
reference. - 

The present volume has been written largely by Professor Hickman, but 
ten associates at the State University of Iowa collaborated in the project by- 
preparing preliminary drafts for several of the fourteen chapters. Rightly 
convinced that world disorder cannot be studied solely from the economic 
viewpoint, the author has included a discussion of social and political factors. 
The present world crisis, we are told, is one in a long series of crises, each 
resulting from the failure to effect the social readjustments required by the 
development of modern science and technology. This theme is stated at 
length in the first chapter. The concept applied is that of “cultural lag,” a 
theory which W. F. Ogburn and others have expounded primarily with re- 
spect to domestic socio-economic problems. It is contended that the spread of 
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industrial technology to less developed areas and the marked improvement of 
transport and communication facilities have created what is in effect an inter- 
national economy——a world community. In the meantime, however, no 
common cultural pattern or system of values has been evolved, with the 
result that “the readjustments involved in learning to live together as mem- 
bers of a ‘family of nations’ are profound and disturbing” (p. 15). 

Two factors are cited in explanation of the failure to overcome the frictions 
that “produce recurrent economic and political breakdowns, and resultant 
wars” (p. 19). The first is ethnocentrism or “group self-centeredness.” This 
is reflected in race prejudice, nationalism, and so on. The second factor is 
what the author describes as “the continued existence of feudalism,” by 
which is meant “a certain set of class relationships together with their sup- 
porting habits, attitudes, and ideologies” (p. 20). Those who ‘think that 
“feudalism” ended with the advent of an industrial economy ure reminded 
that, on the contrary, “many of the old class habits and attitudes persisted 
and a new type of feudalism emerged, namely industrial feudalism” (p. 23). 
In so many words, it is argued that, relatively, the lot of the laboring classes 
today is not much better than that of “the serfs of old.” Wages reflect the 
relative abundance of labor service; many workers, like serfs, “may hover 
close to the margin of subsistence, frequently even below a true efficiency 
level” (p. 25). However, “the capacities of the feudal aristocrats [sic] for 
increased consumption of new goods and services have ultimate limits,” and 
thus “an excess or surplus capacity” is created, which is “often either 
drained off in war or wasted through unemployment” (p. 26). In any event, 
this so-called surplus “cannot and must not be used” by the feudal barons 
to provide economic equality. 

The author concedes that “in some industrial nations feudalism may be 
and often is relatively weak,” but even in these countries—none is identified 
—a, prolonged depression may cause them to become “‘bellicose and aggres- 
sive.” If, therefore, peace and prosperity for all are to prevail, ethnocentrism 
and feudalism must be eliminated; otherwise, “modern science and technology 
will continue to be sabotaged and perverted, the bulk of mankind remaining 
at a very primitive level of existence” (p. 29). 

In Chapters II and III, which comprise the remainder of Part I, the evolu- 
tion of modern nationalism and the impact of world population trends are 
discussed. In Part II, entitled “The Impasse,” the themes of cultural lag 
and feudalism are further developed in terms of a world economy distorted 
and disrupted by the breakdown of foreign trade, maldistribution of raw 
materials, cartels, population pressure and unemployment. Among other 
things, the plight of the underdeveloped areas is considered. The low level of 
purchasing power in colonial areas is ascribed to forced concentration on 
the export of raw materials, for which capitalists in the industrially advanced 
nations are held responsible. 

While it is no doubt true that there have been instances in which in- 
dustrial development in raw-materials producing areas has been more or 
less deliberately retarded, it is also a fact that not all the people of the world 
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have the same impelling urge to become industrialized, as is truc of the 
western nations. A distinguishing feature of the economic growth of the latter 
has been their spirit of enterprise—something which the less developed 
countries have generally lacked until recently. Moreover; as the author 
observes at another point in the text, “one should be extremely hesitant 
in forming judgments of welfare by imposing the standards of one culture 
upon the consumption in areas with differing patterns” (pp. 229-30). In other 
words, one cannot make a meaningful comparison between a peasant in 
India and a farmer in the United States, which is of course much more highly 
developed than the Indian economy. However, this is what the author appears 
to do in.an earlier chapter (p. 149), when he ascribes the poverty of a large 
part of the world to the lack of purchasing power, citing the Indian peasant 
as an example. A more correct explanation is the absence of overall productive 
power, which in turn arises from several factors, and not merely any con- 
certed drive on the part of the highly developed nations to maintain a pre- 
ferred position for themselves. 

In the final section, the author devotes five chapters to a survey of the 
functions and growth of world organization, including the United Nations. 
Again it is noted that the great technological developments of the past cen- 
tury have created the basis for a “planetary economy,” but cultural lag blocks ` 
the road to world peace and prosperity. 

It is perhaps well that in these dismal times there should be some among 
us who bemoan the fact that the progress of mankind to date has not brought 
about a state of perfectibility. May it not, however, be said that actually the 
lot of the average person has been so improved since the Middle Ages that it 
is hardly appropriate to define the present socio-economic organization of 
society—in the western world at any rate—as “feudalistic”? 

Harotp H. HUTCHESON 

New York, N.Y. 


Essai sur VEvolution du Commerce International—les Théories, les Faits. 
By B. V. Damatas. With a foreword by Gaétan Perou. (Paris: Presses 
Univ. de France. 1940. Pp. xi, 462. 60 fr.) 


This doctoral thesis, written at the École Pratique des Hautes Études, was 
published in the economic series “Nouvelle Bibliothèque Économique” that 
was started by the late Professor François Simiand. It apparently appeared 
before the fall of France, and there is only a passing reference to World War 
II. The book will be disappointing to most American readers, no matter 
what their views may be on the theoretical issues or current problems in 
international economic relations. It is marked by two features that are found 
in so much French economic writing of recent decades: a lack of familiarity 
with the main trends of economic thinking outside of France, and a dialectical 
approach that possibly is the result of French economics being so greatly 
under the influence of French legal education. Much of the book reads not 
like an analysis of an economic problem, but like a dispute between the author 
and a group of economists, among them von Mises, Lionel Robbins, and Hayek, 
whom he has chosen as adversaries. 
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The author devotes about 150 pages to a review of the international trade 
theories of Adam Smith, Ricardo, John Stuart Mill, List, Henry Carey, 
Simon Patten, and Manoilesco. His own subsequent analysis of international 
trade emphasizes two points: the fallacy of the classical view that interna- 
tional trade can be interpreted in terms of barter, and the limitations of the 
concept of economic equilibrium. With these general criticisms most econo- 
mists would agree, but few American economists would go to the extremes 
that the author does. His criticism of the idea of comparative costs bogs down 
in a confusion of real costs and monetary costs (pp. 239-54, 403), and his 
reaction against the classical idea of an easily attained equilibrium leads him 
to the view that price levels and exchange rate fluctuations have little if any- 
thing to do with the state of a country’s balance of payments, even in the 
long run (pp. 292-93, 382-84, 409, 421-22). His conclusions are favorable to 
high tariffs, bul there is no integrated analysis, and the infant industry argu- 
ment (p. 409), the menace of overproduction and unemployment (pp. 373, 
383, 421), and the need of weak countries to prevent their economic life 
from being ruined by strong countries (p. 406) are presented indiscriminately. 
There is hardly a hint of any relation between wages, productive efficiency 
in various lines, and specialization. At times the dnalysis suggests the Ameri- 
can pauper labor argument in reverse, and American protectionists who feel 
that the American standard of living would be menaced by foreign competi- 
tion in the American market would be surprised at Damalas’s thesis that the 
strength of the American economy means that other countries can prevent 
ruin to their industries and their agriculture only by a high tariff against 
American goods (pp. 340-41, 406). 

The book has almost no historical or statistical material, and the analysis 
is discursive and repetitious. 

FRANK WHITSON FETTER 

Northwestern University 


Public Control of Business; Public Administration; 
National Defense and War 


Pricing Problems and the Stabilization of Prosperity. Addresses by Senator 
R. E. Franpers, J. K. GALBRAITH, E. S. Mason, A. C. Neat, C. F. 
ParLirs and W. Wricutr at the second 1947 Economic Institute of the 
Chamber of Commerce of the U. S., September 18,.1947. (Washington: 
Chamber of Commerce of the U.S.A. 1947. Pp. 85. $1.00.) 


This little pamphlet, with introductory remarks by Everett Lyons and 
Earl O. Shreve, president of the U. S. Chamber of Commerce, contains six 
. papers presented by J. K. Galbraith, E. S. Mason, A. C. Neal, Wilson 
Wright, C. F. Phillips, and Senator Ralph E. Flanders at the second 1947 
Economic Institute of the Chamber of Commerce, in Washington, D.C., on 
September 18. As observed by Mr. Shreve, businessmen generally admit some 
responsibility and at least some degree of power to help sustain pros- 
perity. Through the Institute it was intended that economic analysis 
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should be applied to the problem, more specifically, to the questions “Can 
We maintain prosperity?” and “How can the businessman best contribute to 
sustained prosperity?” 

It is uncertain, of course, how specifically the attention of the participants 
had been previously focussed on this objective. To review the papers from 
this viewpoint, therefore, may well be as unfair to their authors as it is 
selective with respect to their offerings. Within the space allowed, however, 
it seems the best approach. The contributions of the symposium may be 
summarized briefly in the following statements: 

1. Neither postwar experience nor economic theory support the dogma 
that our economy is an “autonomous, self-adjusting system” or that there is 
any normative tendency in our postwar price level. If we would allay 
discriminatory losses inherent in inflation and if we would gain a reasonable 
approximation to economic stability, we must seek to create a “flexible 
combination of competitive and social restraints and of competitive and 
social stimuli.” Thus, the outcome rests on our ability to devise and initiate 
policies, both public ‘and private, appropriate to the purposes to be gained. 
(Galbraith) 

2. No matter how high and constant the volume of employment, high- 
level stability in any meaningful sense is incompatible with an annual rise of 
25-30 per cent in wholesale prices. Thus price stabilization is an essential 
aspect of our social objective. (Mason) 

3. Price stabilization, however, follows neither from monopoly nor from 
competition but from a peculiar blend of both in which price policy is gov- 
erned by the expected reactions of rivals and by a lively sense of public 
responsibility fanned by a militant public opinion. The dynamics of infla- 
tion in the current situation is discovered in the price-cost impact of freely 
competitive markets for products and the growing monopoly power of labor 
unions, freer than corporations from the restrictions of law and public opin- 
ion. (Mason) 

4. Neither fiscal writers nor those who emphasize proper cost-price-profit 
relations have much to offer toward the solution of the problems of economic 
stability. The former neglect to show how demand can be maintained without 
dynamically affecting wage rates and prices; the latter are unable to predict 
over a short period the effects of any particular pattern. (Mason) 

5. Another look at the data relating to changes in the average unit margins 
(overhead plus profits) over prime costs for industries classified according to 
degree of concentration (percentage of output accounted for by the four 
largest producers) during the period 1929-37, suggests that the more con- 
centrated industries more successfully maintained the stability of their unit 
margins against both decline during depression and rise during inflation. This 
further suggests that the price policies of large corporations may contribute 
to cyclical instability unless they are willing and able to “stabilize their in- 
vestments in capital goods—or better still, follow a nen policy.” 
(Neal) 

6, Only the managers of the most efficient companies are in a position to 


BOOK REVIEWS 185 


establish prices and profit margins on investment for themselves; others 
must price in line with established prices even though out of line with their 
costs. Thus it rests with these most efficient managers to establish “economic 
margins” and to adapt their prices quickly to changes in cost so as to 
minimize general economic fluctuation.* (Wright) 

7. If we are to maintain high-level prosperity, we need more competition, 
both price and non-price competition of the sales promotion type. Monopolis- 
tic practice, not non-price competition, is the threat to price competition. 
(Phillips) 

8. The essential problem in the current situation is to prevent competitive 
prices from rising faster than wages or, in the area of administered prices, to 
prevent a sellers’ market in labor from bringing expansion of wages beyond 
the rise of productivity. Negotiations affecting this “wage-cost-price-cost 
of living” spiral in basic industries are so vital tu tle maintenance of high- 
level stability that they are not a private affair. While a narrow consideration 
of individual or group advantage by either labor or management will mean 
inevitable failure for our high-employment objective, government controls 
of. wages, prices and profits will mean an equally unpalatable controlled 
economy. In this dilemma, Senator Flanders turns to education of labor 
and management in responsibility for the welfare of the country. He seeks 
“a vital statesmanship in industry and organized labor, working together 
to save all”—a state in which “each act ... [will be considered] ... on the 
basis of its effect upon society if followed by all.” 

Perhaps never before in the history of this country have the people as a 
whole been so consciously aware and so determined to avert the dangers of 
inflation. Never before have our business leaders, individually and in groups, 
been so impressed with a sense of responsibility for the maintenance of high 
levels of productive employment. Both convictions are new and radical. 
Experience and professional theorizing have drawn around business fluctuation 
an aura of inevitability. Until now, individual action has been assumed to be 
unimportant. It is natural that economic analysis should be called upon 
under these circumstances; and it is natural, too, that economists should be 
diffident in so unrehearsed a role. They know there is no single formula, no 
white rabbit to be pulled out of anyone’s hat. But this is the challenge. If 
economists accept it, they must face the issues squarely and state them 
clearly. l 

One issue, partly stated by Galbraith, is somewhat paradoxical. Individual 
self-interest, checked and modified by the self-interest of others, is the core 


*As an explanation of price determination, this is a very dubious generalization. It 
is extremely difficult to extract from Wright’s long and detailed discussion of pricing 
Situations confronting business managers, conclusions relevant to the approach of this 
review. Except for the explicit denial that managers of individual enterprises can do 
anything to correct inflationary forces in a sellers’ market (a moot point), his recommenda- 
tions are vague. He urges “economic” profit margins, distribution of technological gains 
through price reduction rather than through wage increases (except as labor contributes 
to such improvements), ready adjustment of prices to costs, and avoidance of combinations 
to fix prices. 
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of vitality in a private enterprise system. Group welfare is a by-product of 
competitive striving for individual advantage in productive opportunities. 
In such a system, excepting only the protective rules of the game imposed 
by the state, “social responsibility” of individuals has little.meaning—it is 
governed by the rewards and penalties of the market place. But, once it is 
recognized that the achievement of our social objectives requires a conscious 
formulation and implementation of policies directed to such ends, this con- 
cept of “social responsibility” of individuals is basically altered. To the 
extent that responsibilities are determined and imposed by the state, private 
enterprise is supplanted by state-controlled economy. The only practical 
alternative is to define desirable private policies within a framework of public 
policies, and to explore or provide inducements for consistent action.’ 
Whether such an approach will prove economically and politically feasible is 
far from certain, but it is on the success of such an effort that the character 
of our future economy will depend as long as we are committed to a high- 
level employment goal. 

This symposium was, actually, a prolegomenon to the discussion which 
Mr. Shreve apparently sought. The limits of individual responsibility were 
not explored; the criteria of desirable private action were not analysed; the 
existing inducements to such action were not assayed; and the possible 
strengthening of such inducements by appropriate government action was not 
broached. The economist must push his thinking beyond descriptive analysis 
and risk his reputation in the more rugged field of policy formulation. 

i MELVIN G. DE CHAZEAU 

University of Chicago 


The Beginnings of O.P.A. By WILLIAM JEROME WILSON, Jonn A. Hart and 
GEORGE R. Taytor. (Washington: Supt. of Docs. 1947. Pp. iv, 246. 50 
cents.) 


The Consumers Advisory Board of the National Industrial Recovery Ad- 
ministration, of which I had the honor to be the executive director, experi- 
enced continuously the greatest difficulty in getting the key policy-making 
officers of that organization to read what it considered its extraordinarily well 
reasoned and documented pronouncements. One key reason seemed to be that 
these officers were so busy making policy decisions and mistakes that they 
had no time for reading about how mistakes might possibly be avoided. 

In an effort to overcome its frustration, the Consumers Board staff de- 


In a society where it has not proved possible generally to endow even our public 
officials (a relatively small group) with an effective awareness of general public welfare, 
it is mere idealistic rhetoric to appeal to the objective social-mindedness of business and 
union leaders (not to mention workers, farmers and consumers generally) to negotiate 
their private interest in terms of the greatest good of society as a whole. Even discounting 
the pressures of immediate individual and group interests which would jeopardize such an 
objective leadership, this reviewer, for one, would deny the competence of such hap- 
hazardly selected principals to interpret the public interest. 


me 
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veloped the practice of marking certain of its more esteemed policy sug- 
gestions “Confidential” in very imposing letters (they were typically about 
as confidential as the front page of the New York Times), underlining the 
first sentences of the paragraphs on the first page in red ink (it had been 
observed that key policy makers rarely read beyond the first page of a 
memorandum), attaching a large “Rush” sign to the paper, and then drop- 
ping it in the hall where an important policy-maker was likely to see it in 
passing, be lured into picking up such an obviously important document and 
taking a peek. On several occasions the strategem worked, and ideas de- 
veloped by the Consumers Advisory Board entered the consciousness of key 
policy makers who would never have been reached by orthodox methods of 
presentation. 

In reading The Beginnings of O.P.A., I looked for evidence that the 
authors or their editors had cunsidered the problem of impressing their 
conclusions about unfortunate errors and omissions in the beginnings of 
O.P.A. upon what will surely be the rushed and much preoccupied minds of 
builders of future O.P.A.’s. I could not find very much either in the sharpness 
of the conclusions presented or the underlining of them. This I counted a 
weakness of the book—“the first of the narrative and analytical studies in the 
O.P.A. series of Historical Reports on War Administration’-—since my read- 
ing of the various official statements of purpose of these studies indicated 
that one major purpose was to flag pitfalls for those traversing the same 
general territory in some future emergency. Having noted as much, I hasten 
to add that this defect will, of course, detract little or nothing from the 
great usefulness of the volume for a sophisticated audience such as that 
comprising subscribers to the American Economic Review. 

In its account of the beginnings of O.P.A. the volume is divided into three 
parts. The first and largest, which comprises abaut half of the hank, is a 
story of the background and enactment of the Price Control Act of 1942, 
written by William Jerome Wilson. The second, written by John A. Hart, 
deals with the development of the Price Stabilization Division of the National 
Defense Advisory Commission, a precursor, one step removed, of the O,P.A. 
The third part, written by George R. Taylor, is an account of selective price 
control which, over the period June, 1940-April, 1942, preceded general 
price control by O.P.A. Full responsibility for the statements of fact and 
interpretation was given to the various authors, who seem to me to have 
discharged it well. Who discharged the overall editing responsibility I do not 
know, but at any rate he left undone things that might have been done, with 
the result that there is a considerable amount of unnecessary duplication 
of material. 

Harvey C. Mansfield, chief of the O.P.A. Policy Analysis Branch, who 
brought these three parts together to make a volume, indicated in his 
foreword that he found the principal unifying element in the light they throw 


on “the theme, so fundamental in the traditions of the Republic, that half at 


least of the battle for the realization of governmental goals in the national 
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welfare is a task of persuasion.” That, in my view, is a well perceived leit ~> 
motif. As they carry major parts of the story of price control from its 
pioneer beginnings with the creation of the National Defense Advisory 
Commission in May, 1940 through statutory authorization by the Price 
Control Act of 1942, each segment of the book, in its own way, illuminates 
the crucial part played by persuasion—both by people and events. In a less 
cheerful vein the volume as a whole also seemed to me to illuminate the 
proposition that a government such as ours must be konked on the head 
with a full-fledged emergency before having an opportunity to acquire the 
authority, too late, to handle it with anything like full effectiveness. Even 
so, I am not tempted to swap it for a more tidy and perhaps more timely 
dictatorship. 

Many subsidiary lessons are also suggested, if not pounded home as they 
should be in order to have much of any chance of being heeded in the hurly- 
burly to which they will probably have relevance. One of the most important 
is that the politicking did not stop even when the shooting in a desperate 
foreign war started. This proposition was introduced, at least obliquely, by 
the notation of the long lag behind price control of the beginnings of wage 
control. There were, no doubt, some essentially economic reasons for this. 
But there is little or no room for doubt that a major reason, if not the most 
potent reason, was political. The lag in wage control and the administrative 
divorce of it from price control not only greatly reduced the effectiveness of 
wartime price control but also introduced postwar economic complications, 
the full magnitude of which is still to be determined. Relative to its impor- 
tance as a phase of the beginnings of O.P.A., the schism between wage and 
price control is almost completely neglected. So too, in my view, is the 
fumbling in the handling of farm prices as compared with other prices, 
which also introduced a train of unfortunate developments which is still 
running its destructive course. 

There were also brilliant strokes in the beginnings of O.P.A. Of these, I 
suspect that none was more notable than the devising of a means to prevent 
the entire O.P.A. operation from being tied up while specific regulations 
were being tested in the courts. As I understand it, the master architect of 
this arrangement was David Ginsburg, first Chief Counsel of O.P.A., dnd it 
is gratifying to find his work recognized. Also, there is what seems to me 
entirely proper recognition of the extremely high order of both technical 
and public service rendered by Leon Henderson, first O.P.A. Administrator, in 
leading and lighting the way to the enactment of the Price Control Act of 
1942, and putting in place an organization to get it in relatively effective 
operation. “It is a remarkable fact,” noted by Mr. Wilson, “that after the 
agency was set up it did not undergo, as did many of the other war agencies, 
a really major reorganization.” 

If not reorganized, however, the O.P.A. continued throughout its exist- ‘ 
ence to be under attack from many quarters, as frequently as not because ` 
of the effectiveness rather than the ineffectiveness with which it carried out 
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its thankless tasks. Consequently, most of those loyally associated with 
O.P.A. tended to acquire the defensive enthusiasm of the beleaguered. Here 
and there in the volume I thought I detected traces of this enthusiasm, 
though not in Mr. Taylor’s account of selective price control, which seemed 
to lay bare its weaknesses admirably. This understandably defensive attitude 
which I thought I detected here and there also might account, in part, for 
what seemed to me the much too limited view of the total economic field on 
which O.P.A. was deployed and embattled. Also the fact that the authors were 
an integral part of the O.P.A. organization might well result in a slightly 
provincial point of view. However, as government functionaries the authors 
seemed to me to do an extraordinarily resourceful and courageous job in 
pumping vitality into their chronicles. 

Since the authors were members of the O.P.A. staff, The Beginnings of 
O.P.A. will not, of course, be accepted by many as a definitive account of 
its subject matter. For those who care to work toward such an account, 
however, it provides a large volume of well-organized and relevant informa- 
tion. In this regard it stands in sharp contrast to the situation after World 
War I when the record of wartime economic administration was pretty well 
lost in the postwar shuffle. Even if no further account of those phases of the 
beginnings of O.P.A. with which the volume deals is produced, we will not 
be badly off, both absolutely as well as relatively, thanks to these authors 
and the general designers of the studies of which theirs is one. 

DEXTER M. KEEZER 

New York, N.Y. 


Central Planning and Control in War and Peace. By SIR OLIVER FRANKS, 
K.C.B. (Cambridge: Harvard Univ. Press. 1947. Pp. 61. 75 cents.) 


The story of Sir Oliver Franks’ rise in the British Civil Service during the 
war is now well known. In a few years, the young professor of moral philosophy 
from the University of Glasgow rose to become Civil Service head of the 
Ministry of Supply and one of the most influential sub-cabinet mem- 
bers of the British government. Although he has returned to academic life 
as provost of Queen’s College, Oxford, he has continued to serve his gov- 
ernment—most recently as British delegate to the Committee of European 
Economic Co-operation organized in connection with the so-called Marshall 
Plan for aid to Europe. 

The present volume comprises three lectures delivered at the London 
School in February-March, 1947. In these lectures, the author draws on his 
wartime experience in order to suggest the kind of economic planning and 
control which Britain should adopt in the postwar period. The lectures are 
well written; the tone is dispassionate; there are many acute observations 
on the weaknesses of large-scale bureaucratic organization. But there is also a 
large amount of vagueness in the argument and an uncomfortable degree of 
` wishful thinking and economic naiveté. 

The gist of his argument can be briefly stated. Particularly because of the 
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export problem, some minimum of central planning and control is inevitable 
in the United Kingdom. Export and import programs need to be set by gov- 
ernment, and these programs presuppose “a division of the expected [na- 
tional] product between home and foreign markets” (p. 25), Yet wartime 
methods of compulsion cannot be used to implement the government’s overall 
plan. Compulsion means bureaucratic inflexibility and the destruction of 
private initiative. Government and business must develop radically new 
conceptions of their roles and responsibilities in economic life. The govern- 
ment must construct the general plan, set the goals, and then .“must so 
present its policy and programmes that they are accepted as the right answer 
in the circumstances for a nation that will be master of its fate?” (p. 37). 
The business community must learn to put the interests of the nation first, as 
formulated by the government’s master plan. If business meets the challenge, 
and government provides the leadership, unity of purpose becomes possible 
in peace as in war, but the peacetime unity is effected through co-operation 
instead of compulsion. 

And here the author leaves us! Is the unity of purpose required in peace- 
time possible? Even Sir Oliver recognizes that it would take “an almost 
revolutionary change in traditional habits of thought” (p. 42). With such 
unity of purpose as is possible, how are economic plans, particularly the 
required allocation of the national product between the domestic and export 
markets, to be implemented? By definition, government intervention is neces- 
sary. If so, how are the detailed controls to be avoided? If all industry is 
not to be nationalized, profits and solvency must continue to guide business- 
men. How are these criteria to be reconciled with the government’s plans? 
Government manipulation of key aggregative variables—group price levels, 
incomes, domestic investment, etc.—can‘do a good deal to effect such a 
reconciliation, provided the government avoids the critical mistake of itself 
having conflicting objectives. Sir Oliver does not discuss this range of con- 
siderations. He does not even mention the role which monetary and fiscal 
policy might or should play in the kind of planning and control that he 
wants. Yet the skillful manipulation of the crucial aggregative variables is a 
sine qua non for the avoidance of detailed controls over individual business 
decisions. Even then, given Britain’s plight, a residue of quotas, licenses, and 
other forms of quantitative controls will certainly be necessary. Sir Oliver 
offers no alternative except the hope for “co-operation” and the reluctant 
suggestion (p. 59) that government plans be implemented through national 
and regional associations of business firms. 

I suppose that everyone except the “liberals” of the Hayek type agrees 
that Britain must resort to a large amount of “central planning and control” 
in the years ahead, But if desired objectives are to be achieved, plans will 
have to be clearer, the issues will have to be faced more frankly, and the 
methods of control will need to be more sharply defined than they are in | 
these lectures. a 
R. A. GORDON 
University of California, Berkeley ; 
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Investigation of Government Patent Practices and Policies. Report and recom- 
mendations of the Attorney General to the President. Vol. I, Fizal Report 
Proper; Vol. Il, Monographs on Governmental Departments and Agen- 
cies; Vol. III, Monographs on Non-Governmental Organizations, For- 
eign Countries, Legal and Historical Studies, and bibliography. (Wash- 
ington: Supt. Docs, 1947. Pp. vil, 146; 508; 328. 35c.; $1.00; 65c.) 


This report presents the most intensive and comprehensive study yet made 
of the patent practices of all kinds of employers. The chapter headings of 
Volume I include the patent aspects of government research, inventions made 
by government employees, rewards to employees, inventions made by gov- 
ernment contractors, administration of government-owned patent rights, 
foreign rights, secrecy and uniform policy and procedure. Volume I is based 
upon the nineteen monographs in the other two volumes. Volume II con- 
tains fourteen monographs pertaining to the patent pruclices and policies 
of the fourteen government departments and agencies most concerned with 
the problem. Volume III presents five other monographs—the relevant prin- 
ciples of law, prior studies of this and related subjects for a period of about 
50 years, governmental patent practices and policies of the ten most in- 
dustrialized foreign countries, patent practices of more than fifty educational 
and nonprofit organizations in the United States, and the patent practices 
of some of the leading industrial laboratories in the United States. An ex- 
cellent bibliography appears at the close. 

The study seeks an answer to the inquiry, “What disposition of patent 
rights as between the government, its employee, or contractor, and what 
use of patent rights owned by the government, will best serve the public 
welfare and stimulate the progress of science and the useful arts?” 

The report concludes that inventions financed with public funds should 
be solely for the public bencfit and never a private monopoly because owner- 
ship of patent rights is not a necessary or proper incentive to the great 
majority of government scientists and technicians. Such rights lessen co- 
operation, encourage secretiveness, unduly emphasize patentability, provide 
an unequal form of reward, and permit either suppression or restrictive nse 
by the public. The only government agencies which still contend that patent 
rights must be left to the employee in order to induce him to invent, are 
the former War and Navy Departments and the Federal Works Agency. 
Several other agencies, however, still permit their employees to retain the 
commercial rights to their inventions. 

The recommendation which follows is that the government should obtain all 
rights to inventions made by its employees during working hours, or with a 
substantial contribution by the government in the form of equipment and 
materials, etc., or in the performance of their official functions. If the con- 
‘tribution of the government and the relationship between the invention and 
the employee’s official functions are clearly insufficient to justify his assign- 
ment to the government of all rights in the invention, the ownership of the 
invention should be left to him provided he gives the government a non- 
exclusive, irrevocable, royalty-free license and exploits the invention diligently 
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or grants non-exclusive licenses at a reasonable royalty to all applicants. 
The previous paragraph indicates the content and spirit of the other find- 
ings, conclusions and recommendations. Government rewards to its employees 
should be no greater for a patentable invention than for other types of 
scientific or technological contributions. Recommendations concerning in- 
ventions by government contractors are practically the same as those con- 
cerning inventions by employees. In administering government-owned patent 
rights the basic policy should be to make them available to the public by 
dedication or by royalty-free, non-exclusive licensing. Further, if develop- 
mental or pilot-plant operations are necessary to establish the practicality 
of a promising invention, the “Government Patents Administrator” may 
recommend such projects to the appropriate agency or to Congress for adop- 


~% 


tion. In addition, he should submit to the President for approval a program - 


to encourage and sponsor the use of government-owned inventions by small 
and new business concerns, 

If the government acquires a license under an invention in the United 
States, it should also acquire a similar license in foreign countries. If it 
acquires title in the United States, it should also have the ownership of the 
foreign rights. If requested by the government, employees and contractors 
should not disclose their inventions to any unauthorized person or assign 
any rights in them. The report, quoting from President Roosevelt’s letter 
inaugurating the study, recommends the “need for a uniform Government- 
wide policy with respect to the ownership, use or control of inventions made 
by employees of the Federal Government, or by employees of Government 
contractors in the course of performing contracts financed by the United 
States.” 

A Government Patents Administration should be established by the Presi- 
dent, headed by an administrator and assisted by an Advisory Patents Board 
composed of representatives from fourteen government agencies concerned 
with patent rights and of four representatives of industry, labor, education 
and the consuming public. It would administer a uniform patent policy to be 
established by the President. 

Of particular interest in academic circles is the account of the patent prac- 
tices and policies of forty educational institutions. The outstanding cleavage 
in their policies is whether or not they control patents for the purpose of 
producing income. Most of them hold and administer patents to produce in- 
come for further research and other purposes. In about one-half of them, 
patent rights in inventions made by members of the staff must be assigned 
to the institution rather than retained by the inventor. Any business con- 
cern which finances a research project obtains any patent rights which may 
result. The patent policies of non-profit research organizations are similar to 
those of universities. Some nations, particularly England and Canada, have 
patent policies along the lines recommended by the Department of Justice, ` 


government patent policy as recommended is defended on the ground that 
it lessens the suppression of patents and the control of important patents by a 


ii 
The report incidentally indicates certain abuses of our patent system. The“ 
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few large companies—in other words, it encourages the general use of the 
invention and competition. Further, according to the Alien Property Cus- 
todian, many enemy patents proved worthless because of inadequate disclo- 
sures. 

Various questions arise as one reads this report: for example, what kind 
of patent system would result if the government and private business gen- 
erally became owners of rival patents? Again, is the exclusive control of an 
invention essential to its commercial development? Various defenders of our 
patent system contend that it is. However, two of the largest private research 
organizations conducting research on a non-profit basis—the Research Cor- 
poration and the Chemical Foundation—reported success in obtaining in- 
dustrial exploitation of their inventions under non-exclusive licenses even 
where industry has originally insisted upon exclusive rights. Also, universities 
which take out patents on rescarch which they sponsor usually issue 
licenses on a non-exclusive basis. Again, the report indicates that outstanding 
inventions within government departments may find their way into public use 
whether exploited exclusively or freely. 

In discussing and summarizing the patent policies of various institutions, 
the Department of Justice has rendered a real service by providing each of 
them a ready means of comparing its policies with those of others and there- 
fore of determining its policy in the future. 

The whole report, with its recommendations concerning government patent 
practices and policies, is very timely in view of the recent and prospective 
activities of the government, especially its research in its own laboratories 
and in those of universities and other non-profit organizations and of business 
enterprises. 

Froyp L. VAUGHAN 

University af Oklahama 


Marketing; Domestic Trade 


Marketing: An Institutional Approach. By Enwarp A. Duppy and Davm A. 
Revzan. (New York: McGraw-Hill. 1947. Pp. xii, 675. $4.50.) 


This is a college textbook designed for a general course in marketing and 
written on the assumption that “the student has a background of elementary 
and some advanced work in economic theory” (p. 463). The approach is 
“frankly institutional,” which may suggest different things to different persons. 
“The authors have tried to be consistent in their use of the institutional point 
of view. They have attemped to rationalize this view by distinguishing the 
essential characteristics of an institutional economy as (1) functional activity, 
(2) structural organization, (3) co-ordinating forces” (p. v). 

The authors adopt a broad—and excellent-—-definition of marketing: “the 
economic process by means of which goods and services are exchanged and 
their values determined in terms of money prices” (p. 4). The essence of 
marketing is taken to be the making of certain decisions: “it is clear that to 
have a market the goods traded need not be physically present, nor need the 
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= buyers and sellers be in actual physical contact. . . . It is the meeting of 
minds that is important” (p. 10). This basic position sets the stage for some 
excellent descriptions of marketing agencies, and of market areas, followed 
by a discussion of price and price policy. There is a final section on co- 
ordination and control. 

Part II on Agency Structures of the Retail Market (pp. 117-248), and 
Part III on Agency Structures of the Wholesale Market (pp. 251-414) are 
routine, descriptive, and neither better nor worse than similar material in other 
texts. Part IV on Market Area Studies (pp. 417-59) is more adequate than 
the treatment in most of the available texts on marketing. No pretense is 
made, however, of explaining market areas by specific examples of such things 
as supplies of natural resources or productivity of labor. In fact, this entire 
section is disappointingly abstract, especially in view of the fact that both 
authors have many objective studies to their credit. 

Part V on Price Structures (pp. 463-541) is, perhaps, the most satisfactory 
section of the book because it has more of worth not found in every other 
text. In this section as elsewhere, however, the authors’ adherence to institu- 
tionalism is evident. They state (p. 15) “inherent in the institutional ap- 
proach is the recognition of ethical standards and the right of control by 
government in the interest of the general good.” This leads them to suggest 
that perhaps even in peacetime there are circumstances in which it is better to 
have some agency of government coerce people into a program of production 
and consumption rather than to have business men cajole them into some 
different program, since, for example, “it is unlikely that fancy packaging 
is of as much value to the consumer as low prices or improved quality” 
(p. 476). 

This book really is two books. In the first place, it is a somewhat conven- 
tional presentation of the marketing system and agencies. In this it is 
adequate although not especially outstanding or new. 

In addition, however, it is a discussion of “institutional philosophy.” The 
authors say, for example, “it is not so much that institutions arise to meet 
needs as that they are consciously promoted and developed. Self-interest is 
plainly the motive for action in both cases, the difference being in the wil- 
lingness of the individual under an institutional economy to subordinate his 
interest to that of the group, the better to accomplish his individual purpose” 
(p. 15). In so far as the authors merely mean to imply that it is as natural 
for persons to combine as to compete, they are realistic. Students of market- 
ing are well advised to start their descriptive and analytical study of markets 
with that axiom firmly in mind. If, however, the authors intend to imply, by 
their continuing references to the institutional approach, that it is socially or 
ethically better for the individual “to subordinate his interest to that of the 
group” they are on controversial grounds where individual cases must be 
dealt with separately. The uncurbed urge to combine may lead straight to 
monopoly, restricted use of resources, and high prices, in which case it is 
satisfactory as an explanation but ethically unacceptable. The urge to “better 
accomplish his individual purpose” may lead some to join the group only to 
find that the group recognizes no individual purpose. 


a a 
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Clear recognition in a textbook on marketing that group action and group 
pressures are part of our economic structure surely is to be desired. In the 
present case, however, it seems to this reviewer that the elaboration of the 
case for the institutionalist is unhappily undertaken because it is both some- 
what inadequate and somewhat unnecessary. 

ROLAND S. VAILE 

University of Minnesota 


Transportation; Communication; Public Utilities 


Economics of Public Utilities. By Emery Troxet. (New York: Rinehart. 
1947. Pp. xiv, 892. $5.75.) 

Professor Troxel’s Economics of Public Utilities is designed primarily as a 
text for college courses in public utility economics. A distinctive feature as a 
text is the relatively large space devoted to an analysis of utility prices. The 
topic is discussed in Chapters 24 through 28, comprising 113 pages, and 
supplemented by additional chapters entitled “Pricing of Municipal Services” 
and “Prices of Regional-Project Service,” comprising 45 pages. Since Troxel 
is highly critical of existing rate practices and theories of companies, govern- 
mental operators and regulatory commissions, considerable controversy may 
be provoked by his treatment of the subject. 

Troxel concludes that there is excessive discrimination in utility schedules 
and that commissions do not prevent or erase price discrimination. Further- 
more, he finds that “Some regulators do not understand what price discrimina- 
tion is. Others like some kinds of price differentiation; these differentiations 
often are cases of what they approvingly call “promotional” pricing” (pp. 
795-96)... 

The important prablem of price regulation for Troxel is control of price 
differentiation. He considers two principal forms of price differentiation— 
“class pricing,” characterized by classification of consumers with different 
prices fixed for each class and.“quantity-discount pricing,” which involves 
different prices as each consumer increases his purchases, 

In opening his discussion of class pricing, Troxel sets forth two economic 
bases for price differentiation, one resting on differences in service costs, the 
other on differences in buyers’ demands. “When price differentials are based 
on differences in demand behavior a condition of discriminatory pricing 
exists” (p. 570). After a brief consideration of the nature of utility costs 
the author dismisses the possibility of proof of non-discrimination by cost 
analysis on the ground that “There is no perfect, unassailable allocation of 
joint utility costs” (p. 576). Convincing evidence cannot be presented, the 
author continues, that the price differentials are not larger than the cost 
differentials for the several classes of service. “So there is still a basis for the 
belief that companies, guided by demand conditions, have a discriminatory 
pattern of class pricing” (p. 578). 

The author’s demonstration that class pricing for electric service is 
discriminatory (that is, related to dfferences in demand elasticity) is found in 
two paragraphs describing the general nature of demand for residential 
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service and industrial service. The alternatives to electric lighting service are 
practically nonexistent but more alternative services are available for domes- 
tic cooking, refrigeration, and water heating. “Yet, even when all the do- 
mestic uses are considered, the demand elasticity of residential consumers 
cannot be very high at any price” (p. 583). On the other hand, large in- 
dustrial and commercial buyers have the alternatives of constructing their 
own plants and the prices of electricity sold to them must compare favor- 
ably with those of other sources of light, power and heat. 

Troxel points out social justification for price discrimination in some cir- 
cumstances. A plant with unused capacity might need additional earnings to 
get a minimum reasonable return, which would only be obtainable by tapping 
new uses with lower prices. Also justified is discriminatory pricing to attract 
more business so that production can take place on a larger and more eco- 
nomical scale. 

Troxel concludes that commissions at times of general rate reductions 
can choose between two policies: reduction of discriminatory prices or 
maximum service consumption. He advocates reduction of discriminatory 
prices so that price reductions go largely to small residential and commer- 
cial buyers. 

Turning to an analysis of “quantity-discount pricing,” the author finds 
excessive discrimination against small buyers in each class of service. Again 
the emphasis is on demand rather than cost analysis in establishing this 
conclusion. He criticizes the rate policies of commissions saying “they do 
not understand that the choices of block sizes and block prices of rate 
schedules represent another kind of demand-price differentiation. Indeed, 
they praise promotional pricing, never knowing apparently that a promo- 
tional schedule of prices is drawn from the demand prices of the buyers” 
(p. 641). 

Troxel’s recommendation for an appropriate rate policy is as follows: 
“When the earnings of a company are reduced, the initial block prices for 
domestic, commercial, and industrial customers can be reduced. And earnings 
reductions can be used to eliminate the service charges and minimum bills. 
Proceeding in this manner, the commission starts a movement toward uni- 
form prices” (p. 643). 

The first criticism of Troxel’s E of utility pricing should be directed 
at the kind of economic analysis employed. Troxel abandons cost analysis and 
relies largely upon demand analysis, because all allocations of joint cost 
are arbitrary. One can agree that joint cost allocations are arbitrary and yet 
hold that cost analysis overall is more valuable than demand. To jump from 
cost as unsatisfactory and plunge into demand is to jump from the frying 
“pan into the fire. Troxel does not supply any clues to successful measure- 
ment of elasticity of demand other than the general statement that elasticity 
varies proportionately with the quantity and quality of the alternatives 
available. Commissions will make greater progress toward scientific rate- 
making by continuing efforts for better accounting and cost data for rates 
than by depending upon demand analysis. While exact costs per unit cannot 
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be ascertained, the margin over which reasonable experts will disagree can 
be used by commissions as an area for the exercise of distributive justice 
in the public interest. 

An attempt to deal with discrimination should be accompanied by con- 
siderable cost analysis because discrimination under utility regulation is meas- 
ured by the difference between the price of a unit and its actual cost. A 
movement toward uniform prices as advocated by Troxel might lead to more, 
rather than less, discrimination. “One of the simplest and most common 
kinds of discrimination occurs through failure to discriminate.” A move to 
reduce or eliminate service charges and minimum bills might merely sub- 
sidize the small user at the expense of the larger and curtail production that 
is socially desirable, especially if the change were made on the basis of 
demand elasticities unaccompanied by cost analyses. 

Beyond questions of deficiencies in economic analysis, lies a more funda- 
mental criticism—economic analysis alone is inadequate to deal with the 
problems of utility pricing, Case studies and statistical inquiries that are not 
confined to cost and demand considerations are needed to reveal the im- 
portant factors affecting utility pricing and possible means of reaching 
desirable social and economic goals. For example, case studies will show that 
within the jurisdiction of one commission there will frequently be two 
utilities, comparable in many respects, yet one of which will have a higher 
average use of residential electricity and lower rates as measured by typical 
bills. What are the explanations for the achievements of the progressive 
company? Generally we find the progressive company has, among other 
things, an aggressive sales promotion force and more dynamic executives, 
who are alert to changing conditions and quick to adopt innovations in rates 
and services. And a study of its rate history would probably reveal that, 
over the years, it practiced more discrimination than the company that 
chose to “stand pat” within its legal rights under regulation. 

In a sense, the broader view would study the significance to rate policy 
of commission action that promotes the positive virtues of efficiency under 
regulation as contrasted with the negative virtue of merely staying within 
the limits of legal earnings. Such studies would consider among other things 
the impacts upon utility pricing of comparisons of electric bills and their 
use by commissions to negotiate rate reductions, the prodding with real 
or potential “birch rods” of publicly owned plants, and the public relations 
reactions of companies to general dissatisfaction of customers in their role 
of voters. Other practical applications in rate-making would be considered. 
For example, the TVA initial rate policy was not the result of thorough- 
going economic analysis but rather was conditioned by the progressive com- 
mission viewpoint of the time advocating promotional rate policy and adhering 
to the belief that the demand for residential services, if not elastic in the 
economists’ terms, offered great possibility for expansion if coupled with 
aggressive sales promotion. 

Historical studies of rates would also reveal that discrimination has not 
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always run against the residential class. During the depression of the ’thirties, 
many companies realizing that the residential class showed more possibilities 
for expansion than the industrial class, practiced discrimination in favor of 
the residential class by adopting bargain and objective rates. (Elasticity of 
demand for electricity for industrial power was not very high during the 
depression. This raises a question as to the validity of measuring elasticity . 
by generalizations on the alternatives available.) 

Rate policy should be based not only on the findings of economic analysis 
but also on the findings of broader studies that would consider, among other 
things, the means that have been used to accomplish the desirable end of 
greater use at lower rates. Consumers in the residential class are better pro- 
tected by efforts to reach this goal than by efforts limited to minimizing 
discrimination in the lower blocks. The social and economic benefits of 
expanding use at lower rates for the mass of society overshadows the in- 
equities of discrimination. The flexible use of discrimination in utility pric- 
ing under proper regulation can be a vehicle of the highest social justice. 

Troxel has formulated a rate policy without placing the utility pricing 
problem in its setting in relation to more fundamental economic and political 
goals. These goals include the provision of full employment and a constantly 
‘rising standard of living. To assure these requires the maintenance of gross 
national product at levels substantially higher than those achieved in the 
years between the World Wars. This implies that utilities must be expanding 
industries, constantly encouraging, not restraining, new uses. In this setting 
the objective of rate policy will be to move all customers to higher levels of 
consumption and not to encourage their continuance in lower blocks by rate 
concessions., 

Many sections of Troxel’s book are outstanding in comparison with other 
texts currently available. In my opinion the parts that deserve special com- 
mendation are those dealing with the operations and accomplishments of the 
Securities and Exchange Commission, the Federal Power Commission, and the 
various federal agencies dealing with regional power projects and rural 
electrification. The explanation lies in the great mass of original material that 
Troxel has analyzed as the basis of his studies of recent regulatory activity. 
Practically all data in the field, which previously had been scattered through- 
out a great range of government releases, special studies, periodical literature 
and doctoral dissertations, have been worked into a well-written, unified 
account. 

In my opinion the book is too advanced for college students who are be- 
ing introduced to the field of public utility economics. Most teachers will 
hesitate, however, in depriving students of such an excellent account of re- 
cent regulatory efforts. The solution may lie in supplementing the text with 
lecture material on the institutional basis of public utilities, which to me 
is the best single thread of meaning for unifying the diverse parts of this 
subject. 

WILLIAM F. KENNEDY 

University of California, Santa Barbara College 
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Analysis of Railroad Operations. By JoseruH L. Werre. 2nd ed. (New York: 
Simmons-Boardman. 1946. Pp, xviii, 306. $5.00.) 

This second edition of Mr. White’s book will be of Interest to students of 
railroad transportation, as well as to railway officers and analysts of railroad 
securities. The earlier edition, published in 1925, has been brought up to date 
by the inclusion of more recent figures, by a review of wartime problems en- 
countered by the railroads and by the appendage of new charts, tables, 
schedules and photographs illustrating the various phases of railroading. 

Although the title might lead to the belief that this is a book describing the 
operating practices of railroads, actually it is a guide to railroad accounting, 
with special reference to the classifications adopted by the Interstate Com- 
merce Commission and the forms employed by the companies themselves to 
summarize the physical performance of railroads. Mr. White is not concerned 
with capitalization and valuation, with earnings and dividends, with divisions 
and rates, but goes behind the income account, the balance sheet and the profit 
and loss account, to describe standards of cost accounting and indexes of man- 
agerial efficiency. Particularly is he interested in the ratios obtainable from 
railroad operating statistics which, over time, indicate to the railway manager 
and analyst the success of the company in controlling unit costs in the face of 
fluctuations in business. 

A feature of this edition is a comparative analysis of the operating results 
of two Class I railroads—unnamed but easily recognizable as the Erie and the 
New Haven—on the basis of their reports to the Interstate Commerce Com- 
mission (Schedules A through H). The analysis proceeds in terms of expense 
ratios, that is, the cost per dollar of revenue of line-haul and yard operations, 
maintenance, fuel, and other specified items of expense. The results of this 
analysis—which could scarcely be called surprising-—is that the Erie enjoyed 
more net railway operating income in 1941, because 90 per cent of its total 
revenues came from freight, in which it enjoyed a slightly more favorable ex- 
pense ratio, while only 4.5 per cent of its revenues were derived from pas- 
senger service, in which the New Haven had considerably better expense 
ratios as the result of greater traffic density per mile of road and better oc- 
cupancy per train. Putting it another way, despite greater volume, the 
passenger business of the New Haven fell short in 1941 of meeting its pro- 
portion of costs common to both freight and passenger service and the freight 
business, despite its profitability, could not make up the deficiency. 

Mr. White omits from his discussion the various formulas prepared by 
economists of the Interstate Commerce Commission during recent years for 
determining “‘out-of-pocket” costs of handling freight and performing inter- 
city and suburban passenger services. He assumes the traditional meaning of 
“out-of-pocket” as referring to those direct expenses which relate solely to an 
individual service, and does not extend the concept, as the Commission’s 
analysts have done, to cover an assigned percentage of the common costs, in- 
cluding a proportion of the cost of capital items required to furnish the service. 
“Out-of-pocket” costs, in their analysis, are those costs which would be saved 
if the service were eliminated. 
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There is also no mention here of methods of segregating revenues and ex- 
penses associated with the operation of a particular line or division of a rail- 
road system which have been employed in a number of reorganization cases 
in the last ten years, notably the Alton, the New Haven and the Jersey Cen- 
tral. These segregation formulas involve, among other things, the allocation 
of a “constructive mileage” to terminals, corresponding roughly to the im- 
portance to total operations of each terminal. When related to the true mileage 
between terminals, this allocation enahles an apportionment of revenues and 
costs to be made which will, in a general way, indicate to the railroad man- 
ager or analyst whether operation of the segment being considered is profitable 
‘or not, and to what extent. 

One of the most important considerations to modern railroad management is 
the effect upon costs of the introduction of new technology. While Mr. White 
states (p. 195) that costs of repairing electric and diesel-electric locomotives 
are lower per unit of service than are repair costs of steam locomotives, there 
is no proof offered for the statement, nor any overall analysis indicating the 
advantage or disadvantage with respect to steam of electric and diesel-electric 
locomotives in the different services and under varying conditions of opera- 
tion. Again (p. 198) Mr. White asserts: “It has been generally found that 
electrification reduces maintenance of equipment and transportation expenses 
but increases maintenance of way and structures because of the maintenance 
and depreciation of the power plants and distribution system.” If the author 
had drawn upon his wide experience to explain and illustrate this generaliza- 
tion, the result would have been a sounder and more interesting analysis of 
operations, and one which would have been of considerably more value to rail- 
road executives and students. The same is true for other examples of tech- 
nology now being widely applied, including new signallmg and communica- 
tions equipment, car retarders, lightweight cars and other modern rolling stock. 

At the heart of an analysis of railroad expenses and revenues is the relation 
of costs to volume of business. Mr, White’s book provides scant information 
on this subject. In connection with an appraisal of the expense of maintaining 
roadbed (p. 99), Mr. White refers to a study made by the U. S. Railroad 
Administration of the effects of World War I train movements upon costs, 
which found that approximately one-third of these expenses varied directly 
with use. He does not provide us with the basic data and assumptions of this 
study, nor does he indicate whether railroad experience during the 1930’s and 
in World War II revealed a similar relationship. On the other hand, the author 
offers the following gratuity with respect to payments for loss and damage to 
freight and injuries to persons: “These payments do not ordinarily have any 
direct relation to the traffic.” This reviewer seriously questions this observa- 
tion with respect to both passengers and freight. 

A significant development of World War II was the discovery by railroad 
management that considerable business previously written off by them as un- 
profitable and which they had considered’ irrevocably lost to highway and 
other carriers, could if handled in volume become profitable, or if it did not 
cover total costs, could at least meet direct operating costs and contribute to 
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common and overhead costs. Examples of such business are inter-city pas- 
senger traffic and less-carload shipments. At present rail carriers are striving 
mightily to retain this business which came to them during the war because it 
had no other place to go. In his capacity as executive officer of the Office of 
Defense Transportation during World War II, Mr. White was in an admirable 
position to analyse the effect on costs of traffic increments. It is to be regretted 
that he did not do so. 
W. N. LEONARD 
Rutgers University 
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Land Use in Central Boston, By Waiter Firey. Harvard Sociological Stud., 
Vol. IV. (Cambridge: Harvard Univ. Press. 1947. Pp. xv, 367. $5.00.) 


These detailed studies of the factors affecting land use in central Boston are 
intended to show that current land-use (location) theories are inadequate. 
Although case studies are not sufficient to prove a new theory, the author seems 
to have established his case that there are serious deficiencies in the present 
location theories. 

The reasons for these deficiencies, though the author never states them in 
these terms, are of two types: First, the monetary and psychic benefits from 
a piece of land are dependent on what is being done with other pieces of land, 
and on other people’s value patterns. Italians stay in the slums because their 
friends are there. Doctors have their offices in Back Bay for similar reasons. 
People like to live on Beacon Hill because other people regard it with respect. 
Second, certain benefits or costs are not, or cannot be, expressed in monetary 
terms, so that efficient use of resources (land in this case) requires collective 
action. The preservation of Boston Common illustrates this. 

These two types of problem would seem to require different types of 
analysis. They are not distinguished carefully in this book, and are confused 
for the general reader by the use of specialized terminology and coined words 
like “anomie.” At times, Dr. Firey seems to be saying that the allocation of 
space is irrational: 


In all of these examples it appears that space has been divested of its role as a 
productive agent and has been removed from the process of rational allocation. 
As a result it has been put to wholly non-economic uses—uses that yield no 
income whatsoever. And yet, paradoxically, it has yielded “utility.” But this 
utility is not of the sort which attends the minimization of cost. It is of a very 
different order, one which nevertheless has real functional significance for the 
larger social and cultural system (p. 168). 


Nevertheless, the empirical studies are a real contribution and should be 
read not only by location theorists but by every economist interested in the 
general theory of resource allocation. Economists have recognized these prob- 
lems of “external economies and diseconomies,” and “private versus social 
costs,” ever since Sedgwick and Pigou. Attempts have been made to take ac- 
count of these difficulties, but for the most part location theory, the theory of 
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the firm and the household, and the theory of resource allocation under com- 
petition, have tended to neglect the problem. And even where the problem has 
been discussed, there has been very little empirical evidence as to its relative 
importance. Dr. Firey’s study makes a significant addition to our supply of 
such evidence. The study also sheds light on the development of land uses, and 
of people’s taste patterns, through time—a necessary supplement to more 
static theories. 

The book offers only a very general theoretical solution to the difficulties, 
and much work remains to be done here. Can we analyze the situation in 
terms of possible bribes, nearby property owners paying slum owners to re- 
habilitate their structures? Can we ask the results of large discrete changes 
such as moving all Italians to Roxbury at once? Does it help to ask what would 
happen if all the property in a large area were owned by one decision-making 
unit? Do interdependences of utility among households, and of rents among 
parcels of land, mean that we can no longer go from the theory of the firm 
and household to a theory of resource allocation? Can we devise a theory of 
location which takes account of these complicated relations? These are some 
of the problems implicitly raised by this study. We heartily recommend the 
book not only as a real contribution to our empirical evidence, but also as an 
extremely interesting sociological study. 

James N. Morcan 


Brown University 


Labor and Industrial Relations 


History of the Labor Movement in the United States: from Colonial Times 
to the Founding of the American Federation of Labor. By Puivip S., Foner. 
(New York: Internat. Publishers. 1947. Pp. 576. $4.50.) 

Through a provocative summons to the ideological barricades which con- 
stitutes his Preface, Philip S. Foner compels detailed comparison of his History 
of the Labor Movement in the United States with the first two volumes of the 
classic work of Commons and associates. Dr. Foner, who is now a member of 
the history department of the Jefferson School of Social Science in New York, 
acknowledges at once the debt of all labor historians to the early work of 
Richard T. Ely, George E. McNeill, John R. Commons and Commons’s col- 
laborators and students. But in the process of paying tribute to Professor Ely’s 
vast collection of labor materials now at the John Crerar Library in Chicago, 
to the ten-volume Documentary History of American Industrial Society, and 
to the four volumes of the Wisconsin school’s History of Labor in the United 
States, Dr. Foner also reveals his real intent: justification of the need for a 
fresh treatment of the period from colonial times to the founding of the Amer- 
ican Federation of Labor in 1881, the coverage of his present volume. A 
second volume, now in preparation, will continue his newly oriented narrative 
to the most recent events in American labor history. 

Three considerations have prompted Dr. Foner to undertake the careful 
and well-documented research which the present volume represents. First, new 
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materials, like memoirs of trade union leaders and unpublished theses and 
dissertations, have appeared since the publication of the earlier Commons 
History. These materials make necessary, in Dr. Foner’s opinion, ‘‘a re-evalua- 
tion of conclusions reached in all previous writings on the subject.” Apart 
from the emphasis which Dr. Foner has placed upon the so-called new facts, 
his search through latter-day sources has resulted in four chapters on subjects 
which were not treated by Commons separately, in the same way, or in as 
great detail, although the diligent student may find the essential data in the 
earlier work should he choose to do so: Labor and Jeffersonian Democracy, 
Labor in the Ante-Bellum South, Northern Labor and Slavery, and Labor and 
the Copperheads. 

The remaining twenty-one chapters in Dr. Foner’s narrative follow the 
presentation in the Commons History. As a matter of record, Commons, in 
contrast with Foner, has covered the principal periods of early American labor 
history more fully, and has approached the main narrative with an introduc- 
tory chapter on conditions, philosophies and movements, followed by three 
chapters describing market theory, the development of bargaining classes and 
the economic systems of the merchant capitalist. For the most part, except for 
the interpretation which Dr. Foner chooses to place upon the additional, if not 
precisely startling, facts which he has unearthed, his details do not add sub- 
stantially to our earlier understanding of the period involved or of the prob- 
lems discussed. He might have used, just as convincingly, Commons’s old facts 
for his new interpretation. But minutiae are always welcome in the world of 
scholarship. 

Dr. Foner asserts, secondly, that the Wisconsin school failed to “‘deal with 
the labor movement in its larger economic, political and social setting.” The 
first four chapters, already cited, of the Commons History, still stand as 
monuments to these larger considerations. Scholars may quarrel about the 
theory of the labor movement which these chapters espouse, but not with their 
fullness or their range. From the legal standpoint, Commons treats the con- 
spiracy cases from 1806-1815 much more adequalely and accurately than Dr. 
Foncr. Commons, for example, specifically states that the Commonwealth v, 
Hunt decision remained, for all practical purposes, an isolated case. Dr. Foner 
tries to interpret it, goaded on by his ideology, as a political victory 
for labor. Dr. Foner’s reader would never guess the limited significance of the 
decision during the years under study. Part II of the Commons History, 
“Citizenship,” devoted six chapters to the broad problems involved. Three have 
sufficed for Dr. Foner. Part IV of Commons, “Humanitarianism,” contains 
seven chapters ranging from immigration to agrarianism as compared with 
Chapter 11 of Dr. Foner’s work, although elsewhere he has woven some of 
these considerations into the fabric of his History. In Part VI, Selig Perlman’s 

_} treatment of early socialism, anarchism, and syndicalism is still unexcelled. 
Precisely how much larger can “larger” justifiably be? 

Thirdly, Dr. Foner contends that the work of Commons and the theory of 
the American labor movement formulated by Selig Perlman are constricted by 
limitations and shortcomings which recent “events have completely exploded.” 
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American economic life has demonstrated, according to Dr. Foner, “the 
divergence of interest in the fundamental relationship between labor and capi- 
tal.” The contemporary organization of mass-production workers through in- 
dustrial unionism, the unity established between Negro and white workers, 
and the influence exerted by the labor movement in the field of political action 
and in “the world-wide struggle against fascism, not only indicate how the 
Commons-Wisconsin school miscalculated regarding the policies the labor 
movement had to adopt to achieve success, but they also show that precisely 
those policies hailed by this school had to be abandoned if the task of or- 
ganizing the great mass of American workers was to be accomplished.” There- 
fore, Dr. Foner’s volume “undertakes to present a new interpretation of the 
history of the labor movement in the United States based upon manuscripts, 
newspapers, pamphlets and the existing monographic material in American 
history, economics, and related subjects.” 

Unfortunately, Dr. Foner chose the wrong period in American history with 
which to corroborate his prefatory views. He may yet succeed in establishing 
the validity of his explosion-proof interpretation in the promised second vol- 
ume. He may prove, for example, that the clothing workers and the steel 
workers, pillars of the CIO, act upon a theory of divergence of interest between 
labor and capital; that the large mass-production industries were organized, 
and are kept organized, primarily on concepts of class-consciousness and class- 
solidarity; that the CIO in the Deep South has not been forced by expediency 
into Jim Crow arrangements despite their courageous insistence on non-dis- 
crimination; that political action by the CIO, thus far, when stripped of 
modern clamor and advertising techniques, is anything but old Sam Gompers’ 
“reward your friends and punish your enemies” doctrine. 

But for the time being, in the present volume, the facts which Dr. Foner 
marshals serve to substantiate yet once more the fundamental soundness and 
wisdom of the Commons-Perlman theory of the labor movement, at least for 
the early period under consideration. Again and again, when the facts are 
recalcitrant, like those concerning the mechanics’ union of Philadelphia which 
lasted only four years and devoted most of its energy to political action, Dr. 
Foner has composed interstitial passages like this: “Its most important con- 
tribution to the rising labor movement was its example of labor solidarity 
among the workers of various trades.” What practical continuous good the 
example provided a dead city labor movement, Dr. Foner fails to explain 
because he cannot. (He often seems to infer that labor movements are in- 
fluenced by a knowledge of labor history, the only way by which such ex- 
amples could be remembered.) Commons and his associates at least explain 
why that movement and similar early movements did fail. Their theory never 
implied that no instances of class consciousness or independent political action 


ever arose on the early American scene. Dr. Foner writes as though he serious- | 


ly believes that once he has noted that such events occasionally arose, he has 
exploded a theory. 

Dr. Foner’s History is obviously the work of a painstaking and careful 
scholar whose documentation evidences on every page the multiplicity of his 
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sources and the breadth of his search for facts. But Dr. Foner, in addition to 
his just claim to scholarship, must also acknowledge devotion to formalized 
Marxian theories and ideals. This marriage of fact and faith, one of psy- 
chological compulsion, has made his task of dealing with the un-Marxian data 
of early American labor history unmanageable. In his preface, Dr. Foner 
quarrels with the “job consciousness” analysis of the Wisconsin school as 
opposed to the “class consciousness” theory of labor movements. But in the 
text itself, he can never once prove the existence of class-consciousness or 
class-solidarity strong or permanent enough to consolidate the workers of a 
city, region, or larger area into a lasting labor movement. Until a Marxist 
historian can explain satisfactorily, in terms other than those of the Wisconsin 
school, why no permanent labor movement emerged in the United States until 
the formation of Gompers’s misguided American Federation of Labor, the 
pragmatic theory remains unchallenged. 

In one of her famous sonnets, Edna St. Vincent Millay speaks of reading ` 
lively chronicles of the past, “hunting the amorous line, skimming the rest.” 
While Dr. Foner does not skim, he certainly hunts the “Line.” No student 
should forego, however, the privilege of reading and using this conscientious 
and craftsman-like contribution to the field of American labor history. 

Maurice F. NEUFELD 

School of Industrial and Labor Relations 

Cornell University 


Les Caractères Contemporains du Salaire. Pragma, Publications de lInstitut 
de Science Économique Appliquée. (Paris: Presses Univ. de France, 1946. 

Pp. 160. 240 fr.) 
Salaire et Rendement. Pragma, Publications de l'Institut de Science Econo- 
mique Appliquée. (Paris: Presses Univ. de France. 1946. Pp, 234. 300 fr.) 
The Institut de Science Économique Appliquée was founded in January, 
1944 under the directorship of Professor François Perroux. The original mem- 
bers of the Institute were semi-public institutions such as the Bank of France 
and a number of Chambers of Commerce, public institutions such as the 
Faculties of Law and the Caisse des Dépôts et Consignations and private 
institutions such as the École Libre des Sciences Politiques. Individuals and 
private organizations may join the Institute as associate members, The aim 
of the I.S.E.A. is the investigation of economic problems of public interest. It 
has its own journal and in addition publishes monographs on topical questions. 
The present two volumes are the first monographs in a special series con- 
cerning wages and wage policy. The first volume is an excellent source of in- 
formation on French wages and salaries and French wage policy. Its author, 
Yves Mainguy, starts his investigation by first pointing out that wages and 
salaries are composed of three different elements: (1) one part which roughly 
expresses the economic value of the work done by the worker; (2) a second 
part which he calls the “social wage,” in which social security benefits and 
family allowances are included, and (3) a statistically unmeasurable part 
which expresses conditions of work, the agreeableness of the social milieu, etc. 
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The author then discusses these three parts in detail. His critical survey of the 
statistical sources of information on French wages reveals that French statis- 
tics are very inadequate. Only the wages of miners are really accurately re- 
corded: Some of the results may be mentioned specifically. 

1. A comparison of wages paid in small industries in Paris and wages paid 
in the same industries outside Paris showed a very wide discrepancy in favour 
of Paris. In 1938, the hourly wage in Paris was 10.50 francs whereas outside 
Paris it was 6.19 francs, and weekly earnings in the two regions were 420 
francs and 248 francs respectively. 

2. Wages of miners, even of those working underground, were all through 
the interwar period considerably below the wages in the small industries in 
the Paris region. 

3. The wage differentials between skilled, semi-skilled, and unskilled workers 
showed a strong tendency to narrow down. The ratio of the wages of un- 
skilled workers to those of skilled workers in the metallurgical industry in the 
Paris region in 1914 was 53 per cent, and in 1938, 71 per cent; the corre- 
sponding ratios of semi-skilled to skilled wages were 70 per cent and 87 per 
cent, respectively. | 

4, The “social wage” is also investigated statistically. In France there exists 
a system of family allowances which are paid not by each individual enter- 
prise but by public agencies out of funds to which the enterprises contribute. 
These Caisses de Compensations may be local or regional, professional or 
interprofessional. Their disbursements in 1938 amounted to 3.06 billion francs, 
and in 1943 to 11 billion francs. If allowance is made for these family benefits 
and for the various types of social security, roughly 15 per cent has on the 
average to be added to the wage of the French worker. 

5. The purchasing power of the wage of a skilled worker in the metallurgical 
industry in the Paris region did not rise above the 1914 level until after 1929. 
It was 30 per cent above by 1938, Semi-skilled and unskilled workers fared 
better. The purchasing power of their wages was above the 1914 level through 
the whole of the interwar period (in 1938 those of semi-skilled workers were 
60 per cent and those of unskilled workers were 74 per cent above). The 
salaries of higher civil servants never reached the level of 1914 (they were 28 
per cent below in 1936). The purchasing power of wages and salaries during 
the second World War was below the prewar level in all categories, even if 
the purchasing power is calculated on the basis of controlled prices. Some 
observations on the third element in wages conclude the volume. 

The reviewer is not in a position to appraise critically the reliability of the 
statistical material. But the study gives the impression of careful work and 
the reader is frequently warned that the statistics are incomplete and that 
the figures should not be taken as a precise measure of the movement of 
wages and of their purchasing power. 

The second volume, written mainly by the same author, deals with the 
systems of wage payments in French agriculture, commerce and industry. The 
discussion starts from three propositions: (1) that the employer is solely or 
mainly interested in the relation of the wage to the productivity of the worker 
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and therefore favours wage systems which give the worker an incentive to 
work harder; (2) that the worker is interested in the relation of the wage 
to the subjective “pain” (including boredom) of his work and therefore 
favours time wages; (3) that work should be the centre of interest for the 
worker, around which he arranges his life, which is not the case for the mech- 
anized industries (employing about 3 million workers in France). These in- 
dustries are exactly those in which social unrest and political agitation are 
strongest in France. 

The author groups the various wage systems under three headings: “tech- 
nical” wage formulae, “economic” wage formulae, and “social” wage formulae. 
Under the first heading, he discusses time and piece wages and combinations of 
the two. The reader finds here a critical discussion of the Taylor, Halsey, 
Rowan, Gantt, Bedaux, and several other systems. Under the second heading, 
the author deals with profit-sharing schemes and some other “‘solutions” which 
seem peculiarly French. Under the third heading, the influence of such factors 
as seniority and the size of the family on wages is investigated. The various 
wage systems are discussed from the point of view of the employer as well as 
from that of the wage-earner, and also from an “objective” point of view, 
where interest is concentrated on what the author calls “human equilibrium” 
for the worker. The author’s comments on the various wage systems are stim- 
ulating and well balanced. 

FRIEDRICH A, Lutz 

Princeton University 


Union-Management Co-operation: Experience in the Clothing Industry. By 
Kurt Braun. (Washington: The Brookings Institution. 1947. Pp. xi, 
259, $3.00.) 


Union-management co-operation is one of those (numerous) subjects in the 
field of labor relations for which no universally accepted definition has yet 
been elaborated, with the result that the term has been used by different people 
in radically different senses. For Braun, union-management co-operation sig- 
nifies: “collaboration of management and unions on subjects extending heyond 
elementary matters of employer-employee relations.” 

Within the framework of this definition, the author describes various aspects’ 
of the co-operative labor policies practiced in both branches (men’s and 
women’s) of the clothing industry. The techniques utilized to administer the 
co-operative ventures are discussed at some length. There are chapters dealing 
with wage setting, conditions of employment, the development of efficiency 
in production, promotion of sales, union welfare plans and industrial disputes. 
The author also examines the effect of union-management co-operation on the 
patterns of employment, wages, profits, and prices. He is careful to point out, 
however, that the behavior of these economic variables in the industry can- 
Not possibly be attributed to the co-operative policies alone. 

This descriptive material is not new. One can find various parts of it in 
the well-known books by Slichter, Levine, Strong, Soule and others, Further- 
more, these scattered inductive segments are systematically collated in Seid- 
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man’s volume on The Needle Trades. But Braun goes beyond mere descrip- 
tion. He also attempts to analyze the determinants of union-management co- 
operation in general, and in the clothing industry in particular. The salient 
features of this analysis are: (1) unions rather than management have ini- 
tiated collaboration in most instances; (2) managerial opposition has arisen 
mainly because co-operation entails the encroachment by unions on managerial 
functions; (3) union leadership has been more favorably disposed toward 
co-operalion than the rank and file; (4) certain economic conditions facilitate 
the genesis of co-operative plans—for example, intense competition. 

While this analysis touches on some of the significant elements in union- 
management co-operation, it does not go deeply enough. As a consequence, it 
fails to provide an adequate approach to many a problem in this sphere. 
To mention only a few: Why do some employers accept co-operation and 
others do not? Do employers’ attitudes toward co-operation undergo any 
important changes over time? Why do some union leaders succeed in winning 
the rank and file over to co-operation while others fail? Do a union’s objectives 
have any influence on the success of co-operation? What is the relationship 
between worker psychology and union-management co-operation? 

One can, of course, adopt any definition for a problem that one desires, 
provided it is used consistently throughout the thesis in question; and Braun’s 
definition of union-management co-operation is consistently applied. However, 
his definition is too broad to permit of constructive analysis. Thus, for ex- 
ample, it embraces co-operation designed to increase sales through more inten- 
sive advertising as well as co-operation planned to increase efficiency through 
the use of incentive wage systems. Yet the factors which could enable one to 
succeed would be inadequate for the other. Workers may have no objection 
to increased advertising, but may be bitterly opposed to incentive wage plans. 
In the light of such dichotomy in actual behavior, it becomes important to dis- 
tinguish between co-operation pertaining to costs and that pertaining to prices 
and sales. A separate analytic model is needed for each. One has but to think 
of the bituminous coal industry, where the union and management have col- 
laborated in obtaining government support for price agreements, but where 
joint action to reduce costs is conspicuous by its absence. 

In a society such as ours the importance of union-management co-operation 
cannot be overestimated. With full employment and extensive union organiza- 
tion we should expect continuous pressure for higher wage scales. And higher 
wages will be translated into higher prices, unless they can be compensated 
by increased productivity. Union-management co-operation can contribute 
toward such increased productivity, as Braun so clearly demonstrates for the 
clothing industry. 


JOSEPH SHISTER 
Yale University 
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Pennsylvania Press. 1947. Pp. 45. $1.) 


A savings bank account; the story of the Western Saving Fund of Philadelphia, 1847- 
1947, (Philadelphia: Western Saving Fund Society. 1947. Pp. 90. Apply.) 


International Trade, Finance and Economic Policy 


Apams, B. America’s economic supremacy. With a new evaluation by M. Childs. (New 
York: Harper. 1947. Pp. 194. $2.50.) 


Bucuanan, N. S. and Lutz, F. A. Rebuilding the world economy—America’s role in 
foreign trade and investment. With the report and recommendations of the Committee 
on Foreign Economic Relations. (New York: Twentieth Century Fund. 1947. Pp. xiii, 
434. $3.50.) 


CONDLI®FE, J. B. The foreign loan policy of the United States, Nat. econ. problems no. 426. 
(New York: Am. Enterprise Assoc. 1947. Pp. 32. 50¢.) 
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DOMKE, M. The control of alien property. Suppl., Trading with the enemy in World War H. 
(New York: Central Book Co. 1947, Pp. 334. $7.50.) 


FARNSWORTH, H. C. Grain saving for United States export. War-peace pamph. no. 10. 
(Stanford: Food Research Institute, Stanford Univ. 1947. Pp. ili, 39.) 


HADSEL, F. L. Technical specialized agencies of the U. N.—Finance, Transport and Com- 
munication, and Trade. For. Policy Reports, Vol. XXIII, no. 17. (New York: For. 
Policy Assoc. 1947, Pp. 11.) 


HAUSSMANN, Fa Der wandel des internationalen kartellbegriffs—Amerikanische kartelldoc- 
trin und World Trade Charter. (Bern: A. Francke. 1947. Pp. viii, 160. 11.50 sw. fr.) 


Kirk, G. The study of international relations in American colleges and universities, (New 
York: Council on Foreign Relations. 1947. Pp. x, 113. $2.) 


Mattery, O. T. More than conquerors—building peace on fair trade. (New York: Harper. 
1947. Pp. xi, 204. $3.) 
A strong popular plea for the principles embodied in the Charter of the I.T.O. 


Pary, M. The creeping purulysis of Europe. Iluman events pamph. no. 25. (Hinsdale, IIL: 
Henry Regnery Co. 1947. Pp. 21. 25¢.) 


Pottocx, J. K. and Mason, E. S. American policy toward Germany. For. Policy Reports, 
Vol. XXII, no. 16. (New York: For. Policy: Assoc. 1947. Pp. 15.) 


RvussELL, R. S. Imperial preference. (London: Empire Econ. Union. 1947. Pp. 168. 5s.) 


SHATERIAN, W. S. Export-import banking; the instruments and operations utilized by 
American exporters and importers and their banks in financing foreign trade. (New 
York: Ronald Press. 1947. Pp. ix, 397, $5.) 


STEDMAN, M. Exporting arms. (New York: King’s Crown Press. 1947. Pp. x, 150. $3.) 


VenKATASUBBIAH, H. The foreign trade of India, 1900-1940. A statistical analysis, (New 
Delhi: Indian Council of World Affairs and Oxford Univ, Press. 1947. Pp. 83. 7s. 6d.) 


VILLARD, O. G. Free trade—free world. (New York: Robert Schalkenbach Foundation. 1947, 
Pp. x, 278. $3.) 


Wriacat, F. J. Commerce. Vol. IIL, The economics af commerce and industry, (London: 
English Univs. Press Ltd. 1947. Pp. 287. 7s. 6d.) 


Analysis of General Agreement on Tariffs and Trade, signed at Geneva, October 30, 1947 
(preliminary). Dept. of State, comm. pol. ser. 109. (Washington: Supt. Docs. 1947. Pp. 
206. 50¢.) 


Draft charter for the International Trade Organization of the United Nations. Dept. of 
State pub. 2929, comm. pol. ser. 106. (Washington: Supt. Docs. 1947, Pp. 87.) 


Economic controls and commercial policy in: 
-El Salvador. 1947. Pp. 29, 15¢. 
Guatemala. 1947, Pp. 26. 10¢ 
Honduras. 1947, Pp. 24. 10¢ 
(Washington: Supt. Docs. Prepared by Tariff Commission.) 


Greck aid program. (Washington: Supt. Docs. 1948. Pp. 25. 10¢.) 


Information services and commercial representatives of foreign countries in the United 
States. (New York: Information Services. 1948. Pp. 20, $1.) 


International Bank for Reconstruction and Development second annual report, 1946-47. 
(Washington: Internat. Bunk for Reconstruction and Devclop. 1947. Pp. 40.) 


International monetary policies. Exchange rates and the International Monetary Fund, by 
L. A. METZLER, National central banking and the international economy, by R. TRIFFIN 
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and Comments by G. HABERLER. Postwar econ. stud. no. 7. (Washington: Board o 
Govs. of the Fed. Reserve System. 1947. Pp. 102. 25¢.) 


Major problems of United States foreign policy, 1947. A study guide prepared by the In 
ternational Studies Group of the Brookings Institution under the directorship of Le 
Pasvolsky. (Washington: Brookings Institution. 1947. Pp. xv, 303. $1.50, paper; $ 
cloth.) 


Occupation of Germany, policy and progress, 1945-46. (Washington: Supt. Docs. 1947. Pr 
241. 75¢.) 


Participation of United States government in international conferences, July 1, 1945-Jun 
30, 1946. (Washington: Supt. Docs. Pp. 292. 75¢.) 
Brief accounts of all international conferences in which the United States governmen 
participated officially during this period. 


Program of research and education in the field. of international relations. (Washington 
Brookings Institution. 1947. Pp. 31. Apply.) 


The United States in the postwar world. (Ann Arbor: Univ. of Michigan Press, 194 
Pp. xi, 302. $3, paper; $4, cloth.) 
Addresses given at the University of Michigan in 1945, Contains a paper by Jaco 
Viner on International Economic Cooperation. 


Yearbook of the United Nations 1946-47, U. N. pub. sales no: 1947. 1. 18. (Lake Success 
U. N. Dept. Pub. Information. 1947. Pp. 991. $10.) 


SELECTED PUBLICATIONS ON THE MARSHALL PLAN 


Public Documents (available except as noted from Superintendent of Documents, Washing 
ton, D.C.): 


Commitee of European economic co-operation. Vol. I, General report, Paris, Septembe 
21, 1947. Vol. TI, Technical reports, July-September, 1947. 30 c.; $1. 


Commodity reports (including manpower) European recovery program (and supple 
ments). Reports available from ERP secretariat, Room 4131, New State Bldg., Wash 
ington, D.C. Supplements available from Supt. of Docs., $2.65 a set. 


Development of the foreign reconstruction policy of the United States. Dept. of State pul 
no. 2912, 10¢. 


Documents de la Conference des Ministres des Affaires Etrangères de la France, d 
Royaume-Uni, de ?U.R.S.S., tenue à Paris du 27 juin a juillet 1947 et pièces relatives au 
négociations diplomatiques engagées a la suite du discours prononcé par le Génér 
Marshall, secrétaire @état de Etats-Unis, le 5 juin 1947. Published by Ministère de 
Affaires Etrangéres, Paris. 


European recovery and American aid. A report by the President’s Committee on Foreig 
Aid (Harriman Committee). 60¢. 


European recovery program. Basic documents and background information prepared b 
' the staffs of the Senate Foreign Relations Committee and House Foreign Affairs Cor 
mittee. 45¢. 


European recovery program. Country stud., 16 vols. Dept. of State. Room 4131, Ne 
State Bldg., Washington, D.C. Free. 


Foreign aid act of 1947 (interim). Public law 389, 5¢. 


Impact of foreign aid upon the domestic economy. A report to the President by the Counc 
of Economic Advisers, October 1947 (Nourse report). Dept. of State, Room 4131, Ne 
State Bldg., Washington, D.C. Free. 


National resources and foreign aid, Report of J. A. Krug, Secretary of the Interior, Octc 
ber 9, 1947. 60¢. 
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Outline of European recovery program. Draft legislation and background information 
submitted by the Department of State for use of the Senate Foreign Relations Com- 
mittee. 


Preliminary reports, House Select Committee on Foreign Aid (Herter Committee). 11 
vols. Pub. docs. nos. 1141-1151. Vols. 1, 2, 6, 9 and 11, 10¢ each. Vols. 3, 4, 5, 7, 8 and 
10. 5¢ each. 


Problems of United States foreign economic policy. Dept. of State pub. no. 2750. 10¢. 


Statement by George C. Marshall before the Senate Committee on Foreign Relations, Janu- 
ary 8, 1948 Dept. of State, Div. of Pubs. Free. 


The United States and European recovery. Dept. of State pub. no. 2954. Dept. of State, 
Div. of Pubs. Free. 


Other Publications: 


American vital interest in European recovery. Natonal Planning Assoc., 800 21st St., N.W., 
Washington, D.C. Single copy free. 


European recovery program: problems and prospects. By Harold H. Hutcheson, Foreign 
policy reports, Dec. 15, 1947. 


General principle and administration of Marshall Plan, National Planning Assoc., Washing- 
ton, D.C. Single copy free. 


How much American aid for Europe? By C. B. Hoover and others. Transcript no. 502. 
(Chicago: Univ. of Chicago Round Table. 1947. Pp. 12. 10¢.) 


International agencies for European reconstruction. By Harold H. Hutcheson. Foreign 
policy reports, July 15, 1947. 


The Marshall Plan. By Sidney S. Alexander. National Planning Assoc, pamph. no. 60-61. 
50¢. 


The Marshall Plan or else. By Livingston Hartley. Public Affairs Press, 2153 Florida Ave., 
Washington, D.C. 15¢. 


The meaning of the Marshall plan. By H. Finer and others. Transcript no. 498. (Chicago: 
Univ. of Chicago Press. 1947. Pp. 45. 10¢.) 


Towards total peace. Americans for Democratic Action, 1740 K St., N.W., Washington, 
D.C. 35¢. 


Will dollars save the world? By Henry Hazlitt. Appleton-Century, New York. $1.50. 
Institute of Pacific Relations: Tenth Conference. Partial list of documents. These papers 


may be procured from the IPR Publication Office, New York, N.Y. 


Australia’s interests and policies in regard to economic and social reconstruction in 
the Pacific. By a study group of the Australian Institute of International Affairs. Pp. 
62. 75¢. 

Smokin, C. G. F. New Zealand’s economic interests in the Far Eastern Settlements. 
Pp. 45. 50¢ 

STALEY, E. Two problems related to economic development in the Orient. Pp. 15. 25¢. 

Stein, G. American business with East Asia. Pp. 36. 50¢. 

TaMAGNA, F. M. Politics and economics in Far Eastern reconstruction. Pp. 22. 25¢. 

Beitseaw, H. Agricultural reconstruction in the Far East. Pp. 141. $1.75. 

YUAN-LI, W. Ching’s international economic position. Pp. 28. 35¢. 

Liev, D. K. International aspects of China’s economic reconstruction. Pp. 32. 50¢. 

Cui-yuren, W, China’s social environment and her economic future. Pp. 19. 25¢. 

Gut, E. M, Essentials of reconstruction in China, Pp. 63. 75¢ 

Bucx, J. L. Some basic agricultural problems of China. Pp. 62. 75¢. 

Henson, E. R. The agricultural rehabilitation program in China. Pp. 20. 25¢. 

Kirey, E. S, Japan’s economic future. Pp. 50. 75¢. 
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Waxeriecp, H. Paths for postwar Japan. Pp. 75. $1. 

Martin, E. M. Results of the Allied occupation of Japan: an interim report, Pp. 69. 
75¢. 

Ovcu, H. Financial and monetary situation in postwar Japan. Pp. 27. 35¢. 

STEWART, J. R. Economic aspects of the Allied accupation of Japan. Pp. 52. $1. 

Gourov, P. L’avenir de PIndochine. Pp. 54. 50¢. Available in English. Pp. 24. 35¢. 

SHOEMAKER, J. Notes on Korea’s postwar economic position, Pp. 29. 35¢. 

CASTELO, A. V. Economic reconstruction problems in the Philippines. Pp. 36. 40¢. 

RomMUALDEZ, E. Z. A critique of postwar financial policies in the Philippines. Pp. 70. $1. 

JENKINS, S. United States economic policy towards the Philippine Republic. Pp. 72. $1. 


Business Finance; Insurance; Investments; Securities Markets 


HiMMELBLAU, D. Investigations for financing. 3d ed. (New York: Ronald Press. 1947. Pp. 
471. $6.) 


Hoacianp, H. E. Corporation finance. 3d ed. (New York and London: McGraw-Hill. 
1947. Pp. xii, 812. $4.50.) 
Extensively rewritten, with added chapters and broader treatment of social control. 


Macre, J. H. Property insurance, Rev. ed. (Chicago: Richard D, Irwin. 1947. Pp. 742. 
$6.50; text ed., $5.50.) 


McLaren, N. L. Annual reports to stockholders—their preparation and interpretation. 
(New York: Ronald Press. 1947. Pp. xiv, 364. $5.) 


Mennis, E. A. and others. How to invest wisely. (Great Barrington, Mass.: Am. Inst. 
for Econ. Research, 1947. Pp. 96. $1.) 


Mutxy, M. A. The new capital issue market in India. (Bombay: Popular Book Depot. 
1947, Pp. 99. Rs. 5.) 


Stewart, M. S. Buying your own life insurance. Public affairs pamph. no. 134. (New York: 
Pub. Affairs Committee. 1947; Pp. 32. 20¢. 


87th annual report of the New York state superintendent of insurance for the year ended 
December 31, 1945. Vol. Il, Fire and marine insurance companies. 1946 Legislative doc. 
no. 74. (Albany: Williams Press. 1947. Pp. 167, 1217.) 


What’s new in insurance legislation; state health and accident laws, multiple-line under- 
writing. Insurance ser. no. 71. (New York: Am. Management Assoc. 1947. Pp. 32. 50¢.) 


Public Control of Business; Public Administration; 
National Defense and War 


Hewes, T. Decentralize for liberty. 2nd ed. (New York: Dutton. 1947. Pp. 238. $3.) 


Kyicut, W. D. Subsidization of industry in forty selected cities in Wisconsin, 1930-1946, 
Univ. of Wisconsin commerce stud. no. 2. (Madison: Univ. of Wisconsin School of 
Commerce, 1947. Pp. xii, 206. $1.) 


McCortum, W, H. Who owns Canada? An examination of the facts concerning the con- 
centration of ownership and control of the means of production, distribution and ex- 
change in Canada. (Toronto: Canadian Forum Book Service. 1947. Pp. 111. 50¢.) 


Rossins, L. The economic problem in peace and war. (London: Macmillan. 1947. Pp. vii, 
86. 3s. 6d.) 


Stason, E. B. The law of administrative tribunals, A collection of judicial decisions, 
statutes, administrative rules and orders and other materials for use in courses on ad- 
ministrative law. 2nd ed. (Chicago: Callaghan and Co. 1947. Pp. 762. $8.) 


STREET, SIR ARTHUR. The public corporation in British experience. (London: Inst. of Pub. 
Admin. 1947. Pp. 36. 2s. 6d.) 
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Economic report of the President to the Congress, January 14, 1948. Transmitted to the 
Congress as required under the Employment Act of 1946. (Washington: Supt. Docs. 
1948. Pp. vi, 136. 35¢.) 


The economic reports of the President. (New York: Harcourt, Brace. 1948, Pp. iv, 171. 
$2.50.) 
Includes the first and second annual economic reports and the midyear economic report. 


Industrial mobilization for war—history of the War Production Board and predecessor 
agencies, 1940-1945, Vol. I, Program and administration. Hist. repts. on war admin: WPB, 
gen, stud. no. 1, Civilian Production Admin., Bur. of Demobilization. (Washington: Supt. 
Docs. 1947. Pp. xviii, 1010. $3.75.) 


The patent system, Law and Contemp. Probs., Vol. xii, no. 4. (Durham: School of Law, 
Duke Univ. 1947. Pp. 161.) 


Pricing problems and the stabilization of prosperity. Addresses by Senator R. E. Flanders, 
J. K. Galbraith, E. 5. Mason, A. C. Neal, C. F. Phillips, and W. Wright at the 2nd 1947 
Kennomir Tostitute nf the Chamher of Cammerce of the U.S., Sept. 18, 1947. (Washington: 
Chamber of Commerce of the U.S.A. 1947. Pp. 85. $1.) 


OFFICE oF Prick ADMINISTRATION WAR PROFITS STUDIES 


The last six monographs of this series under the general title of Corporate Profits were 
completed and published by the Office of Temporary Controls in 1947. Copies may be 
obtained on application from the Publications Section, Division of Liquidation, Depart- 
ment of Commerce. 

No. 13 War contractors’ profits, 1936-39—1944. Pp. 90, 

No. 14 Profits, 1936-1944, of 520 food processors. Pp. 116. 

No. 15 Profits, 1936-1944, of 326 textile manufacturers. Pp. 115. 

No. 16 Pt. I: 1936-1944 (annually)—Profits growth to wartime peak of 2500 leading in- 
dustrial corporations. Pp. 150. 

No. 17 Pt. II: 1936-39 and 1942-45 (1940-1945 annually)—Wartime vs. peacetime earn- 
ings. Pp. 79. 

No. 18 Pt. I: Half-year earnings—-1936-39, 1942-45, 1945, 1946—Impact of reconver- 
sion, Pp. 32. 


Industrial Organization; Price and Production 
Policies; Business Methods 


Barn, J. S. and Moore, F. T. Literature on price policy and related topics, 1933-1947— 
a selective bibliography. (Berkeley: Bur. Bus. and Econ. Research, Univ. of California. 
1947. Pp, 23, mimeo.) 


Coperanp, M. T. and Towt, A. R. The board of directors and business management. 
(Boston: Harvard Univ. Grad. School of Bus. Admin. 1947. Pp. 214. $3.25.) 


Lavine, A. L. and Manprert, M. Business law for everyday use. Rev. ed. (Philadelphia: 
Winston, 1947, Pp. 624. $2.20.) 


Netson, J. C. and Smaru, R. C. Transportation factors in the location of the cast tron 
pipe industry. Dept. of Commerce econ. ser. no. 63. (Washington: Supt. Docs. 1947. Pp. 
vi, 54. 25¢.) 


Newman, W. H. Business policies and management. 2nd ed. (Cincinnati: South-Western 
Pub, Co. 1947. Pp. 832. $5.) 


Rowrann, F. H., Business planning and control. (New York: Harper. 1947. Pp. 351. $4.) 


SPRIEGEL, W. R. and LanssurcH, R. H. Industrial management. 4th ed. (New York: 
Wiley. 1947. Pp. xiii, 656. $5.) 
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YOUNGER, J. and Gescuerin, J. Work routing, scheduling and dispatching in production. 


3d ed. (New York: Ronald Press, 1947, Pp, x, 168, $3.50.) 


Zu Tavern, A. B. Business principles. (Lincoln, Nebr.: Univ. Pub. Co. 1947. Pp. 617. 
$2.20.) 


Business management and economic analysis, Report of the Committee on Economic 
Policy. (Washington: Chamber of Commerce of U. S. 1947. Pp. 17. 20¢.) 


A reading list on business administration, 5th rev. (Hanover: Amos Tuck School of Bus. 
Admin., Dartmouth College. 1947. Pp. 59, 50¢.) 


Marketing; Domestic Trade 


Brisco, N. A. Retailing. 2nd ed. (New York: Prentice-Hall. 1947. Pp. 521. $6; text èd., 
$4.50.) 


Duncan, D. J. Retailing: principles and methods. Rev. ed. (Chicago: Richard D. Irwin. 
1947, $5.) 


Hewincsrietp, M. S. and Branxensnuip, A. B. Market and marketing analysis. (New 
York: Henry Holt. 1947. Pp. x, 335. $3.) 


Report of the nineteenth Boston Conference on Distribution, 1947. Sponsored by the Re- 
tail Trade Board of the Boston Chamber of Commerce. (Boston: Boston Conf. on Dis- 
tribution. 1947. Pp. 90. $3.75.) 


Mining; Manufacturing; Construction 


BAUMGARTNER, R. Die wirtschaftliche Bedeutung der chemischen industrie in Basel. (Bern: 
A. Francke. 1947. Pp. 197. 14 sw. fr.) 


GRETHER, E. T., and others. The steel and steel~using industries of California: Prewar de- 
velopments, wartime adjustments, and long-run outlook. Submitted’ by the Univ. of 
California Bur. of Bus. and Econ. Research to the State Reconstruction and Reemploy- 
ment Commission. (Sacramento: Calif. State Printer. 1946. Pp, viii, 408.) 


WEINDLING, L. Long vegetable fibers—manila, sisal, jute, flax and related fibers of com- 
merce. (New York: Columbia Univ. Press. 1947. Pp. xvii, 311. $5.) 


Building activities in Maryland and vicinity: Maryland population growth and trade 
tendencies. Stud. in Bus. and Econ., vol. 1, no. 3. (Baltimore: Bur. Bus. and Econ. 
Research, College of Bus. and Pub. Admin., Univ. of Maryland. 1947, Pp. 15.) 


Statistics of the iron and, steel industry of the United Kingdom for the year 1946. Pt. I 
of British Iron and Steel Federation Statistical Year Book for 1946. (London: Steel House. 
1947. Pp. 73. 5s.) 


Transportation; Communication; Public Utilities 


Coox, F. H. Achievements of the electric power companies during the war. Bur. of Bus. 
Research bull. no. 32 and suppl. (State College: Pennsylvania State College. 1947. Pp. 
iii, 37; 66.) 

LAKE, I. B. Discrimination by railroads and other public utilities. (Raleigh, N.C.: Edwards 
and Broughton Co. 1947. Pp. xii, 346. $5.) 

A legal analysis. 

THompson, R. L. Wiring a continent—the history of the telegraph industry in the United 

States, 1832-1866. (Princeton: Princeton Univ. Press. 1947. Pp. xviii, 544. $7.50.) 


Watxins, G. S., editor. The motion picture industry. The Annals, Vol. 254. (Philadelphia: 
Am. Acad. of Pol. and Soc. Science. 1947, Pp. viii, 172. $2.) 
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An economic study of standard broadcasting. (Washington: Federal Communications Com- 
mission. 1947. Pp. vi, 112, mimeo.) 


t 


Agriculture; Forestry; Fisheries 


CHAPMAN, H. H. and Meyer, W. H. Forest valuation—with special emphasis on basic 
economic principles. (New York: McGraw-Hill. 1947. Pp. 533. $6.) 


Jounson, D. G. Forward prices for agriculture, (Chicago: Univ. of Chicago Press. 1947. 
Pp. xili, 259. $3.) 


RENNE, R. R. Land economics—principles, problems, and policies in utilizing land re- 
sources. (New York: Harper. 1947. Pp. xiv, 736. $5.) 


Proceedings of the seventh conference of the Indian Society of Agricultural Economics, 
held at Karachi, December, 1946. Indian Jour. Agric. Econ., vol. II, no. 2. (Bombay: 
Indian Soc. of Agric. Econ. 1947. Pp. 150. Rs. 3.) 


Economic Geography; Regional Planning; Urban Land; Housing 


Cuirticx, V. L. O., editor. Northwest harvest—a regional stocktaking. (New York: 
Macmillan. 1948. Pp. xvi, 226. $4.) 
A collection of critical essays by writers of the northwest. 


GLAISvER, J., BRENNAN, T, Ritcute, W. and Frorence, P. S. County town—a civic 
survey for the planning of Worcester. Prepared for the Worcester City Council. (London: 
John Murray. New York: Transatlantic Arts, Inc. 1947. Pp. xii, 320. $6.30.) 

A highly competent study in town planning. 


RupmMose Brown, R. N. The principles of economic geography. (London: Pitman. 1946. 
Pp. xv, 208, 7s. 6d.) 


Basic industrial location factors. Guide for evaluating an area’s resources for industrial 
development. (Washington: Supt. Docs. 1947. Pp. 19, 25¢.) 


Labor and Industrial Relations 


| 
Acarwata, A. N., editor. Indian labour problems. (Allahabad: East End Pubs. 1947 t 
xxx, 406. Rs. 16.) 2 


BAERWALD, F, Fundamentals of labor economics. (New York: Declan X. McMullen Co. 
1947. Pp. xvii, 464. $4.) 


Baxxe, E. W. Obstacles to labor and management peace. Am. econ. and bus. pol. ser. 
(New Wilmington, Pa.: Econ. and Bus, Foundation. 1947. Pp. 15. 75¢.) 


Braun, K. Union-management co-operation—experience in the clothing industry. (Wash- 
ington: Brookings Institution. 1947. Pp. xi, 259. $3.) 


CHAMBERLAIN, N. W. The union challenge to management control. Yale Univ. Labor and 
Management Center ser. (New York: Harper. 1948. Pp. 348. $4.50) 


CusuMan, F. and R. W. Improving supervision—a discussion of human relations prob- 
lems for supervisors in industrial and business organizations. (New York: John Wiley. 
1947, Pp. xiv, 232. $2.50.) 


Davis, K. A selected and annotated bibliography of recent literature on personnel ad- 
ministration and industrial relations. (Austin: Univ. of Texas, Bur. of Business Research. 
1947, Pp, 20, Apply.) 


FrtpMan, H. Readings in industrial relations and personnel management. (Hanover: 
Dartmouth Printing Co. 1947. Pp. 272. $3.50.) 


Harsison, F. H. and Dustn, R. Patterns of union-management relations—United Auto- 
mobile Workers (CIO), General Motors, Studebaker. (Chicago: Science Research Asso- 
ciates. 1947. Pp. ix, 229. $3.75.) 
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HenemMan, H., G., Jr. The industrial relations five-foot shelf. Bull. no. 5. (Minneapolis: 
Univ, of Minnesota, Industrial Relations Center. 1947, Pp. 22, Apply.) 


Horton, B. Dictionary of labor economics. (Washington: Public Affairs Press. 1947. Pp. 
32. $1.) l ed 


Maury, M. and Untersercer, S. H. Operating under the Taft-Hartley act—a practical 
explanation of how the new law works. (Washington: Labor Relations Information Bur. 
1947. Pp. 47.) 


-Prcons, P, und Myers, C. A, Personnel administration -u point of view and a method. 
(New York: McGraw-Hill. 1947. Pp. ix, 553. $4.50.) 


Reynoips, L. G, Research on wages: report of a conference held on April 4-5, 1947 at 
the Yale Labor and Management Center. Prepared for the Soc. Science Research Coun- 
cil’s Committee on Labor Market Research. (New York: Soc. Sci. Research Council. 
1947. Pp. vi, 41. 50¢.) 


SELEKMAN, B, M. Labor relations and human relations. (New York: McGraw-Hill. 1947. 
Pp. xi, 255. $3.) 


Stanway, FI. G., Applied job evaluation—a manual of installation and operating methods. 
(New York: Ronald Press, 1947. Pp. viii, 81. $3.50.) 


THOMPSON, V, Labor problems in southeast Asia. (New Haven: Yale Univ. Pres. 1947. 
Pp. xviii, 283. $4.) 


Analysis of the Taft-Hartley act. (Washington: Congress Indus. Organizations. 1947. Pp. 
48, 15¢.) 


Decisions and orders of National Labor Relations Board Sept. 23, 1946—Jan. 9, 1947, Vol. 
71. (Washington: Supt. Docs. 1947. Pp. 1519. $3.50.) 


Freedom of associations and industrial relations. Internat. Lab. Conf., 30th sess,, Geneva, 
1947. Rept. VII. (Geneva: Internat. Lab. Office. 1947. Pp. v, 145.) 


Iron and Steel Committee of Internat. Lab. Organisation, 2nd sess., Stockholm, 1947. 
General report, Rept. I. Pp. 48. Regularisation of production and employment at a high” 
level, Rept. Tf. Pp. iv, 73. Minimum income security, Rept. TIT. Pp. iv, 96. Labour- 
management co-operation, Rept. IV. Pp. iv, 72. (Geneva; Internat. Labour office. 1947.) 


Labor in the South. Employment in southern manufactures, income in the South, regional 
wage differentials, wages in specific industries, state labor legislation and social security 
in the South. (Washington: Supt. Docs. 1947. Pp. 181. 35¢.) 


Labor-Management Relations act, 1947. (Washington: U. S. Chamber of Commerce. 1947, 
Pp. 27. Gratis.) 


Labor-Management Relations act, 1947. N.A.M. Law Digest, June, 1947. (Washington: 
Nat. Assoc. Manufacturers. 1947. Pp. 44.) 


Labour policy in general including the enforcement of labour measures. Preparatory Asiatic 
Regional Conf. of the Internat. Lab. Organisation, New Delhi, 1947. Rept. IL (New 
Delhi: Internat. Lab, Office. 1947. Pp. iv, 335.) 


Metal Trades Committee of Internat. Lab. Organization, 2nd sess., Stockholm, 1947, 
General report, Rept. I. Pp. 63. Regularisation of production and employment at a high 
level, Rept. II. Pp. iv, 74. Minimum income security, Rept. III. Pp. 28, Labour-manage- 
ment coöperation, Rept. IV. Pp. iv, 99. (Geneva: Internat. Labour Office. 1947.) 


The new labor law. With complete analysis, Congressional interpretation, conference and 
committee reports, text of act. (Washington: Bur. of Nat. Affairs, Inc. Variously paged. 


$5.) 

Operating under the Taft-Hartley act. A practical handbook for labor relations and per- 
sonnel executives. (New York: Commerce and Indus. Assoc. of N.Y., Inc. 1947. Pp, 
79. $5.) 
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La participation des salariés aux responsabilités de Ventrepreneur. Pub. of the Inst. de 
Scianen Eron Appliqndéa (Paripe Prassas Tinin de France 1947 Pn 213 249 fr) 


Programme of action for the enforcement of social standards. Preparatory Asiatic Regional 
Conf. of the Internat. Lab. Organisation, New Delhi, 1947, Rept. ITI. (New Delhi: 
Internat. Lab. Office. 1947, Pp. ii, 106.) 


Report of the first session of the Iron and Steel Committee, Cleveland, Ohio, April, 1946. 
(Geneva: Internat. Labour Office. 1947. Pp. v, 227.) 


Report of the first session of the Metal Trades Committee, Toledo, Ohio, May, 1946. 
(Geneva: Internat. Lab. Office. 1947. Pp. iv, 207.) 


State power and the Labor-Management Relations act, 1947. N.A.M. Law Digest, Sept., 
1947. (Washington: Nat. Assoc. Manufacturers. 1947. Pp. 9.) 


The Taft-Hartley act. Selected references, no. 18. (Princeton: Princeton Univ. Indus. Re- 
lations Sec. 1947. Pp. 4. 10¢.) 


acy book of labour statistics, 1945-46. 9th issue. (Montreal: Internat. Lab. Office. 1947. . 
Pp. xv, 283, $2.50.) 


Social Insurance; Relief; Pensions; Public Welfare 


DE SCEWEINITZ, K. People and process in social security. (Washington: Am, Council on 
Education. 1948. Pp. xi, 165. $2.) 


GREENOoUGH, W. C. College retirement and insurance plans. (New York: Columbia Univ. 
Press. 1948. Pp. xii, 274. $4.) 


KANiEvsky, I. Social policy and social insurance in Palestine. (Tel-Aviv: Soc.. Research 
Institute, General Federation of Jewish Labour in Palestine. 1947. Pp. 44.) 


REED, L. S. Blue Cross and medical service plans. (Washington: U. S. Public Health Serv- 
ice, Federal Security Agency. 1947. Pp. vii, 323.) 


Wiison, E. W. Compulsory health insurance. Stud. in individual and collective security, 
no. 3. (New York: Nat. Industrial Conference Board. 1947. Pp. 146. $1.) 


The extension of old-age and survivors insurance to agricultural and domestic service 
workers and to the self-employed. (Washington: Div. of Tax Research, Treasury Dept. 
1947. Pp. 45, mimeo.) 


Consumption; Cooperation 


FITZGERALD, D. and others. What can we do about high food prices? With suppl. on America 
and the food crisis, Transcript no. 497. (Chicago: Univ. of Chicago Press. 1947. Pp. 
28. 10¢.) 


Hanson, A. C. and Perez, M, A. Incomes and expenditures of wage earners in Puerto Rico. 
Puerto Rico Dept. of Labor in coöperation with the U. S. Bur. of Labor Statistics, bull. 
no. 1. (Washington: Office of Puerto Rico. 1947. Pp. 152.) 


KENNEDY, A. Consumer economics. 2nd ed. (Peoria: Manual Arts Press. 1947. Pp. 360. 

$2.48.) 
Lent, C. P, Food enough for all. (New York: Pen-Ink Pub, Co. 1947, Pp. 120. $3.50.) 
A plan for the production and distribution of food products under government control. 


Zu TAVERN, A. B. and Burrocx, A. E. The consumer investigates. (Lincoln, Nebr.: Univ. 
Pub. Co. 1947, Pp. 541. $2.20.) 


Developments in consumers’ codperative movement in 1946. (Washington: Supt. Docs. 
1948. Pp. 37. 15¢.) 


Directory of consumers’ codperatives in United States. Rev. Bur. Lab. Stat. bull. 750. 
(Washington: Supt. Docs. 1947. Pp. 119. 30¢.) 
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Population; Migration; Vital Statistics 


GHOSH, D. Pressure of population and economic efictency in India. (London: Oxford Univ. 
Press, 1947. Pp. 109. 7s. 6d.) 


Unclassified Items 


Barnes, H. E., editor. An introduction to the history of sociology. (Chicago: Univ. of 
Chicago Press. 1948. Pp. xvi, 960. $10.) 


FLETCHER, J. F., editor. Christianity and property. (Philadelphia: Westminster Press. 1947. 
Pp. 221. $2.50.) 
Papers presented at the second annual Conference on Christian Social Teachings. 


GLENN, J. M., BRANDT, L. and Anprews, F. E. Russell Sage Foundation, 1907-1946. 2 vols. 
(New York: Russell Sage Foundation. 1947. Pp. xviii, 350; ix, 396.) 


GUZMAN, J. P., editor. Negro year book—a review of events affecting negro life PARAPAN, 
(Tuskegee Institute. 1947. Pp. xv, 708. $4.50.) 


Lonc, H. H. and Jounson, C. S. People vs property? Race restrictive covenants in housing. 
(Nashville: Fisk Univ. Press. 1947. Pp. ix, 107.) 


Rucc, H. Foundations for American education. (Yonkers-on-Hudson: World Book Co. 
1947. Pp. xxii, 826. $5.) 

The brief economic discussion is built around Veblen. Oddly enough, Recent Economic 
Changes, published in 1929 under the,direction of E. F. Gay and W. C. Mitchell, is 
represented as the work of “conventional economists” who “still held to the Neo- 
Victorian theory that the right to property was prior to the right to work, to health, 
to education—in short, to life itself.” This illustrates the general level of discrimination 
in dealing with the social outlook of economists, the nature of their technical studies, 
and the impact of the Great Depression upon their thinking and upon lines of social 
action. 


Voornis, J. Confessions of a congressman. (New York: Doubleday & Co. 1947. Pp. 365. 
$3.50.) 
An interesting personal account of important problems of economic and social policy 
with which the Congress has had to deal in recent years. 


Annual report of The Twentieth Century Fund, 1946. (New York: Twentieth Century 
Fund, 1947. Pp. 47.) 


Census publications, January-June 1947-~catalog and subject guide. (Washington: Supt. 
Docs. 1947. Pp. 131.) 


Survey of University business research projects, 1945-46. A compilation of the studies in 
business and economic research recently completed or in process in universities, colleges 
and research institutions. (Washington: Office of Small Business, Dept. of Commerce. 
1947. Pp. 107, mimeo.) 


PERIODICALS 


Economic Theory; General Works 
CONDLIFFE, J. B. The scientific revolution. Proceedings of the 2ist Annual Conference of 
the Pacific Coast Econ. Assoc., Dec., 1946. Pp. 5. 


CONKLIN, H. E. A neglected point in the training of agricultural economists. Jour. Farm 
Econ., Nov., 1947. Pp. 13. 


Eireman, W. J. Factors determining the location of the least cost point. Am. Econ. Rev., 
Dec., 1947. Pp. 8. 


FrrepmMan, M. Lerner on the economics of control. Jour. Pol. Econ., Oct., 1947. Pp. 12. 


GAMBINO, A. La teoria pura del capitale e la politica bancaria. Gior. d. Econ. e Annali 
Econ., Mar.-Apr., 1947 and May-Aug., 1947. Pp. 13; 20. 


Haun, A. Anachronism of the liquidity preference concept. Kyklos, Vol. 1, No. 3, 1947. 
Pp. 18. 


Haun, F. H. A note on profit and uncertainty, Economica, Aug., 1947. Pp. 15. 


Hicks, J. R. The generalised theory of consumer's surplus. Rev. Econ. Studies, No. 34, 
1945-46. Pp. 7. 


Knicut, F. H. Salvation by science: The gospel according to Professor Lundberg. Jour. 
Pol. Econ., Dec., 1947. Pp. 16. 


LAMONTAGNE, M. Some French contributions to economic theory. Canadian Jour. Econ, 
and Pol. Sci, Nov., 1947. Pp. 19. 


Lreontier, W. Introduction to a theory of the internal structure of functional relationships. 
Econometrica, Oct., 1947. Pp. 13. 


Lévesgue, G.-H. Principles and facts in the teaching of social sciences. Canadian Jour. 
Econ, and Pol. Sci., Nov., 1947. Pp. 6. 


Maroni, Y. Discrimination under market interdependence. Quart. Jour. Econ., Nov., 1947. 
Pp, 23. 


Motz, B. Gustavo Cassel (1866-1945). El Trimestre Econ., Oct.-Dec., 1947. Pp. 10. 


Morrurco-Taciuasue, G. L’obiezione di B. Croce alla legge marxista della caduta tenden- 
ziale del saggio di profitto. Giorn. d. Econ. e Annali Econ., Mar.-Apr., 1947. Pp. 19. 


DE Neuman, A. N. L'economia dei prodotti tipo “utility.” Giorn. d. Econ. e Annali Econ, 
May-Aug., 1947. Pp. 17. 


Nıcors, A. Prices and production: a model. Proceedings of the 21st Annual Conference 
of the Pacific Coast Econ. Assoc., Dec., 1946. Pp. 4, 


. The rehabilitation of price competition. Quart. Jour. Econ., Nov., 1947. Pp. 33. 
Proov, A. C. Economic progress in a stable environment. Economica, Aug., 1947. Pp. 19. 


Rever, M. W. A reconsideration of the marginal productivity theory, Jour. Pol. Econ., 
Oct., 1947. Pp. 9. 


Roruscuitp, K. W. Price theory and oligopoly. Econ. Jour., Sept., 1947. Pp. 22. 

Sasuly, M. Irving Fisher and social science. Econometrica, Oct., 1947. Pp. 14. 

SCHELLING, T. C. Capital growth and equilibrium, Am. Econ. Rev., Dec., 1947. Pp. 13. 
SCHIOPETTO, O. V. La teoria económica en Roma. Rev. de Ciencias Econ., May, 1947, Pp. 6. 


Scivotszxy, T. The concept of the investment potential. Proceedings of the 21st Annual 
Conference of the Pacific Coast Econ. Assoc., Dec., 1946. Pp. 2. 


STIGLER, G. J. The kinky oligopoly demand curve and rigid prices. Jour. Pol. Econ., Oct., 
1947. Pp. 18. 


Tawney, R. H. In memory of Sidney Webb. Economica, Nov., 1947. Pp. 9. 
Trmasuerr, N. S. Definitions in the social sciences. Am. Jour. Soc., Nov., 1947. Pp. 9. 
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Witson, T. A reconsideration of the theory of effective demand. Economica, Nov., 1947. 
Pp. 13. 

Worrrtn, M. La “théorie de Vemploi” de J. M. Keynes. La Vie Econ. et Soc., Mar., 1947. 
Pp. 14. 

ZACCAGNINI, E. Massimi simultanei in economia pura. Giorn, d. Econ. e Annali Econ., May- 
Aug, 1947. Pp. 25. 

Annual conventions of the AFL and CIO. Mo. Lab. Rev., Nov., 1947. Pp. 8. 


Two interpretations of Keynesian economics. Dr. Burns on Keynesian economics, by A. H. 
Hansen; Keynesian economics once again, by A. F. Burns. Rev. Econ. Stat, Nov. 
1947. Pp. 21. 


Economic History 


Pretrre, A. La politique de travail de Colbert. Kyklos, Vol. I, No. 3, 1947. Pp. 9. 
Sarva, J. Spanish prices in the nineteenth century. Quart. Jour. Econ., Nov., 1947. Pp, 17. 


SCHUMPETER, J. A. The creative response in economic history. Jour. Econ. Hist., Nov., 
1947. Pp. 11. 


National Economies 
Bonnt, A. Economic progress of undeveloped countries with particular reference to the 
‘Middle East. Jour. Middle East Soc., Autumn, 1947. Pp. 13. 
GEORGE, P., Planning for socialism in Czechoslovakia. Sci. and Soc., Fall, 1947. Pp. 13. 
IKE, N. Taxation and landownership in the Westernization of Japan. Jour. Econ. Hist., 
Nov., 1947. Pp. 20. 
Mier, E. W. Industrial resources of Indochina. Far Eastern Quart., Aug., 1947. Pp. 13. 


Taymans, A. La nationalisation de Vindustrie en Tchécoslovaquie. La Vie Econ. et Soc., 
May, 1947. Pp. 31. 


UNGER, L. The economy of the free territory of Trieste. Geograph. Rev. Oct., 1947. Pp. 26. 
Economic survey of the United Kingdom for 1947. Internat. Lab. Rev., June, 1947. Pp. 9. 


Evolution de la situation économique en Allemagne au moment de la Conférence de Moscou. 
Etudes et Conjoncture, Mar., 1947. Pp. 52. 


Levolution de Véconomie belge en 1946: le Ponta de baisse des prix. Etudes et Con- 
joncture, Mar., 1947. Pp. 30. 


Economic Systems; Postwar Planning 


Attais, M. Le problème de la planification dans une economie collectiviste (Pt. 1). Kyklos, 
Vol. 1, No. 3, 1947. Pp. 27. 

AYALA, F. El intervencionismo del Estado en las actividades económicas. Rev. de Ciencias ° 
Econ., June, 1947, Pp. 12. 

BetsHaw, H, Observations on industrialisation for higher incomes. Econ. Jour., Sept., 1947. 
Pp. 8. 

BERTRAND DE JOUVENEL, M. The political government of economies or the irresolution of 
dirigisme. Bankers’ Magazine, Nov., 1947. Pp. 9. 

BESSAIGNET, P. La conception Américaine du plan. Rev. Internat., June, 1947. Pp. 7. 

Crick, W. F. Free trade and planned economy. So. Afr. Jour. Econ., Mar., 1947. Pp. 7. 

Danz, R. A. Workers’ control of industry and the British Labor Party. Am. Pol. Sci. Rev., 
Oct., 1947. Pp. 26. . 

Hosssawm, E. J. Bernard Shaw’s socialism. Sci. and Soc., Fall, 1947. Pp. 22. 

Merriam, C. E. On the agenda of physics and politics. Am. Jour. Soc., Nov., 1947. Pp. 7. 

Resman, D. Some observations on community plans and Utopia. Yale Law Jour., Dec., 
1947. Pp. 28. 


PERIODICALS 227 


Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 
Atcuian, A, A, Meanings and uses of equations and models. Proceedings of the Pacific 
Coast Econ. Assoc., Dec., 1946. Pp. 3. 
Baumatr, W. J. Mathematics for economists. Economica, Nov., 1947. Pp. 4. 


Tirennintr, A Suv les tfirher internationale de statittinue Torr de la Sar Honernise de 
Stat. 1944-1945. Pp. 11. 


Karurt, J. F. A cooperação da estatistica com a economia. Rev. Brasil. de Estatistica, 
July-Sept., 1945. Pp. 18. 


Koormans, T. C. Measurement without theory. Rev. Econ. Stat., Aug., 1947. Pp. 12. 
MARSHAK, J. On mathematics for economists. Rev. Econ. Stat., Nov., 1947. Pp. 5. 
Rosgerts, D. R. Measures and employment. Survey Current Business, Oct., 1947. Pp. 5. 


Wr.cox, E, B. The role of accountancy in prosperity and peace. Jour. Accountancy, Oct., 
1947. Pp. 8. 


National Income and Product; Income Distribution; 
Consumption Statistics 


CocHRANE, W. W. Farm family budgets—a moving picture. Rev. Econ. Stat., Aug., 1947. 
Pp. 10, 


COCKFIELD, F, A. The distribution of incomes. Economica, Nov., 1947. Pp. 29. 


Gini, C, Fundamentos de las valuaciones de la riqueza nacional. El Trimestre Econ., Oct.- 
Dec., 1947. Pp. 61. 


HaaveLMo, T. Family expenditures and the marginal propensity to consume. Econometrica, 
Oct., 1947. Pp. 7. 


Harris, S. E., CLARK, C., GERSCHENKRON, A., Baran, P. A., Bercson, A, Yucow, A, 
Appraisals of Russian economic statistics. Rev, Econ. Stat., Nov., 1947. Pp. 34. 


Jounson, A. H. Market potentials, 1948. Harvard Bus. Rev., Jan., 1948. Pp. 21. 


STONE, J. R. N. The measurement of national income and expenditure: a review of the 
oficial estimates of five countries, Econ. Jour., Sept., 1947. Pp. 27. 


Business Cycles and Fluctuations 


Bean, L. H. Wholesale prices and industrial stock prices during and immediately after the 
two world wars, Rev. Econ, Stat., Aug., 1947. Pp. 2. 


Foà, B. Stabilizzazione. Giorn. d. Econ. e Annali Econ., May-Aug., 1947. Pp. 11. 


GASPARINI, I. GE indici iota di equilibrio monetario. Giorn. d. Econ, e Annali Econ., May- 
Aug., 1947. Pp. 31. 


GEORGE, E, B. Should full employment be guaranteed? Pt. I, Dun’s Rev., Oct., 1947. Pp. 3. 
Pt. IT, Dun’s Rev., Nov., 1947. Pp. 3. Pt. II, Dun’s Rev., Dec., 1947. Pp. 3. 


Gorpon, R. A. Price adjustments in the reconversion period. Proceedings of the 21st Annual 
Conference of the Pacific Coast Econ. Assoc., Dec., 1946. Pp. 4. 


Hansen, A, H. Needed: a cycle policy. Indus. and Lab. Rel. Rev., Oct., 1947. Pp. 6. 
Nourse, E. G. The employment act and act of employment. Dun’s Rev., Nov., 1947. Pp. 4. 
R6PKE, W. Repressed inflation. Kyklos, Vol. I., No. 3, 1947. Pp. 12. 

VINER, J. Can we check inflation? Yale Rev., Dec., 1947. Pp. 19. 

The current inflation problem---causes and controls. Fed. Res. Bull., Dec., 1947. Pp. 8. 
Prices in the second quarter of 1947. Mo. Lab. Rev., Sept., 1947. Pp. 10. 


Wholesale prices in 1945. (The Statist index numbers.) Jour. Royal Stat. Soc., Pt. TV, 
1946. Pp. 16. 
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Public Finance; Fiscal Policy; Taxation 


Bonnet, E. T. Public and private debt in 1946. Survey Current Business, Sept., 1947. 
Pp. 9, 


Borax, A. M. Tax equivalents versus taxes of municipal and private utilities in Minnesota. 
Jour. Land and Pub. Util, Econ., Nov., 1947. Pp. 18. 


_ Buntine, E. Our capital needs and the tax program. Dun’s Rev., Dec., 1947. Pp. 3. 


Costa, R. V. La interpretacion de las normas tributarias. Rev. de Econ., Oct.-Nov., 1947. 
Pp. 25. 


HENDERSON, Sır H. Cheap money and the budget. Econ. Jour., Sept., 1947. Pp. 7. 


Kauper, P. G. Significant developments in the law of federal taxation, 1941-1947, JI. 
Michigan Law Rev., May, 1947. Pp. 54. 


Ler, M. W. Fiscal policy in the transition period. Proceedings of the 21st Annual Confer- 
ence of the Pacific Coast Econ. Assoc., Dec., 1946. Pp. 3. 


MAXWELL, J. A. Fiscal program of the 80th Congress. Harvard Bus. Rev., Jan., 1948. 
Pp. 11. 


Patso, F. W. Cheap money policy. Economica, Aug., 1947. Pp. 13. 


Serrano, J. L. Repercusiones económicas de la reforma tributaria. Bol. de Estudios Econ., 
Jan., 1947. Pp. 7. 


STOCKWELL, M. Fiscal policy in the American economy. Proceedings of the 21st Annual 
Vonterence of the Pacific Coast Econ. Assoc., Dec., 1946. Pp. 3. 


SUMBERG, T. A. Leakage problems in flexible taxation. Jour. Pol. Econ., Dec., 1947. Pp. 4. 


SUPERVIELLE, B. El principio de la no retroactividad en las leyes tributarias. Rev. de Econ., 
Oct.-Nov., 1947. Pp. 24. 


SzApEczKy~Karposs, T. Les charges fiscales de Vagriculture hongroise. Jour. de la Soc. 
Hongroise de Stat. 1944-1945. Pp. 19. 


Tricc, P. R., Jr. Some income tax aspects of community property law. Michigan Law 
Rev., Nov., 1947. Pp. 16. 


Money and Banking; Short-Term Credit 


ALLELY, J. S. M. Banking in Germany under occupation. Canadian Banker, Nov., 1947. 
Pp. 10. 


Barocco, P. J. La evolución contemporanea de los bancos. Rev. de Ciencias Econ., June, 
1947. Pp. 12. 


EccLes, M. S. Postwar bank credit problems. Fed. Res. Bull., Oct., 1947. Pp. 5. 
Froman, L. A. The adequacy of bank equities. Jour. Finance, Oct., 1947. Pp. 9. 
Lake, W. S. The end of the Suffolk system. Jour. Econ. Hist., Nov., 1947. Pp. 25. 


McHuscu, L. F. Consumer credit in the postwar period. Survey Current Business, Nov., 
1947. Pp. 5. 


SaLcevo, E. Analisis de los fendmenos monetarios en España. Bol. de Estudios Econ., Jan., 
1947. Pp. 15. 


SCHWARTZ, A. J. The beginning of competitive banking in Philadelphia, 1782-1809. Jour. 
Pol. Econ., Oct., 1947. Pp. 15. 


SHAPIRO, E., The wartime experience of Wisconsin credit unions. Jour. Bus. Univ. of Chi- 
cago, Oct., 1947. Pp. 11. 


SMITH, T, and Hencren, R. E. Bank capital: the problem restated. Jour. Pol. Econ., Dec., 
1947. Pp. 14. 


Banking developments and monetary expansion. Fed. Res. Bull., Nov., 1947. Pp. 12. 
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International Trade, Finance and Economic Policy 


Aza’l, H. The liquidity crisis abroad. Am. Econ. Rev., Dec., 1947. Pp. 2 


ARRARTE, J. P. Estabilidad monetaria y movimiento de capitales. Rev. a Ciencias Econ., 
May, 1947. Pp. 12. 


Bauvez, L, Un port sans douane. La zone franche de New York. La Vie Econ. et Soc., 
May, 1947. Pp. 7. 


BROMBERGER, E. The sterling balances and Palestine. Jour. Middle East Soc., Spring, 1947. 
Pp. 12. 


CHANG, T. C. international comparison of demand for imports. Rev. Econ. Studies, No. 34, 
1945-46. Pp. 15. 


Eis, H. S. Exchange control and discrimination. Am. Econ. Rev., Dec., 1947. Pp. 12. 


ENKE, S. America, Britain, and the dollar. Proceedings of the 2ist Annual Conference of 
the Pacific Coast Econ, Assoc., Dec., 1946. Pp. 3. 


Feverici, L. Das problem des internationalen monetéren Gleichgewichts und die “Riegel” 
von Cassel, Kyklos, Vol. I, No. 3, 1947. Pp. 12. 


FoRCHBEIMER, K. The role of relative wage differences in international trade. Quart. Jour. 
Econ., Nov., 1947. Pp. 30. 


Jonnson, D., G. Reconciling agricultural and foreign trade policies. Jour. Pol. Econ., Dec., 
1947. Pp. 5. 


Kworr, K. Economics and international relations: a problem in teaching. Pol. Sci. Quart., 
Dec., 1947. Pp. 17. 


KURIHARA, K. K. Foreign investment and full employment. Jour. FON Econ., Oct., 1947. 
Pp. 6. 

MIKESELL, R. F. The role of the international monetary agreements in a world of planned 
economies. Jour. Pol. Econ., Dec., 1947. Pp. 16. 


PARMELEE, R. C. Foreign credits in the United States government. Survey Current Business, 
Dec., 1947. Pp. 4. 


Pingo, C. C. The International Bank for Reconstruction and Development. Canadian 
Banker, Nov., 1947. Pp. 7. 


Po.aK, J. J. Exchange depreciation and international monetary stability. Rev. Econ. Stat., 
Aug., 1947. Pp. 10. 


. The foreign trade multiplier. With a comment by G. Haberler and a restatement 
by J. J. Polak and G. Haberler. Am. Econ. Rev., Dec., 1947. Pp. 19. 


Pork, J. and Patterson, G. The emerging pattern of bilateralism. Quart. Jour. Econ., 
Nov., 1947. Pp. 25. 


Riery, J. F. German investments in Guatemala. Jour. Bus. Univ. of Chicago, Oct., 1947. 
Pp. 8. 


Witcox, C. Trade policy in perspective. Dept. of State Bull., Nov. 23, 1947. Pp. 7. 


Analysis of general agreement on tariffs and trade: introduction, concessions, general pro- 
visions. Dept. of State Bull., Nov. 30, 1947. Pp. 11. 


Annual report of the Bank for International Settlements. Fed. Res. Bull., Oct., 1947. Pp. 23. 


Developments in international finance and trade. Survey Current Business, Dec., 1947. Pp. 
6, 


The Webb~Pamerene Law: a consensus report. Am. Econ. Rev., Dec., 1947. Pp. 16. 





Business Finance; Insurance; Investments; 
Securities Markets 


STRUNK, N. The improved investment position of savings and loan associations. Jour. 
Finance, Oct., 1947. Pp. 21. 
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Urton, M. Expanded cooperation between commercial banks and finance companies in 
jinancing consumer credits, Jour. Finance, Oct., 1947. Pp. 13. 

WEE, W. V. Les investment trusts. La Vie Econ. et Soc., Mar., 1947. Pp, 20. 

Wenpt, P. F. The availability of capital to small business in California in 1945-1946. 
Jour. Finance, Oct., 1947, Pp. 12. 


Public Control of Business; Public Administration; 
National Defense and War 


Cort Bewnecas, C. A. La libre iniciativa privada y la intervención del Estado en la pro- 
ducción y comercio, Rev. de Ciencias Econ., May, 1947. Pp. 10. 

EPSTEIN, J. B. War surplus disposals. Survey Current Business, Oct., 1947. Pp. 8. 

Gorpon, L. An official appraisal of the war economy and its administration. Rev. Econ. 
Stat., Aug., 1947. Pp. 6. 

GREIG, G. B. Some varieties of consumer behavior described in the decisions of the Federal 
Trade Commission. Jour. Bus. Univ. of Chicago, Oct., 1947. Pp. 10. 

HarBeson, R. W, A new phase of the antitrust law. Michigan Law Rev., June, 1947. Pp. 24. 

Maxower, H. Rationing and value theory. Rev. Econ, Studies, No. 34, 1945-46. Pp. 6. 


Industrial Organization; Price and Production 
Policies; Business Methods 


FLORENCE, P. S. The statistical analysis of joint stock company control. With discussion. 
Jour. Royal Stat. Soc., Vol. cx, Pt. I, 1947, Pp. 26. 

Horrman, P. G. A three-way program for helping small business. Dun’s Rev., Oct., 1947. 
Pp. 3. 

STOKES, K. C. Financial trends of large manufacturing corporations, 1936-1946. Survey 
Current Business, Nov., 1947. Pp. 9. 

British corporate law reform. Yale Law Jour., Sept., 1947. Pp. 21. 

The diamond cartel. Yale Law Jour., Sept., 1947. Pp. 16. 


Mining; Manufacturing; Construction 


Ropcers, A. The Manchurian iron and steel industry and its resource base. Geograph. Rev., 
Jan., 1948. Pp. 14. 

SAMUELS, L. H. Aspects of “controlled” marketing in the Union. So. Afr. Jour, Econ., 
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NOTES 


AWARD OF MEDALS OF HONOR 


The newly established medals of honor of the American Economic Association, an- 
nounced in the June, 1947 number of the Review, were awarded for the first time at the 
December meeting of the Association in Chicago. The Francis A. Walker Medal to “that 
living economist who, in the judgment of the awarding body, has made over the course 
of his life the most distinguished contribution to economics” was awarded to Wesley 
Clair Mitchell. The John Bates Clark Medal to “that American economist under the 
age of forty who is adjudged to have made the most significant contribution to economic 
thought and knowledge” was awarded to Paul A. Samuelson. 


The American Economic Association nominating committee for the current year consists 
of Professor F. B. Garver of the University of Minnesota, Chairman, Professor Vincent. W. 
Bladen of the University of Toronto, Professor Hazel Kyrk of the University of Chicago, 


„Professor Edward S. Mason of Harvard University, Dr. Woodlief Thomas of The Board 


of Governors of The Federal Reserve System, and Professor Holbrook Working of Stanford 
University. It is requested that suggestions for nomination to the various offices of the 
Association be communicated to the chairman of this committee as speedily as possible. 

The next annual meeting of the American Economic Association will be held in Cleveland, 
Ohio, December 28-30, -1948. Professor J. A. Schumpeter, of Harvard University, the 
newly elected president, is engaged in outlining the program. He would appreciate re- 
ceiving as soon as possible suggestions from the members of the Association concerning 
subjects to be included in the program and persons especially qualified to present them, 

The following persons have recently become members of the American Economic 
ASSOCIATION : 


Adams, J. F., School of Business and Public Administration, Temple University, Philadel- 
phia 22, Pa. 
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Bavolak, E., Hamline University, St. Paul 4, Minn. 

Beatty, Sister M. A., Sisters College, Catholic University, Brookland 17, D.C. 
Bell, P. W., Box 809, Route 2, Lafayette, Calif. 

Bellemore, D. H., Boston University, 685 Commonwealth Ave., Boston, Mass. 
Benson, C. S., 628 West 114th St., New York 25, N.Y. 

Beretvas, A., 5346 Cornell Ave., Chicago 15, Il. 

Bernstein, M., 288 East 168th St., New York, N.Y. 

Berry, R. E., 2052 3rd Ave., East Moline, Ill. 

Bertrand, R., 714 14th St., New Alexandria, Va. 

Bickley, J. S., Box 1741, University, Ala. 

Blair, M. M., University of Tulsa, Tulsa 4, Okla. 

Boedecker, K. A., College of Business, University of Tennessee, Knoxville, Tenn, 
Bonnell, Mrs. E. T., 2141 Eye St., N.E., Washington, D.C. 

Booth, S. L., R. D. 3, Baldwinsville, N.Y. 

Borgen, H., 3457 Eastchester Rd., Brong, New York 67, N.Y. 

Boss, I. S., 515 West 183rd St., New York 33, N.Y. 

Bourne, H. A., 5757 University Ave., Chicago 37, TI. 

Bowman, J. D., Jr., Dickinson College, Carlisle, Pa. 
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Bradford, W. C., School of Commerce, Northwestern University, Evanston, Ill. 

Bridges, O. R., Southeastern State College, Durant, Okla. 

Brinegar, G. K., International House, 1414 East 59th St., Chicago 37, II, 

Brockie, M. D., 959 Gayley Ave., Los Angeles 24, Calif. 

Brown, H. R., 91-27 Hollis Court Blvd., Queens Village 8, N.Y. 

Brownson, H. G., 896 28th St., Des Moines, Iowa 

Bruhn, M. C., 123 North Washington Ave., Waukesha, Wis. 
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Buckberg, A., 2670 Parker St., Berkeley 4, Calif. 

Buckingham, F. A., Dept. of Business Administration, Memphis State College, Memphis, 
Tenn. 
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Bullard, C. W., 56 Mulberry St., Athens, Ohio 

Bursiek, R., University of Cincinnati, Cincinnati, Ohio 

Calsoyas, C. D., 173 Edwards St., New Haven, Conn. 

Carlin, E. A., 703 Cherry Lane, East Lansing, Mich. 

Castles, I. C., Altora Club, 616 West 116th St., New York 27, N.Y. 

Chalfin, S., 2334 19th St., N.W., Washington 9, D.C. 
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Chatterjee, S. C., 20 Addiscombe Grove, East Croydon, England 
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Chrisman, R. G., 154 Prospect St., Elmhurst, II, 
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Coleman, J. R., 5528 Kenwood Ave., Chicago 37, IIl. 

Collins, R. T., 160 North Mt. Vernon, San Bernardino, Calif. 

Connors, R. G., Loyola University, 820 North Michigan Ave., Chicago 11, III. 

Constantin, J. A., Box 702, University, Ala. 
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Craf, J. R., Dept. of Economics-Commerce, University of Louisville, Louisville 8, Ky. 

Crane, R. B., Municipal University of Omaha, Omaha, Neb. 

Cranmer, H. J., 8 West 101st St., Shanks Village, Orangeburg, N.Y. 
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Dingwall, J., Butler University, Indianapolis 7, Ind. 
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Dorn, H., Dept. of Economics, University of Delaware, Newark, Del. 

Douglass, P. F., American University, Washington 6, D.C. 
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Edelman, M. T., University of Illinois. 226 David Kinley Hall, Urbana, MI. 
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Erlich, A., 61 West 106th St., New York 25, N.Y. 
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ville, Ark. 

Whitten, J. W., 2801 Edgehill Dr., Los Angeles, Calif, 

Willard, E. J., 5658 Cleon Ave., North Hollywood, Calif. 

Wilsey, H. L., Dept. of Economics, Cornell University, Ithaca, N.Y. 

Wiric, V. J., 818 North 5th St., Quincy, I. 

Wittrich, K. F. J., Dept. of Social Studies, Muhlenberg College, ANlentown, Pa. 

Woods, Miss M. H., 2500 Lakeview, Apt. 2, Chicago, IN. 

Yang, S-C, 1024 Clymer Pl, Madison 5, Wis. 

Yeager, F. S., 1616 6th St., S.E., Minneapolis 14, Minn, 

Young, E., Sterling Hall, Madison, Wis. 

Zapoleon, Mrs. L. B., 5729 MacArthur Blvd., Washington 7, D.C. 

Zeman, M., 6808 South Halsted St., Chicago 21, Ill. 

Zerzan, Miss D., St. Louis University, 3674 Lindell Blvd., St. Louis 8, Mo. 

Zinberg, A. D., 504 East 5th St., New York 9, N.Y. 

Zubrow, R. A., Dept. of Economics, Indiana University, Bloomington, Ind. 


Representatives of university bureaus of business and economic research, meeting in 
Washington, October 20-22, 1947, established an organization to be known as Associated 
University Bureaus of Business and Economic Research. Dr. Robert W. French, of the 
University of Texas, was elected president, and Dr. John H. Cover, of the University of 
Maryland, secretary-treasurer. An executive committee will consist of the two officers 
and of Dr. Frank L. Kidner, University of California, Dr. H. H. Chapman, University of 
Alabama, and Dr. H. K. Allen, University of Illinois. A second annual meeting of the 
organization will be held in the Middle West in October this year. In addition, it is the 
intention of the group to collaborate with various learned societies in professional 
programs, 


Openbare Financién, a quarterly review devoted to the science of public finance, has been 
established in the Netherlands. The contents are international in character and are pub- 
lished in the Janguage of the authors. The subscription price is $6.00 per year. Corre- 
spondence should be addressed to J. A. Monod de Froideville, Emmalaan 2, Haarlem, 
Netherlands. 
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The Hebrew University of Jerusalem is establishing a department of economics, and is 
now in the process of building up a library in this field. Persons who have books or back 
files of journals which they can spare are asked to communicate with Mr, Don Patinkin, 
Department of Economics, The University of Chicago, Chicago 37, Illinois. 

Wiliam D. Ennis died October 14, 1947. 

Otto Jeidels died in June, 1947. 

William Malone died July 28, 1947. 

Hugh D. McMurray died March 27, 1947. 


Appointments and Resignations 


Eduardo Albertal has returned from Buenos Aires to join the staff of the University 
of Minnesota as instructor in economics, 


Joseph K. Allen has been appointed acting assistant professor of corporation finance at 
the University of Washington in the absence of Professor Carl S. Dakan during the 
winter quarter. 


Hector R. Anton, formerly of the University of California at Los Angeles, has joined 
the faculty of the University of Minnesota as instructor in accounting. 

Robert S. Aries has been appointed adjunct professor of chemical engineering at the 
Polytechnic Institute of Brooklyn, N.Y. 


Avery Arnold is a research assistant in agricultural economics and farm management 
at the University of Massachusetts. 

Robert Bangs is now a member of the Division of Tax Research of the Treasury 
Department. 


Richard F. Behrendt, professor of international affairs and chairman of area studies 
at Colgate University, has accepted an invitation to serve as visiting professor in the 
1948 summer school of the Universidad de San Carlos, in Guatemala. 

Emile Benoit-Smullyan, who has been head of the department of economics, is now 
also head of the department’ of sociology at Associated Colleges of Upper New York, 
Utica, N.Y. 

Thomas S. Berry, formerly rental and occupancy advisor in a regional office of the 
Public Housing Administration, has accepted an appointment as professor of economics 
at Millsaps College. 

Raymond D. Black has been appointed lecturer in economics at the University of 
Minnesota. 

Lester Blum, formerly of Iowa State College, has been appointed assistant professor of 
economics at Colgate University, 

Karl Bode has resigned from the department of economics at Stanford University to 
continue his work with the Office of Military Government in Germany. 

Alfred W. Booth has resigned from the School of Business Administration of State 
College of Washington to join the faculty of the University of Ilinois. 

Mary G. Borden accepted a position with the Bureau of Business Research of the 
University of Kentucky upon completion of a research assignment with the Virginia 
Public Service Tax Study Committee. 

R. W. Bradbury has resigned as dean of the faculty of the American Institute of 
Foreign Trade at Phoenix, Arizona to become special executive representative for Pan 
American Airways. - 

Samuel E. Braden has been promoted from assistant professor to associate professor 
of economics at Indiana University. 

Paul A. Brinker was appointed assistant professor of economics in the College of 
Business Administration of the University of Oklahoma at the beginning of the current 
academic year. 

Alfred A. Brown has been promoted from assistant research professor to associate 
professor of economics at the University of Massachusetts. 
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Wallace T. Buckley, of the University of Indiana, has joined. the staff of the School 
of Business Administration of State College of Washington as associate professor of 
geography. 

E. J. Collins has been appointed assistant professor of economics and statistics at the 
University of Florida. 


Howard J. Critchfield is instructor in geography in the School of Business Administra- 
tion of State College of Washington. 


W. L. Crum has resigned from the department of economics of Harvard University to 
accept an appointment at the University of California, at Berkeley. 


Mortimer B. Daniels, of the Board of Governors of the Federal Reserve System, is 
offering a course in the Graduate School of Social Science at Catholic University of 
America in the current semester. 


Clyde Dankert is on leave of absence from Dartmouth College during the current semes- 
ter. : 


Harvey T. Deinzer holds the rank of associate professor rather than assistant professor 
of accounting at the University of Florida as was reported in this journal in December, 
1947. 


Emile Despres has been promoted from associate professor to professor of economics at 
Williams College. 


Lawrence J. Dondero is an instructor in economics at Fordham University for the 
current year. 


Wilson Farman has returned to Colgate University as assistant professor of economics 
after spending a leave of absence at the University of Michigan. 


John F. Feit has been appointed instructor in economics at Fordham University for 
the current year. 


Robert Fitzpatrick has been promoted from technical to assistant research professor of 
economics at the University of Massachusetts. 


Marshall Forrest has been appointed part-time lecturer in business law at the University 
of Washington. 


James E. Gates, formerly of the Bureau of Public Administration, University of Virginia, 
became dean of the College of Business Administration, University of Georgia, in 
January, succeeding Alvin B. Biscoe, who has been appointed dean of faculties. 


William B. Gates, Jr., joined the staff of the department of economics of Williams 
College as lecturer in July, 1947. 


Richard K. Gaumnitz has returned from foreign assignments with UNRRA to the 
University of Minnesota as associate professor of economics and statistics and assistant 
dean of the School of Business Administration. 


James B. Giles has been appointed assistant professor of economics at Rice Institute. 


Martin G. Glaeser is on leave from the University of Wisconsin this semester to engage 
in research at the John Haynes Foundation in San Francisco. 


Leon Goldenberg has been temporarily assigned as economic research attaché to the 
United States embassy in Paris. 


John A. Gronouski has accepted a position as instructor in economics at Hie University 
of Maine. 


J. A. Guthrie has been advanced from associate professor to professor of economics and 
from acting director to director of the Bureau of Economic and Business Research, School 
of Business Administration, State College of Washington. 


William Haher, professor of economics at the University of Michigan, is on leave of 
absence for the second semester of the academic year 1947-48 to act as adviser on dis- 
placed persons to General Lucius D. Clay. Mr. Haber has also been appointed a member 
of the Manpower Consulting Committee to the Munitions Board of the National Mili- 
tary Establishment. 
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Douglas R. Haines has been appointed instructor in economics in the School of Business 
Administration, State College of Washington, 


Harlow W. Halvorson, formerly of the University of Minnesota, is assistant professor 
of agricultural economics at the University of Wisconsin. 


Kermit O. Hanson has been appointed assistant professor of statistics and accounting 
in the College of Economics and Business at the University of Washington. 


Franciscus R. Harrison has been assistant professor of business management in the 
College of Business Administration of the University of Oklahoma since September, 1947. 


The Reverend George G. Higgins, assistant director of the Social Action Department, 
National Catholic Welfare Conference, is offering a course in the Graduate School of 
Social Science of the Catholic University of America in the current semester. 


Walter M. Hollowell is a cost analyst with the War Department at Lowry Field in 
Denver, Colorado. 


C. Morris Horowitz, instructor in economics and statistics at Brooklyn College, has 
accepted a position as statistician with the American Association for Jewish Education. 


Leonid Hurwicz has been granted a leave of absence from Iowa State College to assist 
the European Commission of the United Nations at Geneva, Switzerland. 


Bernard Immerdauer was named assistant professor of economics in the School of 
Business Administration of the University of Oklahoma at the beginning of the current 
academic year. 


L. Arthur Jenkins is assistant professor of business administration in the School of 
Business Administration, State College of Washington. 

B. M. Joffe has been elected assistant secretary for overseas operations for the American 
Jewish Joint Distribution Committee. 

Matthew A. Kelley, of Princeton University, has sabbatical leave of absence for the 
second term of the current academic year. 

Bruce W. Knight has resumed his teaching duties at Dartmouth College after a semester’s 
leave of absence. 

Newton B. Knox, of the International Statistics Office of the Bureau of the Census, 
is in Lima, Peru, serving as economic adviser to the Peruvian government in the prepara- 
tion of an economic survey of the nation. 

Irving V. Kravis has been appointed associate professor of economics at the University 
of Massachusetts. 

Edward H. Landreth has been appointed instructor in statistics in the College of Busi- 
ness Administration of the University of Oklahoma. 

John E. Liebenderfer is assistant professor of finance in the College of Business Ad- 
ministration of the University of Oklahoma. 

E. C. Lorentzen has been appointed head of the department of management of the 
School of Business, University of Utah. 

Rodney F. Luther has joined the staff of the University of Minnesota as instructor in 
economics and business administration. 

L. F. Mansfield is a teaching assistant in economics at the University of Florida. 

Philomena Marquardt, formerly in the industrial relations branch of the Bureau of 
Labor Statistics, has been teaching at Cornell University during the current academic year. 

Jacob Marschak, of the University of Chicago, is visiting professor of statistics and 
economics at the University of Buffalo in the current semester. 

James W. Martin, director of the Bureau of Business Research of the University of 
Kentucky, has completed his work as research director for the Virginia Public Service 
Tax Study Committee. 

William C. McGrew is an instructor in accounting in the College of Business Ad- 
ministration of the University of Oklahoma. 

Archibald M. MclIsaac, formerly of Princeton University, has been appointed professor of 
economics at Syracuse University. 
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Charles E. McKinney is instructor in business communication in the College of Business 
Administration of the University of Oklahoma. 

Francisco A. Mendieta has been appointed honorary coordinator of the Committees of 
Voluntary Speakers for the United Nations in Guatemala, El Salvador, Honduras, 
Nicaragua, Costa Rica and Panama. ‘ 

Willis B. Merriam has been promoted to assistant professor of geography, School of 
Business Administration, State College of Washington. 

W. N. Mitchell, formerly professor of business organization at the University of Chi- 
cago and associate dean of the School of Business, has joined A. T. Kearney and Com- 
pany, management consultants, as general partner. 

Theodosi A. Mogilnitsky has been promoted to the rank of professor of economics 
at Loyola University, Chicago. 

Chandler Morse, formerly of the Board of Governors of the Federal Reserve System, is 
associate professor of economics at Williams College. 

W. J. Murray is an instructor in economics and business Jaw at the University of 
Florida. 

Elroy Nelson has been appointed professor of economics and associate director of the 
Bureau of Economic and Business Research of the University of Utah. 

William E. Newbolt has resigned from the University of Kentucky Bureau of Business 
Research staff to return to Berea College. 

Don Patinkin has been appointed assistant professor of economics at the University 
of Chicago. 

William N. Peach, of the University of Texas, has joined the staff of the department 
of economics of Syracuse University as associate professor of economics. 

Peter C. Peasley has been appointed instructor in economics at Fordham University 
for the current academic year. 

Kirk R. Petshek has been appointed professor of economics at Colgate University. 

James M. Pines has been appointed instructor in economics at the University of Massa- 
chusetts. 

Neal Potter, of the Carnegie Institute of Technology, has joined the staff of the School 
of Business Administration, State College of Washington, as assistant professor of eco- 
nomics. 

Paul Prasow, formerly of Loyola University of Los Angeles, is now assistant professor 
of management at the University of Southern California. 

Clyde N. Randall has been named head of the department of accounting of the School 
of Business, University of Utah. 

O. Preston Robinson, of New York University, has been appointed head of the 
marketing department of the School of Business, University of Utah. 

Mylan E. Ross is an instructor in marketing in the School of Business Administration, 
State College of Washington. 

Theodore R. Saldin is an instructor in accounting in the School of Business Administra- 
tion, State College of Washington. 

B. Claude Shinn has been appointed assistant professor of accounting in the College 
of Business Administration of the University of Oklahoma. 

John C. Shover, of the National Labor Relations Board, is teaching’ a course in the 
current semester in the Graduate School of Social Science of the Catholic University of 
America. 

Haig Silvanie was appointed associate professor of economics at St. Louis University, 
effective September, 1947. 

Irving A. Sirken was appointed instructor in economics at Williams College, effective 
July, 1947. 


—_ 
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B. P. Spiro has resigned as visiting assistant professor of international economics at 
Duke University to join the end-use control section of the International Bank for Re- 
construction, and Development. 

John F. Steele has recently been appointed associate professor of marketing in the 
College of Business and Public Administration of the University of Maryland. 

Walter F. Stettner, of the Board of Governors of the Federal Reserve System, is 
teaching an evening course in political economy at the Johns Hopkins University. 

Frank T. Stockton, formerly dean of the School of Business, is now dean of aaa 
Extension at the University of Kansas. 

Paul M. Stoner has joined the staff of the department of economics of the University 
of Notre Dame. 

Paul J. Strayer, of Princeton University, has sabbatical leave of absence for the 
second term of the current academic year. 

Roland Stucki has been appointed head of the department of banking and finance of 
the School of Business, Wniversity of Utah. 

Theo Suranyi-Unger has been appointed professor of economics at Syracuse University. 

Harold F. Sylvester, formerly director of industrial relations, Noma Electric Corpora- 
tion, has been appointed associate professor of personnel administration in the College 
of Business and Public Administration of the University of Maryland. 

Perry D., Teitelbaum has joined the staff of Indiana University to teach statistics in 
the current semester. 

Carcy C. Thompson has accepted an assistant professorship in the department of eco- 
nomics of the University of Texas. 

Jack R. Thurber has been appointed instructor in economics at Fordham University for 
the current academic year. 

Alexander C. Vuillemin has resigned as assistant professor of economics at the Asso- 
ciated Colleges of Upper New York to take a position as economist with the Overseas 
Operations Division of General Motors Corporation. 

Gladys B. Wald, who taught economics at Queens College, New York City, in 1946-47, 
is now teaching at, Sampson College. 

Leon Wald is an instructor in economics at Sampson College. 

Dilworth Walker has been appointed head of the department of economics in the 
School of Business of the University of Utah. 

Elbert S. Wallace, head of the department of economics and business administration at 
Millsaps College, has been appointed registrar of the college. 

Robert F. Wallace has joined the staff of the School of Business Administration, State 
College of Washington, as assistant professor of economics. 

Alfred N. Watson, formerly assistant director of research in the Curtis Publishing 
Company, has been appointed assistant treasurer of the company. 

Bayard O. Wheeler, formerly with the Vancouver Housing Authority, is now a re- 
search associate in the Bureau of Business Research and acting associate professor in the 
College of Economics and Business, University of Washington. 

Thomas B. Worsley accepted a position as industrial economist at the Federal Reserve 
Bank of Richmond in November, 1947 after serving on the staff of the Industrial College 
of the Armed Forces for three years. 

Wladimir S. Woytinsky has been appointed visiting professor of political economy at 
the Johns Hopkins University. Jointly with Mrs. Woytinsky, he is conducting a survey 
on economic and political trends in the postwar world, a project of the university. He 
has also joined the Twentieth Century Fund as a research director of a survey on em- 
ployment and wages in the United States. 

Herbert K. Zassenhaus, formerly of Hofstra College, has been appointed assistant 
professor of economics at Colgate University. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
ofhcers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up-the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made, It is optional with ° 
aien submitting such announcements to publish name and address or to use a key 
number, 


Communications should be addressed to: The Secretary, American Economic As- 
sociation, Northwestern University, Evanston, Illinois. 


Vacancies 


Economic research: A Western state university is seeking a man with a Ph.D. degree 
in either business administration or economics, preferably with some teaching and 
business experience, for director of the bureau of economic research, rank of pro- 
fessor. The position will pay at least $5,000. P127 


Business organization and management: A Western state university is seeking a man 
to head a new division in the school of business administration, rank of associate 
or full professor. A Ph.D. degree in business administration or economics is a pre- 
requisite for consideration. Salary range $4,000 to $5,000 depending upon qualifica- 
tions. P128 


Marketing: A Western state university is seeking a man to teach marketing subjects, 
rank of assistant or associate professor. A Ph.D. degree in business administration or 
economics is a prerequisite. Salary range $4,000 to $4,500 depending upon qualifica- 
tions. P129 


Head of department: State university in Southwest wants able and experienced 
economist for headship of department of economics in the college of arts and sciences. 
P130 


Money and banking, principles of economics: The University of Tulsa needs a 
specialist in money and banking to teach that subject and principles of economics. 
‘Ph.D. preferred. Salary and rank depend on qualifications. Address Lyle Owen, Head, 
Department of Economics, University of Tulsa, Tulsa 4, Oklahoma. 


Economists Available for Positions 


International economics, comparative economic systems, history of economic thought, 
social and psychological frontiers of economics: Man, 43, married, European Ph.D., 
American citizen. Numerous books and articles; extensive experience in teaching 
and research; at present department chairman at Eastern college. Looks for position 
with greater opportunities, Available in summer or fall, 1948. E108 


Money and banking, corporation finance, public finance, international trade and 
finance, mortgage finance, labor, theory: Man, single, Ph.D, Experience includes mort- 
gage research for banks; economist in three federal agencies; 11 years of teaching at 
major colleges and universities. Prefers finance, labor, or theory. Substantial publica- 
tions in leading scholarly and popular journals. Seeks full professorship. Available 
in June, 1948. E154 


Labor relations, theory, economic history, money, transportation, public finance, con- 
sumption: Man, 33, married, near doctorate. Eight years of successful teaching and 
research in leading universities and colleges; business experience as junior executive ; 
government consultant; publications; academic honors. Now faculty member at state 
university in East; engaged in important research work, Desires professional ad- 
vancement. Available in September, 1948. E194 


Economics and sociology: Man, 46, Ph.D. from leading university. Broad teaching 
experience; now full professor in Eastern institution. Desires advancement. E209 


Economic theory, money and banking, public finance: Man, 34, Ph.D. Seeks position 
teaching economic analysis at or near graduate level. Teaching and research ex- 


BOOK REVIEWS 


Economic Theory; General Works 


ReneR, Studies in the Theory of Welfare Economics, by P. A. Samuelson EOE 397 
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JACOB HARKY HOLLANDER 


ee T Twenty-third President of the 
Fass American Economic Association, 1921 

Jacob H. Hollander was born in Baltimore, July 23, 1871, and died in 
that city on July 9, 1940. He was educated in the Baltimore schools, was 
graduated from Johns Hopkins University in 1891, and received his Ph.D. 
degree there in 1894. Associate professor of finance until 1900, his title 
was changed to associate professor of political economy in 1901. He be- 
came professor in 1904 and Abram G. Hutzler Professor of Political Econ- 
omy in 1925—which post he occupied the rest of his life. In 1938 he re- 
ceived an honorary LL.D. degree from the University of Glasgow. 

As an economist, Professor Hollander’s contribution was both the spe- 
cific work of a scholar and the services of an expert in public affairs. In 
1897 he served abroad as secretary of the Bimetallic Commission. He was 
chosen chairman of the Baltimore Municipal Lighting Commission in 1900. 
In the same year the Secretary of War appointed him special commis- 
sioner to revise the laws relating to taxation in Puerto Rico and while en- 
gaged in this service he was appointed treasurer of Puerto Rico by Presi- 
dent McKinley. He devised and put into operation the revenue system 
which was known as the “Hollander law” of the island. In 1904 he was ap- 
pointed special agent on taxation in the Indian Territory for the Depart- 
ment of the Interior, He was sent by President Roosevelt to Santo Do- 
mingo in 1905 as a special commissioner to investigate the public debt. 
Later, as special commissioner plenipotentiary (1905-06) and as agent 
of the State Department with respect to Dominican affairs (1906-07) and 
as a financial adviser to the Dominican Republic (1908-10), he planned 
and carried out the readjustment of the public debt of that country. 

Although Hollander did much of his work in the field of finance he also 
worked prodigiously in the areas of labor and in economic theory. In 
1918-20 he served as umpire in the Maryland and Upper Potomac coal 
field and from 1921 to 1932 he was impartial chairman and member of the 
Board of Referees for the Cleveland Garment Industry. From 1929 to 
1930 Hollander served as associate editor of the Baltimore News and from 
1931 to 1932 he was chairman of the Tax Survey Commission of Maryland. 
The following titles are representative of the activities and of his contribu- 
tions to economic literature: The Cincinnati Southern Railway—A Stud 
in Municipal Activity (1894); The Financial History of Baltimore (1899); 
Studies in State Taxation (1900); Report on Taxation in Indian Territory 
(1904); Report on the Debt of Santo Domingo (1906); David Ricardo, A 
Centenary Estimate (1911); The Abolition of Poverty (1914); War Borrow- 
ing (1919); Economic Liberation (1925); Want and Plenty (1932). He edited 
the Letters of David Ricardo to J. P. McCulloch; Letters of David Ricardo 
to Hutches Trower (with James Bonar); Economic Essays in Honor of 
John Bates Clark (1929); Ricardo’s Notes on Malthus (1928); Ricardo’s 
Minor Papers on Currency (1932). The famous Reprints of Economic Tracts 
which Hollander began to put out in 1903 are known to all economists. 

In his American Economic Association presidential address on “The 
Economist's Spiral,” which he delivered at Pittsburgh, December, 1921, he 
described the modest though increasingly important part which economists 
have played in shaping public affairs and vigorously criticized practical 
compromises inconsistent with scientific economic verities. 


Number 23 of a series of photographs of past presidents of the Association. 
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A MONETARY AND FISCAL FRAMEWORK FOR 
ECONOMIC STABILITY 


By Mitton FRIEDMAN* 


During the late 19th and early 20th centuries, the problems of the 
day were of a kind that led economists to concentrate on the allocation 
of resources and, to a lesser extent, economic growth, and to pay little 
attention to short-run fluctuations of a cyclical character. Since the 
Great Depression of the 1930’s, this emphasis has been reversed. Econo- 
mists now tend to concentrate on cyclical movements, to act and talk 
as if any improvement, however slight, in control of the cycle justified 
any sacrifice, however large, in the long-run efficiency, or prospects for 
growth, of the economic system. Proposals for the control of the cycle 
thus tend to be developed almost as if there were no other objectives 
and as if it made no difference within what general framework cyclical 
fluctuations take place. A consequence of this attitude is that inade- 
quate attention is given to the possibility of satisfying both sets of 
objectives simultaneously. 

In constructing the monetary and fiscal framework proposed in this 
paper, I deliberately gave primary consideration to long-run objectives. 
That is, I tried to design a framework that would be appropriate for 
a world in which cyclical movements, other than those introduced by 
“bad” monetary and fiscal arrangements, were of no consequence. I 
then examined the resulting proposal to see how it would behave in re- 
spect of cyclical fluctuations. It behaves surprisingly well; not only 
might it be expected not to contribute to cyclical fluctuations, it tends 
to offset them and therefore seems to offer considerable promise of pro- 
viding a tolerable degree of short-run economic stability. 

This paper is devoted to presenting the part of the analysis dealing 

* The author is associate professor of economics at the University of Chicago. An earlier 
version of this paper was presented before the Econometric Society on September 17, 1947, at 
a meeting held in conjunction with the International Statistical Conferences in Washington, 
D.C. I am deeply indebted for helpful criticisms and constructive suggestions to Arthur F. 


Burns, Aaron Director, Albert G. Hart, H. Gregg Lewis, Lloyd W. Mints, Don Patinkin, 
and George J. Stigler. 
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with the implications of the proposal for cyclical stability. Nonethe- 
less, in view of the motivation of the proposal it seems well to begin 
by indicating the long-run objectives adopted as a guide, even though 
a reasonably full discussion of these long-run objectives would not be 
appropriate here. 

The basic long-run objectives, shared I am sure by most economists, 
are political freedom, economic efficiency, and substantial equality of 
economic power. These objectives are not, of course, entirely consistent 
and some compromise among them may be required. Moreover, objec- 
tives stated on this level of generality can hardly guide proximate policy 
choices. We must take the next step and specify the general institu- 
tional arrangements we regard best suited for the attainment of these 
objectives. I believe—and at this stage agreement will be far less wide- 
spread—that all three objectives can best be realized by relying, as far 
as possible, on a market mechanism within a “competitive order” to 
organize the utilization of economic resources. Among the specific 
propositions that follow from this general position, three are particu- 
larly relevant: GLY Government must provide a monetary framework 
for a competitive order since the competitive order cannot provide one 
for itself. RY“ This monetary framework should operate under the 
“rule of law” rather than the discretionary authority of administrators. 
(3) While a truly free market in a “competitive order” would yield far 
less inequality than currently exists, I should hope that the community 
would desire to reduce inequality even further. Moreover, measures to 

supplement the market would need to be taken in the interim. For 
both purposes, general fiscal measures (as contrasted with specific in- 
tervention) are the most desirable non-free-market means of decreasing 
inequality. 

The extremely simple proposal which these long-run objectives lead 
me to advance contains no new elements. Indeed, in view of the num- 
ber of proposals that have been made for altering one or another part 
of the present monetary or fiscal framework, it is hard to believe that 
anything completely new remains to be added. The combination of 
elements’ that emerges is somewhat less hackneyed; yet no claim of 
originality can be made even for this. As is perhaps not surprising 
from what has already been said, the proposal is something like the 
greatest common denominator of many different proposals. This is 
perhaps the chief justification for presenting it and urging that it 
receive full professional discussion. Perhaps it, or some variant, can 
approach a minimum program for which economists of the less extreme 
shades of opinion can make common cause. — 

This paper deals only with the broad outlines of the monetary and 
fiscal framework and neglects, or deals superficially with, many diffi- 
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. cult, important, and closely related problems. In particular, it neglects 
almost entirely the transition from the present framework to that out- 
lined here; the implications of the adoption of the recommended frame- 
work for international monetary arrangements; and the special 
requirements of war finance. These associated problems are numerous 
and serious and are likely to justify compromise at some points. It 
seems well, however, to set forth the ultimate ideal as clearly as possible 
before beginning to compromise. 


I. The Proposal 


The particular proposal outlined below involves four main ele- 
ments: the first relates to the monetary system; the second, to gov- 
ernment expenditures on goods and services; the third, to government 
transfer payments; and the fourth, to the tax structure. Throughout, 
it pertains entirely to the federal government and all references to | 
“government” should be so interpreted. 

1, A reform of the monetary and banking system to eliminate both 
the private creation or destruction of money and discretionary control 
of the quantity of money by central bank authority. The private crea- 
tion of money can perhaps best be eliminated by adopting the 100 
per cent reserve proposal, thereby separating the depositary from the 
lending function of the banking system.” The adoption of 100 per cent 
reserves would also reduce the discretionary powers of the reserve 
system by eliminating rediscounting and existing powers over reserve 
requirements. To complete the elimination of the major weapons of 
discretionary authority, the existing powers to engage in open market 
operations and the existing direct controls over stock market and con- 
sumer credit should be abolished. 

These modifications would leave as the chief monetary functions 
of the banking system the provision of depositary facilities, the facilita- 
tion of check clearance, and the like; and as the chief function of the 
monetary authorities, the creation of money to meet government 
deficits or the retirement of money when the government has a surplus.” 

*The reason for restricting the discussion to the federal government is simply that it 
alone has ultimate monetary powers, not any desire to minimize the role of smaller 
governmental units. Indeed, for the achievement of the long-run objectives stated above 
it is highly desirable that the maximum amount of government activity be in the hands 


of the smaller governmental units to achieve as much decentralization of political power 
as possible. 

*This proposal was advanced by Henry C. Simons. See his A Positive Program for 
Laissez-Faire: Some Proposals for a Liberal Economic Policy, Public Policy Pamphlet 
No. 15 (Univ. of Chicago Press, 1934); “Rules vs. Authorities in Monetary Policy,” Jour. 
Pol. Econ., Vol. XLIV (Feb., 1936), pp. 1-30. Both of these are reprinted in Henry C. 
Simons, Economic Policy for a Free Society (Chicago, Univ. of Chicago Press, 1948). 

° The adoption of 100 per cent reserves is essential if the proposed framework is to be 
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2. A policy of determining the volume of government expenditures 
on goods and services—defined to exclude transfer expenditures of all 
kinds—entirely on the basis of the community’s desire, need, and willing- 
hess to pay for public services. Changes in the level of expenditure 
should be made solely in' response to alterations in the relative value 
attached by the community to public services and private consump- 
tion. No attempt should be made to vary expenditures, either directly 
or inversely, in response to cyclical fluctuations in business activity. 
Since the community’s basic objectives would presumably change only 
slowly—except in time of war or immediate threat of war—this policy 
would, with the same exception, lead to a relatively stable volume of 
expenditures on goods and services.‘ 

3. A predetermined program of transfer expenditures, consisting of 
a statement of the conditions and terms under which relief and assist- 
ance and other transfer payments will be granted.” Such a program is 
exemplified by the present system of social security under which rules 
exist for the payment of old-age and unemployment insurance. The 
program should be changed only in response to alterations in the kind - 
and level of transfer payments the community feels it should and can 
afford to make. The program should not be changed in response to 
cyclical fluctuations in business activity. Absolute outlays, however, 
will vary automatically over the cycle. They will tend to be high when 
unemployment is high and low when unemployment is low.° 

4. A progressive tax system which places primary reliance on the 
personal income tax. Every effort should be made to collect as much 
of the tax bill as possible at source and to minimize the delay between 
the accrual of the tax liability and the actual collection of the tax. 





entirely automatic. It should be noted, however, that the same results could, in principle, 
be achieved in a fractional reserve system through discretionary authority. In order to 
accomplish this, the monetary authorities would have to adopt the rule that the quantity 
of money should be increased only when the government has a deficit, and then by the 
amount of the deficit, and should be decreased only when the government has a surplus, 
and then by the amount of the surplus. 

*The volume of expenditures might remain stable either in money or real terms. The 
principle of determining the volume of expenditures by the community’s objectives would 
lead to a stable real volume of expenditures on current goods and services. On the 
other hand, the usual legislative procedure in budget making is to grant fixed sums of 
money, which would lead to stability of money expenditures and provides a slight automatic 
contra-cyclical flexibility. If the volume of real expenditures were stabilized, money ex- 
penditures would vary directly with prices. 

"These transfer payments might perhaps more appropriately be regarded as negative 
revenue. 

‘It may be hoped that the present complex structure of transfer payments will be 
integrated into a single scheme co-ordinated with the income tax and designed to provide 
a, universal floor to personal incomes. But this is a separate issue. 
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Rates, exemptions, etc., should be set in light of the expected yield at 
a level of income corresponding to reasonably full employment at a 
predetermined price level. The budget principle might be either that 
the hypothetical yield should balance government expenditure, includ- 
ing transfer payments (at the same hypothetical level of income) or 
that it should lead to a deficit sufficient to provide some specified secu- 
lar increase in the quantity of money.’ The tax structure should not be 
varied in response to cyclical fluctuations in business activity, though 
actual receipts will, of course, vary automatically.* Changes in the tax 
structure should reflect changes in the level of public services or trans- 
fer payments the community chooses to have. A decision to undertake 
additional public expenditures should be accompanied by a revenue 
measure increasing taxes. Calculations of both the cost of additional 
public services or transfer payments and the yield of additional taxes 
should be made at the hypothetical level of income suggested above 
rather than at the actual level of income. The government would thus 
keep two budgets: the stable budget, in which all figures refer to the 
hypothetical income, and the actual budget. The principle of balancing 


1 These specifications about the hypothetical level of income to be used and the budget 
principle to be followed are more definite and dogmatic than is justified. In principle, 
the economic system could ultimately adjust to any tax structure and expenditure policy, 
no matter what level of income or what budget principle they were initially based on, pro- 
vided that the tax structure and expenditure policy remained stable. That is, there corre- 
sponds some secular position appropriate to each possible tax structure and expenditure 
policy. The best level of income and the best budget principle to choose depend therefore 
on short-run adjustment considerations: what choice would require the least difficult ad- 
justment? Moreover, the level of income and budget principle must be chosen jointly: 
the same final result can obviously be obtained by combining a high hypothetical income 
with a surplus budget priniciple or a low hypothetical income with a deficit budget prin- 
ciple or by any number of intermediate combinations. My own conjecture is that the par- 
ticular level of income and budget principles suggested above are unlikely to lead to results 
that would require radical short-run adjustments to attain the. corresponding secular 
position. Unfortunately, our knowledge about the relevant economic interrelationships is 
too meager to permit more than reasonably informed conjecture. See Section IV below, 
especially footnote 22. 

*The principle of setting taxes so as to balance the budget at a high level of em- 
ployment was suggested by Beardsley Ruml and H. Chr. Sonne, Fiscal and Monetary 
Policy, National Planning Pamphlet no. 35 (July, 1944). 

Since the present paper was written, the Committee for Economic Development has 
issued a policy statement in which it makes essentially the same tax and expenditure 
recommendations—that is, it calls for adoption of a stable tax structure capable of balancing 
the budget at a high level of employment, a stable expenditure policy, and primary reliance 
on automatic adjustments of absolute revenue and expenditures to provide cyclical stability. 
They call this policy the “stabilizing budget policy.” The chief difference between the 
present proposal and the C.E.D. proposal is that the C.E.D. is silent on the monetary 
framework and almost silent on public debt policy, whereas the present proposal covers 
both. Presumably the C.E.D. plans to cover monetary and debt policy in separate state- 
ments still to be issued. See Taxes and the Budget: A Program for Prosperity in a Free 
Economy, a statement on national policy by the Research and Policy Committee of the 
Committee for Economic Development (Nov., 1947). 
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outlays and receipts at a hypothetical income level would be sub- 
stituted for the principle of balancing actual outlays and receipts. 


II. Operation of the Proposal 


The essence of this fourfold proposal is that it uses automatic 
adaptations in the government contribution to the current income 
stream to offset, at least in part, changes in other segments of aggre- 
gate demand and to change appropriately the supply of money. It 
eliminates discretionary action in response to cyclical movements as 
well as some extraneous or perverse reactions of our present monetary 
and fiscal structure.’ Discretionary action is limited to the detérmina- 
tion of the hypothetical level of income underlying the stable budget; 
that is, essentially to the determination of a reasonably attainable 
objective. Some decision of this kind is unavoidable in drawing up the 
government’s budget; the proposal involves a particular decision and 
makes it explicit. The determination of the income goal admittedly 
cannot be made entirely objective or mechanical. At the same time, 
this determination would need to be made only at rather long intervals— 
perhaps every five or ten years—and involves a minimum of forecast- 
ing. Further, as will be indicated later, errors in the income goal tend 
to be automatically neutralized and do not require a redetermination of 
the goal. 

Under the proposal, government expenditures would be financed 
entirely by either tax revenues or the creation of money, that is, the 
issue of non-interest-bearing securities. Government would not issue 
interest-bearing securities to the public; the Federal Reserve System 
would not operate in the open market. This restriction of the sources 
of government funds seems reasonable for peacetime. The chief 
valid ground for paying interest to the public on government debt is to 
offset the inflationary pressure of abnormally high government ex- 
penditures when, for one reason or another, it is not feasible or desir- 
able to levy sufficient taxes to do so. This was the justification for 
wartime issuance of interest-bearing securities, though, perversely, the 
rate of interest on these securities was pegged at a low level. It seems 
inapplicable in peacetime, especially if, as suggested, the volume 
of government expenditures on goods and services is kept relatively 
stable. Another reason sometimes given for issuing interest-bearing 
securities is that in a period of unemployment it is less deflationary to 

*For example, the tendency under the existing system of fractional reserve banking for 
the total volume of money to change when there is a change in the proportion of its 
total stock of money the community wishes to hold in the form of deposits; the tendency 
to reduce tax rates and increuse guvernmenl expenditures In booms and to do the reverse in 


depressions; and the tendency for the government to borrow from individuals at the same 
time as the Federal Reserve System is buying government bonds on the open market. 


1 
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issue securities than to levy taxes. This is true. But it is still less de- 
flationary to issue money.” 

Deficits or surpluses in the government budget would be reflected 
dollar for dollar in changes in the quantity of money; and, conversely, 
the quantity of money would change only as a consequence of deficits 
or surpluses. A deficit means an increase in the quantity of money; a 
surplus, a decrease.” 

Deficits or surpluses themselves become automatic consequences of 
changes in the level of business activity. When national money income 
is high, tax receipts will be large and transfer payments small; so a 
surplus will tend to be created, and the higher the level of income, the 
larger the surplus. This extraction of funds from the current income 
stream makes aggregate demand lower than it otherwise would he 
and reduces the volume of money, thereby tending to offset the factors 
making for a further increase in income. When national money income 
is low, tax receipts will be small and transfer payments large, so a 
deficit will tend to be created, and the lower the level of income, the 
larger the deficit. This addition of funds to the current income stream 
makes aggregate demand higher than it otherwise would be and in- 
creases the quantity of money, thereby tending to offset the‘ factors 
making for a further decline in income. 

The size of the effects automatically produced by changes in national 
income obviously depends on the range of activities government under- 
takes, since this will in turn determine the general order of magnitude 
of the government budget. Nonetheless, an essential element of the 


See Henry C. Simons, “On Debt Policy,” Jour. Pol. Econ., Vol. LII (Dec., 1944), 
pp. 356-61, 

This paragraph deliberately avoids the question of the payment of interest to banks 
on special issues of government bonds, as has been proposed in some versions of the 100 
per cent reserve proposal. The fundamental issue involved in judging such proposals is 
whether government should subsidize the use of deposit money and a system of check 
clearance and if so, what form the subsidy should take. 

The large volume of government bonds now outstanding raises one of the most serious 
problems in accomplishing the transition from the present framework. This problem would 
be eased somewhat by the monetization of bonds that would occur in the process of going 
over to 100 per cent reserves. But there would still remain a substantial volume. Two 
alternatives suggest themselves: (1) freeze the volume of debt at some figure, preferably 
by converting it into perpetuities (“consols”); (2) use the monetization of the debt as a 
means of providing a secular increase in the quantity of money. Under the second plan, 
which, on a first view, seems more attractive, the principle of balancing the stable budget 
would be adopted and the government would commit itself to retiring, through the issuance 
of new money, a predetermined amount of the public debt annually. The amount to be 
retired would be determined so as to achieve whatever secular increase in the quantity of 
money seemed desirable. This problem, however, requires much additional study. 


= These statements refer, of course, to the ultimate operation of the proposal. Under the 
second of the alternatives suggested in the preceding footnote, the change in the quantity of 
money during the transitional period would equal the excess of government expenditures 
over receipts plus the predetermined amount of money issued to retire debt. 
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proposal is that the activities to be undertaken by government be de- 
termined entirely on other grounds. In part, this element is an immedi- 
ate consequence of the motivation of the proposal. The motivation 
aside, however, it seems a desirable element of any proposal to promote 
stability. First, there is and can be no simple, reasonably objective, 
rule to determine the optimum share of activity that should be assigned 
to government—short of complete socialization—even if stability were — 
the only objective. Changes in circumstances are likely to produce 
rapid and erratic variations in the share that seems desirable.. But 
changes in the share assigned government are themselves likely to be 
destabilizing, both directly and through their adverse effects on an- 
ticipations. The attempt to adapt the magnitude of government opera- 
tions to the requirements of stability may therefore easily introduce 
more instability than it corrects. Second, the share of activity assigned 
government is likely to have far more important consequences for other 
objectives—particularly political freedom and economic efficiency— 
than for stability.” Third, means other than changes in the share of 
activity assigned government are readily available for changing the size 
of the reaction to changes in income, if experience under the proposal 
should prove this desirable. And some of these means need not have 
anything like the same consequences for other objectives. 

Under the proposal, the aggregate quantity of money is automatically 
determined by the requirements of domestic stability. It follows that 
changes in the quantity of money cannot also be used—as they are in a 
fully operative gold standard—to achieve equilibrium in international 
trade. The two criteria will by no means always require the same 
changes in the quantity of money; when they conflict, one or the other 
must dominate. The decision, implicit in the framework recommended, 
to select domestic stability means that some other technique must be 
used to bring about adjustments to changes in the conditions of inter- 
national trade. The international arrangement that seems the logical 
counterpart of the proposed framework is flexible exchange rates, 
freely determined in foreign exchange markets, preferably entirely by 
private dealings.**” 

ua An example of the relevance of these two points is provided by the tendency during the 
*thirties to recommend an increase in the progressiveness of the tax structure as a means of 
increasing the propensity to consume and hence, it was argued, employment. Applied to 


the postwar period, the same argument would call for a shift to regressive taxes, yet I 
wonder if many economists would wish to recommend regressive taxes on these grounds. 

xe Though here presented as a byproduct of the proposed domestic framework, flexible 
exchange rates can be defended directly. Indeed, it would be equally appropriate to present 
the proposed domestic framework as a means of implementing flexible exchange rates. The 
heart of the matter is that domestic and international monetary and trade arrangements 
are part of one whole. 
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Ill. Effect of Proposal under Present Institutional Conditions 


The fluctuations in the government contribution to the income 
stream under the proposed monetary and fiscal framework are clearly 
in the “right” direction. Nonetheless, it is not at all clear that they - 
would, without additional institutional modifications, necessarily lead 
either to reasonably full employment or to a reasonable degree of sta- 
bility. Rigidities in prices are likely to make this proposal, and indeed 
most if not all other proposals for attaining cyclical stability, incon- 
sistent with reasonably full employment; and, when combined with 
lags in other types of response, to render extremely uncertain their 
effectiveness in stabilizing economic activity. ; 

A. Price Rigidities’ 

Under existing circumstances, when many prices are moderately 
rigid, at least against declines, the monetary and fiscal framework 
described above cannot be expected to lead to reasonably full employ- 
ment of resources, even though lags in other kinds of response are 
minor. The most that can be expected under such circumstances is a 
reasonably stable or moderately rising level of money income. As an 
extreme example, suppose that the economy is in a relatively stable 
position at reasonably full employment and with a roughly balanced 
actual government budget and that the great bulk of wage rates are 
rigid against downward pressure. Now, let there be a substantial rise 
in thé wage rates of a particular group of workers as a consequence 
either of trade union action or of a sharp but temporary increase in 
the demand for that type of labor or decrease in its supply, and let 
this higher wage rate be rigid against downward pressure. Employ- 
ment of resources as full as previously would imply a higher aggregate 
money income since, under the assumed conditions of rigidity, other 
resources would receive the same amount as previously whereas the 
workers whose wage rates rose would receive a larger aggregate amount 
if fully employed. But if this higher money income, which also of 
course would imply a higher price structure, were attained, the gov- 
ernment would tend to have a surplus since receipts would rise by 
more than expenditures, There is nothing that has occurred that would, 
in the absence of other independent changes, offset the deflationary 
effect of the surplus. The assumed full employment position would 
not therefore be an equilibrium position. If attained by accident, the 
resultant budgetary surplus would reduce effective demand and, since 
prices are assumed rigid, the outcome could only be unemployment. 
The equilibrium level of income will be somewhat higher than before, 
primarily because transfer payments to the unemployed will be larger, 


254 THE AMERICAN ECONOMIC REVIEW 


so that some of the unemployment will be offset. But there is no 
mechanism for offsetting the rest. The only escape from this situation 
is to permit inflation. 

As is widely recognized, the difficulty just described is present also 
in most other monetary and fiscal proposals; they, too, can produce 
full employment under such circumstances only by inflation. This 
dilemma often tends, however, to be concealed in their formulation, 
and, in practice, it seems fairly likely that inflation would result. The 
brute fact is that a rational economic program for a free enterprise 
system (and perhaps even for a collectivist system) must have flexi- 
bility of prices (including wages) as one of its cornerstones. This need 
is made clear by a proposal like the present. Moreover, the adoption 
of such a proposal would provide some assurance against cumulative 
deflation and thereby tend to make flexibility of prices a good deal 
easier to achieve since government support for monopolistic practices 
of special occupational and industrial groups derives in large measure 
from the obvious waste of general deflation and the need for protection 
against it. 


B. Lags in Response 


Our economy is characterized not only by price rigidities but also 
by significant lags in other types of response. These lags make im- 
possible any definitive statement about the actual degree of stability 
likely to result from the operation of the monetary and fiscal frame- 
work described above. One could reasonably expect smaller fluctua- 
tions than currently exist; though our ignorance about lags and about 
the fundamental causes of business fluctuations prevents complete 
confidence even in this outcome. The lag between the creation of a 
government deficit and its effects on the behavior of consumers and 
producers could conceivably be so long and variable that the stimulat- 
ing effects of the deficit were often operative only after other factors 
had already brought about a recovery rather than when the initial de- 
cline was in progress. Despite intuitive feelings to the contrary, I do 
not believe we know enough to rule out completely this possibility. If 
it were realized, the proposed framework could intensify rather than 
mitigate cyclical fluctuations; that is, long and variable lags could 
convert the fluctuations in the government contribution to the income 
stream into the equivalent of an additional random disturbance.” 

About all one can say about this possibility is that the completely 
automatic proposal outlined above seems likely to do less harm under 


12 See Milton Friedman, “Lerner on the Economics of Control,’ Jour. Pol. Econ., 
Vol. LV, No. 5 (Oct., 1947), p. 414, especially footnote 12. 
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the circumstances envisaged than alternative proposals which provide 
for discretionary action in addition to automatic reactions. There is a 
strong presumption that these discretionary actions will in general be 
subject to longer lags than the automatic reactions and nonce will be 
destabilizing even more frequently. 

The basis for this presumption can best be seen by subdividing into 
three parts the total lag involved in any action to offset a disturbance: 
` (1) the lag between the need for action and the recognition of this 
need; (2) the lag between recognition of the need for action and the 
taking of action; and (3) the lag between the action and its effects. 

The first lag, which is nonexistent for automatic reactions of the 
kind here proposed, could be negative for discretionary proposals if 
it were possible to forecast accurately the economic changes that would 
occur in the absence of government action. In view of the record of 
forecasters, it hardly needs to be argued that it would be better to shun 
forecasting and rely instead on as prompt an evaluation of the current 
situation as possible. The lag between the need for action and the 
recognition of that need then becomes positive. Its exact magnitude 
depends on the particular discretionary proposal, though the past 
record of contemporary interpreters of business conditions indicates 
that it is not likely to be negligible.* 

The second lag is present even for automatic reactions because all 
taxes will not or cannot be collected at source simultaneously with 
the associated payments, and transfer payments will not or cannot be 
made immediately without some kind of a waiting period or processing 
period. It is clear, however, that this lag can be reduced to a negligible 
time by appropriate construction and administration of the system of 
taxes and transfer payments. For discretionary action, the length of 
the lag between the recognition of the need for action and the taking 
of action depends very much on the kind of action taken. Action can 
be taken very promptly to change the form or amount of the com- 
munity’s holdings of assets by open market purchases or sales of securi- 
ties or by changes in rediscount rates or reserve requirements. A con- 
siderably longer time is required to change the net contribution of the 
government to the income stream by changing the tax structure, Even 
though advance prescription for alternative possibilities eliminates any 
delay in deciding what changes to make in tax rates, exemptions, kinds 
of taxes levied, or the like, administrative considerations will enforce 
a substantial delay before the change becomes effective. Taxpayers, 
businesses or individuals acting as intermediaries in collecting the 
taxes, and tax administrators must all be informed of the change and 


* Ibid., p. 414, especially footnote 11. 
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be given an opportunity to make the appropriate adjustments in their 
procedures; new forms must be printed or at least circulated; and so 
on. ' 

The longest delay of all is likely to be involved in changing the net 
contribution of government to the income stream by changing govern- 
ment, expenditure policy, particularly for goods and services. No mat- 
ter how much advance planning may have been done, the rate of 
expenditure cannot be stepped up or curtailed overnight unless the 
number of names on the payroll is to be the only basis in terms of 
' which the expenditure is to be'controlled or judged. Time is involved 
in getting projects under way with any degree of efficiency; and con- 
siderable waste in ceasing work on projects abruptly. 

The third lag, that between the action and its effects, is present and 
significant both for automatic reactions and discretionary actions, and 
little if anything can be done about it by either legal or administrative 
reform of the fiscal and monetary structure.** We have no trustworthy - 
empirical evidence on the length of this lag for various kinds of action, 
and much further study of this problem is clearly called for. Some 
clues about the direction such study should take are furnished by a 
priori considerations which suggest, as a first approximation, that the 
order of the various policies with respect to the length of this lag is 
the reverse of their order with respect to the length of the lag between 
the recognition of the need for action and the taking of action. Changes 
in government expenditures on goods and services lead to almost im- 
mediate changes in the employment of the resources used to produce 
those goods and services. They have secondary effects through the 
changes thereby induced in the expenditures of the individuals owning 
the resources so employed. 

The lag in these induced changes might be expected to be less than 
the lag in the adjustment of expenditures to changed taxes or to a 
changed amount or form of asset holdings. Changes in taxes make the 
disposable incomes of individuals larger or smaller than they would 
otherwise be. Individuals might be expected to react to a change in 
disposable income as a result of a tax change only slightly less rapidly 
than to a change in disposable income as a result of a change in aggre- 
gate income. 

These indications are, however, none too trustworthy. There are 
likely to be important indirect effects that depend on such things as the 
kinds of goods and services directly affected by changed government 
expenditures, the incidence of the changes in disposable income that 
result from changed expenditures or taxes, and the means employed to 


“Reforms of other types, for example, reforms increasing the flexibility of prices, might 
affect this lag. 
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finance government deficits. For example, if deficits are financed 
through increases in the quantity of money and surpluses are used to 
reduce the quantity of money, part of the effect of changes in govern- 
ment expenditures or taxes will be produced by changes in interest 
rates and the kind and volume of assets held by the community. The 
entire effect of open-market operations, changes in rediscount rates 
and reserve requirements, and the like will be produced in this way, 
and it seems likely that these effects would take the longest to make 
themselves felt. 

The automatic reactions embodied in the proposal here advanced 
operate in part like tax changes—in so far as tax receipts vary—and 
in part like expenditure changes—in so far as transfer payments vary; 
and like both of these, some part of their effect is through changes in the 
quantity of money. One might expect, therefore, that the lag between 
action and its effects would be roughly the same for automatic reactions 
as for discretionary tax changes, a good deal shorter for automatic reac- 
tions than for discretionary monetary changes, and somewhat longer for 
automatic reactions than for discretionary changes in government ex- 
penditures on goods and services. 

This analysis, much of which is admittedly highly conjectural, sug- 
gests that the total lag is definitely longer for discretionary monetary 
or tax changes than for automatic reactions, since each of the three 
parts into which the total lag has been subdivided is longer. There is 
doubt about the relative length of the total lag only for discretionary 
expenditure changes. Even for these, however, it seems doubtful that 
the shorter lag between action and its effects can more than offset the 
longer lag between the need for action and the taking of action. 

Given less extreme conditions than those required to convert the 
present proposal into a destabilizing influence, the reduction achieved 
in the severity of fluctuations would depend on the extent and rapidity 
of price adjustments, the nature of the responses of individuals to 
these price changes and to the changes in their incomes and asset 
holdings resulting from the induced surpluses or deficits, and the lags 
in such responses. If these were such as to make the system operate 
reasonably well, the improvement would tend to be cumulative, since 
the experience of damped fluctuations would lead to patterns of expec- 
tations on the part of both businessmen and consumers that would 
make it rational for them to take action that would damp fluctuations 
still more. This favorable result would occur, however, only if the 
proposed system operated reasonably well without such aid; hence, in 
my view, this proposal, and all others as well, should be judged pri- 
marily on their direct effects, not on their indirect effects in stimulating 
a psychological climate favorable to stability. It must be granted, 
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however, that the present proposal is less likely to stimulate such a 
favorable psychological climate than a proposal which has a simpler 
and more easily understood goal, for example, a proposal which sets a 
stable price level as its announced goal. If the business world were 
sufficiently confident of the ability of the government to achieve the 
goal, it would have a strong incentive to behave in such a way as greatly 
to simplify the government’s task. 


IV. Implications of the Proposal if Prices Are Flexible and 
Lags in Response Minor 


The ideal possibilities of the monetary and fiscal framework pro- 
posed in this paper, and the stabilizing economic forces on which these 
possibilities depend, can be seen best if we put aside the difficulties 
that have been detaining us and examine the implications of the pro- 
posal in an economy in which prices of both products and factors of pro- 
duction are flexible** and lags in other types of response are minor. In 
such an economy, the monetary and fiscal system described above 
would tend toward an equilibrium characterized by reasonably full em- 
ployment. 

To describe the forces at work, let us suppose that the economy is 
initially in a position of reasonably full employment with a balanced 
actual budget and is subjected to a disturbance producing a decline 
in aggregate money demand that would be permanent if no other 
changes occurred.” The initial effect of the decline in aggregate demand 
will be a decline in sales and the piling up of inventories in at least 
some parts of the economy, followed shortly by unemployment and 
price declines caused by the attempt to reduce inventories to the desired 
level. The lengthening of the list of unemployed will increase govern- 
ment transfer payments; the loss of income by the unemployed will 
reduce government tax receipts. The deficit created in this way is a net 
contribution by the government to the income stream which directly 
offsets some of the decline in aggregate demand, thereby preventing 
unemployment from becoming as large as it otherwise would and 

1 The concept of flexible prices, though one we use continually and can hardly avoid 
using, is extremely difficult to define precisely. Fortunately, a precise definition is not 
required for the argument that follows. All that is necessary for the argument is that there 
be a “substantial” range of prices that are not “rigid” because of Jong-term contracts or 
organized noncontractual agreements to maintain price and that these prices should react 
reasonably quickly to changes in long-run conditions of demand or supply. It is not 
necessary that there be “perfect” flexibility of prices, however that might be defined, or that 


contracts involving prices be subject to change at will, or that every change in long- 
run conditions of demand or supply be reflected instantaneously in market price. 
The same analysis would apply to disturbances producing only a temporary decline. 


The reason for assuming a permanent decline is to trace through the entire process of 
adjustment to a new equilibrium position. 
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serving as a shock absorber while more fundamental correctives come 
into play. 

These more fundamental correctives, aside from changes in relative 
prices and interest rates, are (1) a decline in the general level of prices 
which affects (a) the real value of the community’s assets and (b) the 
government contribution to the income stream, and (2) an increase in 
the stock of money. 

The decline in the general level of prices that follows the initial 
decline in aggregate demand will clearly raise the real value of the 
community’s stock of money and government bonds since the nominal 
value of these assets will not decrease. The real value of the remainder 
of the conimunity’s assets may be expected to remain roughly the same, 
so the real value of the total stock of assets will rise.” The rise in the 
real value of assets will lessen the need for additional saving and hence 
increase the fraction of any given level of real income that the com- 
munity will wish to consume. This force, in principle, would alone be 
sufficient to assure full employment even if the government maintained 
a rigidly balanced actual budget and kept the quantity of money 
constant, since there would presumably always be some price level at 
which the community could be made to feel rich enough to spend on 
consumption whatever fraction or multiple of its current income is 
required to yield an aggregate demand sufficient to permit full em- 
ployment. 

This effect of a lower price level in increasing the fraction of current 
private (disposable) income devoted to consumption is reinforced by 
its effect on the government’s contribution to the income stream. So 
long as the price level, and with it money income, is below its initial 
level, the government will continue to run a deficit. This will be true 
even if employment is restored to its initial level, so that transfer pay- 
ments and loss in tax receipts on account of unemployment are 
eliminated. The tax structure is progressive, and exemptions, rates, etc., 
are expressed in absolute dollar amounts. Receipts will therefore fall 


“Tf the real value of other assets of the community should fall, this would simply 
mean that the price level would have to fall farther in order to raise the real value of 
the community’s total stock of assets. Note that under the proposed framework, all money 
in the community is either a direct government obligation (nondeposit currency) or is 
backed one hundred per cent by a direct government obligation (deposits in the central 
bank). If this analysis were to be applied to a fractional reserve system, the assets whose 
aggregate real value could be guaranteed to rise with no directly offsetting fall in the real 
value of private assets would be the total amount of government obligations (currency 
and bonds) held outside the treasury and central bank. On this and what follows, see 
A. C. Pigou, “The Classical Stationary State,” Econ. Jour., Vol. LIII (Dec., 1943), pp. 342- 
51, and “Economic Progress in a Stable Environment,” Economica, n.s. XIV (Aug., 1947), 
pp. 180-90; and Don Patinkin, “Price Flexibility and Full Employment,” to be published 
in the September, 1948 number of this Review. 
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more than in proportion to the fall in the price level; expenditures, at 
most, proportionately.” Because of the emergence of such a deficit, the 
price decline required to restore employment will be smaller than if 
the government were to maintain a rigidly balanced actual budget, and 
this will be true even aside from the influence of the deficit on the stock 
of money. The reason is that the price level will have to fall only to the 
point at which the amount the community desires to add to its hoards 
equals the government deficit, rather than to the point at which the 
community desires to add nothing to its hoards.” 

The decline in the price level may restore the initial level of employ- 
ment through the combined effects of the increased average propensity 
to consume and the government deficit. But so long as a deficit exists, 
the position attained is not an equilibrium position. The deficit is 
financed by the issue of money. The resultant increase in the aggregate 
stock of money must further raise the real value of the community’s 
stock of assets and hence the average propensity to consume. This is 
the same effect as that discussed above except that it is brought about 
by an increase in the absolute stock of money rather than by a decline 
in prices. Like the corresponding effect produced by a decline in prices, 
the magnitude of this effect is, in principle, unlimited. The rise in the 
stock of money and hence in the average propensity to consume will 
tend to raise prices and reduce the deficit. If we suppose no change 


** The effect of the lower price level on expenditures depends somewhat on the precise 
expenditure and transfer policy adopted. If, as is called for by the principle of determining 
the expenditure program by the community’s objectives, the real volume of government 
expenditures on goods and services is kept cyclically stable and if the program of transfer 
payments is also stated in real terms, expenditures will decline proportionately. If gov- 
ernment expenditures on goods and services are kept cyclically stable in dollar terms, or 
the program of transfer expenditures is stated in dollar terms, expenditures will decline less 
than proportionately. 

“Tf the real volume of government expenditures on goods and services is kept cyclically 
stable and the transfer program is also stated in real terms, the aggregate expenditures of 
government under fixed expenditure and transfer programs would tend to be the same 
fraction of the full-employment income of society no matter what the price level. This 
fraction would be the maximum net contribution the government could make to the 
income stream no matter how low prices, and with them money income and government 
receipts, fell. Consequently, this force alone would be limited in magnitude and might not, 
even in principle, be able to offset every disturbance. If either program is in absolute 
terms, there would be no limit to the fraction that the government contribution could 
constitute of the total income stream. 

An alternative way to describe this effect is in terms of the relation between the expected 
expenditures and receipts of consumers, business, and government. It is a condition of 
equilibrium that the sum of the desired expenditures of these groups equal the sum of 
their receipts. If the government maintains a rigidly balanced budget, equilibrium requires 
that consumers and business together plan to spend what they receive (7.e., not seek to add 
to their money hoards). If the government runs a deficit, consumers and business together 
need not plan to spend all they receive; equilibrium requires that their planned expendi- 
tures fall short of their receipts by the amount of the deficit (ż.e., that they seek to add 
to their hoards per period the amount of the deficit). 
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to occur other than the one introduced to start the analysis going, the 
final adjustment would be attained when prices had risen sufficiently 
to yield a roughly balanced actual budget. 

A disturbance increasing aggregate money demand would bring into 
play the same forces operating in the reverse direction: the increase in 
employment would reduce transfer payments and raise tax receipts, 
thus creating a surplus to offset part of the increase in aggregate de- 
mand; the rise in prices would decrease the real value of the com- 
munity’s stock of money and hence the fraction of current Income 
spent on consumption; the rise in prices would also mean that even 
after “overemployment” was eliminated, the government would run a 
surplus that would tend to offset further the initial increase in aggre- 
gate demand;*° and, finally, the surplus would reduce the stock of 
money. 

As this analysis indicates, the proposed fiscal and monetary frame- 
work provides defense in depth against changes in aggregate demand. 
The first line of defense is the adjustment of transfer payments and 
tax receipts to changes in employment.” This eases the shock while the 
defense is taken over by changes in prices. These raise or lower the 
real value of the community’s assets and thereby raise or lower the 
fraction of income consumed. They also produce a government deficit 
or surplus in addition to the initial deficit or surplus resulting from the 
effect of changes in employment on transfer payments and tax receipts. 
The final line of defense is the cumulative effect.of the deficits or sur- 
pluses on the stock of money. These changes in the stock of money 
tend to restore prices to their initial level. In some measure, of course, 
these defenses all operate simultaneously; yet their main effects are 
likely to occur in the temporal order suggested in the preceding discus- 
sion. 

Even given flexible prices, the existence of the equilibrating mecha- 
nism described does not of course mean that the economy will in fact 
achieve relative stability. This depends in addition on the number and 


” The limit to the possible effect of the surplus on the current income stream would be 
set by the character of the tax structure, since there would probably be some maximum 
percentage of the aggregate income that could be taken by taxes no matter how high 
the price level and the aggregate income. 

æa Tt should be noted that this is the only effect taken into account by Musgrave and 
Miller in their calculations of the possible magnitude of the effect of automatic variations 
in government receipts and expenditures. (R. A. Musgrave and M. H. Miller, “Built-in 
Flexibility,” this Review, March, 1948, pp. 122-28.) They conclude that “the analysis here 
provided lends no justification to the view now growing in popularity that ‘built-in flexi- 
bility’ can do the job alone and that deliberate countercyclical fiscal policy can be dispensed 
with.” While this is a valid conclusion, it does not justify rejecting the view that “built-in 
flexibility” can do the job alone, since the “analysis here provided” takes no account of 
what have been termed above the “more fundamental correctives.” 
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magnitude of the disturbances to which the economy is subject, the 
speed with which the equilibrating forces operate, and the importance 
of such disequilibrating forces as adverse price expectations. If the 
lags of response are minor, and initial perverse reactions unimportant, 
adjustments would be completed rapidly and there would be no oppor- 
tunity for disequilibria to cumulate, so that relative stability would be 
attained. Even in this most favorable case, however, the equilibrat- 
ing mechanism does not prevent disturbances from arising and does not 
counteract their effects instantaneously—as, indeed, no system can in 
the absence of ability to predict everything in advance with perfect 
accuracy. What the equilibrating mechanism does accomplish is, first, 
to keep governmental monetary and fiscal operations from themselves 
contributing disturbances and, second, to provide an automatic mech- 
anism for adapting the system to the disturbances that occur. 

Given flexible prices, there would be a tendency for automatic 
neutralization of any errors in the hypothetical income level assumed 
or in the calculations of the volume of expenditures and revenues at 
the hypothetical income level. Further, it would ultimately be of no 
great importance exactly what decision was reached about the rela- 
tion to establish between expenditures and revenue at the hypothetical 
income level (7.e., whether exactly to balance, to strive for a deficit 
sufficient to provide a predetermined secular increase in the quantity 
of money, etc.). Suppose, for example, that errors in the assumed in- 
come level, the calculated volume of expenditures and receipts, and the 
relation established between expenditures and receipts combined to 
produce a deficit larger than was consistent with stable prices. The 
résulting inflationary pressure would be analogous to that produced 
by an external disturbance and the same forces would come into play 
to counteract it. The result would be that prices would rise and the 
level of income tend to stabilize at a higher level than the hypothetical 
level initially assumed. 

Similarly, the monetary and fiscal framework described above pro- 
vides for adjustment not only to cyclical changes but also to secular 
changes. I.do not put much credence in the doctrine of secular stagna- 
tion or economic maturity that is now so widely held. But let us assume 
for the sake of argument that this doctrine is correct, that there has 
been such a sharp secular decline in the demand for capital that, at the 
minimum rate of interest technically feasible, the volume of investment 
at a full-employment level of income would be very much less than 
the volume of savings that would be forthcoming at this level of income 
and at the current price level.” The result would simply be that the 


* Because of the effect discussed above of price changes on the real value of assets, and 
in this way on the average propensity to consume, it seems to me that such a state of 
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equilibrium position would involve a recurrent deficit sufficient to pro- 
vide the hoards being demanded by savers. Of course, this would not 
really be a long-run equilibrium position, since the gradual increase in 
the quantity of money would increase the aggregate real value of the 
community’s stock of money and thereby of assets, and this would 
tend to increase the fraction of any given level of real income con- 
sumed. As a result, there would tend to be a gradual rise in prices and 
the level of money income and a gradual reduction in the deficit.” 


V. Conclusion 


In conclusion, I should like to emphasize the modest aim of the 
proposal. It does not claim to provide full employment in the absence 
of successful measures to make prices of final goods and of factors of 
production flexible. It does not claim to eliminate entirely cyclical 
fluctuations in output and employment. Its claim to serious considera- 
tion is that it provides a stable framework of fiscal and monetary 
action, that it largely eliminates the uncertainty and undesirable politi- 
cal implications of discretionary action by governmental authorities, 
that it provides for adaptation of the governmental sector to changes 
occurring in other sectors of the economy of a kind designed to offset 
the effects of these changes, and that the proposed fiscal and monetary 
framework is consistent with the long-run considerations stated at the 
outset of this paper. It is not perhaps a proposal that one would consider 
at all optimum if our knowledge of the fundamental causes of cyclical 
fluctuations were considerably greater than I, for one, think it to be; it 
is a proposal that involves minimum reliance on uncertain and un- 
tested knowledge. 





affairs would not lead to secular unemployment even if the quantity of money were kept 
constant, provided that prices are flexible (which is the reason for including the qualifica- 
tion “at the current price level” in the sentence to which this footnote is attached). But 
I am for the moment accepting the point of view of those who deny the existence or 
importance of this equilibrating force. Moreover, if the quantity of money were constant, 
the adjustment would be made entirely through a secular decline in prices, admittedly a 
difficult adjustment. Once again changes in the government contribution to the income 
Stream and through this in the quantity of money can reduce the extent of the required 
price change. 


“This and the preceding paragraph, in particular, and this entire section, in general, 
suggest a problem that deserves investigation and to which I have no satisfactory answer, 
namely, the characteristics of the system of equations implicit in the proposal and of their 
equilibrium solution, It is obvious that under strictly stationary conditions, including a 
stationary population, the equilibrium solution would involve constancy of prices, income 
per head, etc., and a balanced actual budget. The interesting question is whether there is 
any simple description of the equilibrium solution under specified dynamic situations. 
For example, are there circumstances, and if so what are they, under which the equilibrium 
solution will tend to involve constant money income per head with declining prices, or 
constant prices with rising money income per head, etc.? It is obvious that no such simple 
description will suffice in general, but there may well be broad classes of circumstances 
under which one or another will. 
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The proposal has of course its dangers. Explicit control of the 
quantity of money by government and explicit creation of money to 
meet actual government deficits may establish a climate favorable to 
irresponsible government action and to inflation. The principle of a 
balanced stable budget may not be strong enough to offset these 
tendencies. This danger may well be greater for this proposal than for 
some others, yet in some measure it is common to most proposals to 
mitigate cyclical fluctuations. It can probably be avoided only by mov- 
ing in a completely different direction, namely, toward an entirely 
metallic currency, elimination of any governmental control of the 
quantity of money, and the re-enthronement of the principle of a bal- 
anced actual budget. 

The proposal may not succeed in reducing cyclical fluctuations to 
tolerable proportions. The forces making for cyclical fluctuations may 
be so stubborn and strong that the kind of automatic adaptations con- 
tained in the proposal are insufficient to offset them to a tolerable de- 
gree. I do not see how it is possible to know now whether this is the case. 
But even if it should prove to be, the changes suggested are almost 
certain to be in the right direction and, in addition, to provide a more 
satisfactory framework on which to build further action. 

A proposal like the present one, which is concerned not with short- 
run policy but with structural reform, should not be urged on the public 
unless and until it has withstood the test of professional criticism. It is 
in this spirit that the present paper is published. 


SHORT-PERIOD PRICE DETERMINATION IN THEORY 
AND PRACTICE? 


By R. A. Gorpon* 


The recent debate in the American Economic Review regarding the 
applicability of marginal analysis to practical problems of price and 
wage determination suggests that there is still need to examine critically 
the assumptions underlying the conventional theory of the firm and the 
extent to which these assumptions meet the test of business practice.’ 
The following pages elaborate upon a long-felt belief that conventional 
price theory has held to unnecessarily unrealistic assumptions, with the 
result that our analytical tool box is not as useful as it should be.’ 

This paper is concerned only with problems of short-period price de- 
termination, although some of my comments will also have relevance for 
distribution theory. But little attention will be paid to the question of 
long-period equilibrium. I should add that the problem of oligopolistic 
uncertainty, as distinct from general dynamic uncertainty, is treated 
only incidentally. The difficulties inherent in applying the conventional 
tools to oligopolistic pricing are already widely recognized. 


I. What Does Marginalism Mean? 


The essential characteristics of marginal price theory can be summed 
up in the following basic assumptions, which are usually implicit in the 


* The author is professor of economics at the University of California, Berkeley. 

* Revision of a paper presented at a meeting of the Pacific Coast Committee on Price 
Policies, Social Science Research Council, September 4, 1947, 

* See R. A. Lester, “Shortcomings of Marginal Analysis for Wage-Employment Problems,” 

fol. XXXVI (March, 1946), pp. 62-82; Fritz Machlup, “Marginal Analysis and Empirical 
Research,” Vol. XXXVI (Sept., 1946), pp. 519-54; R. A. Lester, “Marginalism, Minimum 
Wages, und Labor Markets,” Vol. XXXVII (March, 1947), pp. 135-48; Fritz Machlup, 
“Rejoinder to an Antimarginalist,” Vol. XX XVII (March, 1947), pp. 148-54; G. J. Stigler, 
“Professor Lester and the Marginalists,” Vol. KXXVII (March, 1947), pp. 154-57; H. M. 
Oliver, Jr, “Marginal Theory and Business Behavior,’ Vol. XXXVII (June, 1947), pp. 
375-83, See also H. M. Oliver, Jr., “Average Cost and Long-Run Elasticity of Demand,” 
Jour. Pol. Econ., Vol. LV (June, 1947), pp. 212-21. 

? In referring to “conventional” theory, I hope I shall not be accused of setting up a 
straw man. I have in mind such classics as those of Joan Robinson and Chamberlin and 
the journal literature which they inspired, the analysis in critical syntheses such as that 
of Trifin (Monopolistic Competition and General Equilibrium Theory (Cambridge, Mass., 
1940]), and the presentation in sophisticated textbooks such as those of Boulding (Economic 
Analysis [New York, 1941]) and Stigler (The Theory of Price [New York, 19461). While 
Some of my criticisms may-have been partly met by particular journal articles or by a 
footnote or appendix here or there, such contributions have not been integrated into the 
body of price theory used and taught by the majority of economists. 
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analysis: (1) business men seek always to maximize profits; (2) profits 
are maximized through adjustment in a limited number of directions, 
and it is sufficient in many cases to consider adjustment in only one 
direction (output); (3) changes in the given data occur sufficiently 
infrequently that it is humanly possible to evaluate the results of a 
variety of alternative possible adjustments in each new situation; and 
(4) the effects of dynamic uncertainty can be ignored or (what amounts 
to the same thing) uncertain expectations can be resolved into “cer- 
tainty equivalents.’’* These, in turn, involve a host of subsidiary as- 
sumptions, some of which we shall consider later. For the moment, let 
us deal with these major premises. While the existence and importance 
of the first assumption is universally recognized, this is not equally true 
of the others. 

The existence of the second assumption is generally recognized, but 
some of its implications are not. Cost and revenue are generally taken 
to be functions of merely one or at most a very few variables. (It is also 
usually assumed that these variables are continuous.) In much of 
modern price theory, cost and revenue are made single-valued functions 
of output only. Changes in the “data”——factor costs, production tech- 
niques, quality of product, etc-——are handled by shifting the curves, 
where the direction and amount of shifting are assumed to be given 
rather than as something to be explained. Price theory does not ignore 
the possibility of shifts in the relevant functions, but the marginal 
analysis is applied only to movements along the assumed functions.° 

Of course, not all of conventional theory makes this extreme assump- 
tion. Various writers have built upon Chamberlin’s treatment of product 
variation and selling costs and have developed improved techniques 
for including one or two variables in addition to output in the system 
of relations determining the profits-maximizing price. The number 
of additional variables included is always highly restricted and is 
usually limited to only one (selling cost), thus permitting the use of 
three-dimensional surfaces rather than two-dimensional curves. Also, 


* Professor Machlup seems to make marginalism depend upon only the first of these 
assumptions. Cf. American Economic Review, Vol. XXXVI (Sept., 1946), p. 521. 


Professor Machlup is correct in asserting that there is nothing inconsistent between 
modern wage theory and Professor Lester’s empirical finding that “Market demand is far 
more important than wage rates in determining a firm’s volume of employment.” (Cf. 
Lester, Am. Econ. Rev., Vol. XXXVI, p. 81, and Machlup, Am. Econ. Rev., Vol. XXXVII, p. 
149.) What this finding does is to suggest that (a) shifts in a curve (here the demand for 
labor as a function of the wage rate) may be more important than movements along the 
curve and (b) the wage elasticity of demand for labor may be less than economists usually 
assume, The first point does not invalidate the conventional marginal type of wage theory 
any more than the second. Professor Lester expresses “grave doubts as to the validity of con. 
ventional marginal theory and the assumptions on which it rests.” (Lec. cit.) Conventional 
theory is valid, granted the assumptions. My doubts concern the assumptions, 
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the inclusion of the added variable or two is usually handled as an 
addendum to the analysis, and the major part of price theory continues 
to regard cost and revenue as being functionally related only to output. 

Such restriction on the number of variables included is important. 
Marginal analysis can be used with any number of variables (if, as 
Hicks reminds us, we are willing to use algebra rather than geometry), 
but the assumption of marginal adjustment becomes more and more 
unrealistic as the number of variables is increased. Marginalism as- 
sumes consideration of a range of alternative values for all the variables 
included. When the number of variables is large, it is humanly impos- 
sible for the business man to consider all theoretically possible alterna- 
tives. He must rely on short-cuts. 

This is all the more true when we consider the fact that the business 
man must face the prospect of continuous change. Here we come to the 
third major assumption mentioned. Marginal theory uses the technique 
of one change at a time. The business man is assumed not to worry 
about still further changes which may occur, and it is assumed that he 
has all the time he needs to adjust to each change after he becomes 
aware of it. In practice, changes occur so frequently and in so many 
different directions that the business man cannot possibly adjust 
marginally among all the relevant variables as the functions shift over 
time. 

Now we come to the fourth major premise. Marginal price theory 
assumes either that expectations are held with certainty or that these 
expectations, no matter how uncertainly held, can be translated into 
“certainty equivalents” susceptible to marginal adjustment. The ex- 
pectations themselves are taken as given rather than as something to be 
explained.’ We shall elaborate upon these assumptions in a later section. 
The point to be made here is that marginal price theory, even that part 
of it which purports to be “dynamic,” assumes away the penumbra of 
indeterminateness which continuous change and its resulting un- 
certainty inevitably create. 

In this respect, I think Professor Machlup is misleading when he says that: “Economic 
theory, static as well as dynamic, is essentially a theory of adjustment to change.” (American 


Economic Review, Vol. XXXVI, p. 521.) Static marginal theory is a theory of adjustment 
to change under conditions which never exist in the real world. 


"Tt is worth noting Professor Hart’s comment that “the determination of estimates and 
plans from events” represents a problem in the solution of which “the traditional tool of 
marginal analysis is useless.” A. G. Hart, Anticipations, Uncertainty, and Dynamic Plan- 
ning (Chicago, 1940), p. 8; see also Chapter 5 of this monograph. Most price theory is 
avowedly static and thus avoids the problem of expectations. As an example of a “dynamic” 
theory which, though it deals with expectations, in effect removes the independent effect of 
uncertainty from the problem, cf. J. R. Hicks, Value and Capital (Oxford, 1939), pp. 124-26. 
Hart, on the other hand, does consider certain independent effects of the existence of 
uncertainty, although he apparently takes the degree and kind of uncertainty as given in this 
part of his analysis. (Cf. op. cit., Chap. 4.) 
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We now need to examine critically the profits-maximization assump- 
tion. Before doing so, however, we must see what conventional theory 
‘means by “maximum profits” and by the cost and revenue functions 
which determine profits. In short, should these functions be interpreted 
“subjectively” or “objectively”? There is a surprising lack of agreement 
on this point. 

At the one extreme is the view that the relevant cost and revenue 
functions are purely subjective and are to be interpreted as including 
all possible anticipated effects on profits over the indefinite future, 
whether these effects can be quantitatively determined or not. This is 
Professor Machlup’s view. Some economists take the opposite view and 
assume that the relevant cost and revenue functions have a determinate, 
objective basis. In this version, the theory of the firm posits that ob- 
jectively measurable marginal cost will tend to be equated to equally 
measurable marginal revenue. Taken literally, this view requires the 
assumption of perfect knowledge of the shape and position of the cost 
and revenue functions. Some economists hold to this position explicitly, 
and a larger number reason as if they did so implicitly.’ 

It must be confessed that some economists are careless in their han- 
dling of this important issue. They would admit immediately that 
economic behavior can be explained only in terms of the weighing of 
choices as the individual sees them, but they proceed to discuss the 
relevant functions as if they were objective realities.*° 

The assumption of perfect knowledge is obviously unrealistic, but 
Professor Machlup’s alternative is even less satisfactory. In his hands, 
the subjective interpretation of cost and revenue functions becomes no 
more than a means of rationalizing whatever it is that the entrepreneur 
does.** Any action by the entrepreneur must be the result of the fact 
that his “subjective estimates, guesses and hunches” make that action 

8 “Marginal analysis of the firm should not be understood to imply anything but sub- 
jective estimates, guesses and hunches.” American Economic Review, Vol. XXXVI, p. 521. 


Cf., for example, R. F. Harrod’s statement that this assumption is required by the 
theory of the firm. (Oxford Economic Papers, No. 2 [May, 1939], p. 1.) Similar statements 
that price theory requires this assumption are to be found in Conference on Price Research, 
Cost Behavior and Price Policy (New York, 1943), p. 17, and in C. C. Saxton, Economics of 
Price Determination (Oxford, 1942), p. 4. Cf. also Triffin, op. cit., pp. 21, 62-67, 69. 


2 Hall and Hitch are not unfair when they say that “The precise content of the terms 
‘marginal and average revenue’ and ‘marginal and average cost’ is usually left in obscurity.” 
R. L. Hall and C. J. Hitch, “Price Theory and Business Behavior,” Oxford Economic 
Papers, No. 2 (1939), p. 14. Cf. also Triffin’s statement that: “The whole analysis of 
monopolistic competition . . . is conducted as if this subjective sales [demand] curve were 
merely the exact reflection of an objective sales curve, embodying the actual reactions of 
the market.” Op. cit., p. 63. 

“Cf. a similar criticism of “Robinsonian” price theory voiced by J. S. Bain in “Market 
Classifications in Modern Price Theory,” Quart. Jour. Econ. Vol. LVI (Aug., 1942), pp. 
562-65. 


GORDON: SHORT-PERIOD PRICE DETERMINATION 269 


preferable to any other—i.e., it maximizes profits and therefore equates 
marginal cost and marginal revenue. The fact that the business man 
does anything (or the fact that he doesn’t do it) is proof that marginal 
cost and marginal revenue have been equated.” 

An intermediate position between the extremes cited seems to be 
called for on pragmatic grounds. In the remainder of this paper, I shall, 
therefore, reason as if the modern theory of the firm sould and in fact 
does assume that (a) although business behavior results from subjective 
appraisals of the consequences of alternative lines of action, (b) these 
subjective appraisals are in fact informed approximations of objective, 
conceptually measurable magnitudes. Our problem then is to see 
. whether, given this content of the cost and revenue curves of theory, 

marginal analysis as usually applied provides a satisfactory explanation 
of price determination in practice. My conclusion is that it does not 
because it relies on an array of assumptions which in varying degrees 
do not hold in the real world. The remainder of this paper will be 
concerned with various of these assumptions, beginning with the sacred 
principle of profits-maximization. 


II. To What Extent Are Profits Maximized? 


It is increasingly being admitted that business men may be guided 
by non-pecuniary motives as well as by the criterion of maximum profits. 
Professor Machlup grants that: “It is not impossible that considera- 
tions of this sort substantially weaken the forces believed to be at work 
on the basis of a strictly pecuniary marginal calculus.”** We know 
relatively little about these personal non-pecuniary motives, huwever, 
and even less about how they interact with the profit criterion to affect 
price and other business behavior. 

Even more important, probably, are what may be called the semi- 
pecuniary considerations that guide business firms. These semi-pecuni- 
ary considerations stem partly from the pressures which a firm’s insti- 
tutional environment places on it. Thus, all business men who are 
aware of the identity of competitors, and who must deal directly with 
organized groups in the purchase of labor, in securing capital, and in 
other fields, are continually engaged in strategic maneuvers to safe- 
guard the existence of their firms or to strengthen their position in one 
respect or another.** These objectives have an indirect effect on profits, 

2 Cf. H. M. Oliver, Jr., Am. Econ. Rev., Vol. XXXVI, p. 376. 

8 American Economic Review, Vol. XXXVI, p. 527; see also pp. 525-28. Cf. T. de , 
Scitovsky “A Note on Profit Maximization and Its Implications,” Rev. Econ. Studies, 
Vol. XI (Winter, 1943), pp. 57-60, and the references to Hicks and Higgins mentioned 
there; also M. W. Reder, “A Reconsideration of the Marginal Productivity Theory,” Jour. 
Pol, Econ., Vol. LV (Oct., 1947), pp. 450-58. 


: Cf. R. A. Gordon, Business Leadership in the Large Corporation (Washington, 1945), 
Chaps. 7-11, 
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but it would be a rare executive who could evaluate the effect with any 
precision. As a result, short-cuts come to be used in determining various 
business policies—such as maintaining the firm’s traditional share of 
the market, preventing organization of the labor force, or selling 
through particular distributive channels—where the relation between 
the short-cut guides and profits-maximization is not at all clear. These 
short-cut criteria are certainly “pecuniary,” in the sense that they have 
some bearing on the profits earned over the long run. But I cannot see 
how they can be handled by the conventional apparatus of theory. If 
they are included in the concept of revenue or cost, theory explains 
nothing. Yet, they are too important to be ignored as exceptions. Em- 
pirical price analysis must take cognizance of this array of subordinate, 
“semi-pecuniary,” and partly political considerations, and it must do 
so without much help from conventional price theory. 

The relation between these semi-pecuniary considerations and 
profits-maximization may be expressed as follows. Granted the ultimate 
objective of maximum profits, the business man—for a variety of 
reasons—adopts an array of semi-pecuniary, subordinate objectives. 
Two difficulties then arise in relating pursuit of a subordinate objective 
to the usual concept of profits-maximization. It may be impossible, even 
conceptually, to express a functional relationship between profits and 
various degrees of fulfillment of the subordinate objective. (In some 
cases, because of ignorance or “irrationality,” the subordinate objective 
may become primary.) Secondly, marginal adjustment toward the 
secondary objectives may be impossible. The latter may not be subject 
to quantitative analysis, or adjustment may be possible only by very 
large steps. 

The existence of unccrtainty makes this range of considerations 
particularly important. The business man cannot evaluate precisely the 
future effects of present action, and the penalty for serious errors can 
be severe. Operating in such a degree of uncertainty, he may very well 
take the sort of action which yields a substantial margin of safety and 
particularly the sort of action which promises to stabilize one or more 
of the variables with which he has to deal.** We need to study these 


* Cf, Oliver, Am. Econ. Rev., Vol. XXXVII, p. 381; L. Hurwicz, “Theory of the Firm 
and of Investment,” Econometrica, Vol. 14 (Apr., 1946), p. 110; also Hart’s analysis of 
the effect of uncertainty on the desire for flexibility and liquidity (op. cit., Chap. 4). There 
is apparently a tendency among mathematical economists dealing with the dynamic theory 
of the firm to handle the problem of “aversion to risk” by substituting utility-maximization 
(by the entrepreneur) for profits-maximization, (Cf. Hurwicz, op. cit., pp. 110, 115.) This 
seems to me to be jumping from the frying pan into the fire, so far as the usefulness of 
the resulting theoretical model is concerned. It also misses the fact that uncertainty involves 
more than an indifference curve analysis relating pecuniary gain to subjective attitudes 
toward uncertainty-bearing. The existence of uncertainty may significantly alter the 
business man’s view as to how profits can be maximized by changing his conception of the 
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and the other subordinate objectives which help to determine business 
behavior. And we need to know much more than we do about the inter- 
action between these subordinate objectives and maximum-profits and 
possibly other “primary” objectives. In this connection I suspect that 
“satisfactory profits,” as vague as that criterion is, is frequently a more 
accurate description of the primary objective than “maximum profits.” 
This is particularly likely to be true of mature, successful firms. 

I should like also to suggest that economists tend to underrate the 
importance of what may be called the liquidity-solvency motive in 
business. The fear of bankruptcy and the even more widespread fear of 
temporary financial embarrassment are probably more powerful drives 
- than the desire for the absolute maximum in profits. In my own in- 
vestigations, which have dealt only with very large firms, I have been 
impressed by the extent to which the “banker mentality”—leading to 
the sacrifice of probable profits for the sake of an impregnable financial 
position—is found among top executives. My impression is that similar 
financial considerations also play an important role in smaller scale 
business.*” 

In an important sense, the primary aim of a business man is to stay 
in business. Given the fog of uncertainty within which he must operate, 
the limited number of variables his mind can juggle at one time, and 
his desire to play safe, it would not be at all surprising if he adopted 
a set of yardsticks that promised reasonably satisfactory profits in the 
long run and a miximum of stability in his relations with customers, 
suppliers and competitors.** These conditions suggest that many busi- 
ness men are likely, as we have already noted, to substitute the principle 
of satisfactory profits for that of profits-maximization. These considera- 
tions also suggest, for reasons that we shall examine later,*® that busi- 
ness men may scek to use average total rather than marginal cost as a 
guide in pricing in order to achieve satisfactory profits. 


III. The Nature of the Cost Function 
As noted earlier, we are forced to conclude that economists do in fact 


relations between profits and what we have called the subordinate objectives. Cf. Hart, 
Op. cit., pp. 72-74. 


*° Cf. Hart’s interesting analysis of the effects of uncertainty, combined with imperfections 
in the capital market, on the firm’s desire for liquidity. Op. cit., pp. 67-72. 


“These considerations are likely to be particularly important in the making of invest- 
ment decisions and in the formulation of price decisions during depressions. 


* What was said earlier about subordinate and primary objectives is relevant here. The 
fact of uncertainty and a fear of unfavorable contingencies may lead the business man to 
promote the subordinate objectives of financial safety and competitive stability to the 
status of primary objectives. Forseeable profits are not maximized in order to “maximize” 
the conditions which are considered a sine qua non for any profits at all over the long run. 


* See, particularly, Section IV, below. 
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assume that cost and revenue functions have an objective basis: Econ- 
omists usually go further and reason as if there existed determinate, 
single-valued, continuous functions, both of cost and revenue, that are 
(at least approximately) known to the business man over the opera- 
tionally significant range of possible output. We shall postpone until 
the next section consideration of the validity of this assumption on the 
revenue side. Here I wish to consider some of the assumptions made 
with respect to costs. 

We need mention only briefly the generally recognized fact that the 
cost and revenue functions are not independent. The dependence of 
the demand curve on the level of selling costs was set forth explicitly by 
Chamberlin, but in the dozen odd years that have elapsed since the . 
first edition of The Theory of Monopolistic Competition, price theorists 
seem generally to have avoided the embarrassing complications which 
selling costs introduce into the conventional formulations. Even today 
we have little systematic treatment of the factors which determine how 
monopolistically competitive firms combine changes in selling cost and 
changes in price to achieve approximations to a maximum-profit posi- 
tion.” 

Selling expense represents only one of the ways in which the firm 
may deliberately shift its cost and revenue functions as a part of its 
adjustment to changed conditions. Changes in product specifications, 
also mentioned by Chamberlin, represent another way. The point has 
been made, for example, by Saxton, that, since firms do not know how 
much they can sell at various prices, they are likely to take the price as 
given and then vary selling expense and nature of the product.” Total 

2'The more sophisticated texts, however, do now deal briefly with selling costs, but in 
a highly formal way that does not throw much light on the subject. In The Theory of Price, 
Stigler devotes a section of four pages (pp. 260-63) to the formal solution (through the 
use of indifference curves) of monopoly pricing where both selling cost and output are 
varied, Elsewhere he briefly discusses the distinction between selling and production costs 
(pp. 251-52); and, in connection with demand under oligopoly and price determination 
under monopolistic competition, he offers some general remarks on non-price competition 
(pp. 232-33, 283-85). Boulding, in his Economic Analysis, deals with selling costs twice, 
at some length and at a very formal level in Chapter 26 and very briefly in an appendix 
to Chapter 27. It cannot be said that either Stigler’s or Boulding’s treatment, or the limited 
literature on which they are based, carry us much beyond Chamberlin’s original analysis. 
Both authors have relatively little to say about what is perhaps the most important aspect 
of the relation between selling cost and price, namely, how competitive relations and 
dynamic uncertainty affect the way the business man combines price, selling cost, and 
change in quality of product to achieve his short-cut approximations to a maximum-profits 


position. The theory of selling cost, as refined by these writers through the use of indif- 
ference curve analysis, is not much more than an interesting exercise in geometry, 

ac. C. Saxton, op. cit., p. 13. Saxton confines this case to organized markets in which 
no firm has any control over the price but in which some degree of product differentiation 
and customer attachmerit is possible. Sales are assumed to require selling effort. It seems to 
me that similar adjustments might well be made by firms who have more control over 
price than he assumes, although we must not exaggerate the flexibility of selling expense 
in short periods. It is interesting to note that Chamberlin said some fitteen years ago:, 
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cost is here a function of three variables. Of these, two are not usually 
considered by the economist.” The one that is—output—becomes the 
passive result of the other two rather than the variable which the 
business man chooses to manipulate. 

It is probably also time to do something about the assumption, which 
is still too often made, that each firm produces only one product. The 
truth of the matter is, of course, that virtually no firm produces only 
one product; the multi-product case is the usual one in manufacturing 
and trade.” There is an interesting parallel between the competitive 
assumptions price theory adhered to for more than a century and the 
assumptions it still makes regarding cost allocation among products. 
Today, by far the greater part of price theory deals only with the two 
extreme cases, the single-product firm and the pure case of joint costs, 
just as, for so many years, it ignored the real world existing between the 
extremes of perfect competition and pure monopoly.” 





“Where both prices and ‘products’ may be varied, complete equilibrium must involve 
stability with respect to both. The notion of a ‘product equilibrium’ needs explanation, 
and its importance may not at once be apparent. The theory of value, concerning itself with 
the price adjustment for a given product, has passed it by completely, and it seems to have 
occurred to no one that the inverse problem might be put of the product adjustment for 
a given price.” (The Theory of Monopolistic Competition, 2nd ed. [Cambridge, Mass., 
1936], p. 73.) In a footnote, Hotelling is mentioned as an exception. 


For one interesting attempt to include changes in product specifications and selling 
cost, see Stephen Enke, “Profit Maximization under Monopolistic Competition,” Am. Econ. 
Rev., Vol. XXXI (June, 1941), pp. 317-26. M. W. Reder has suggested a technique which 
can be applied in the analysis of selling costs, and also of interrelated demands for one 
product over time and for several products produced at the same time. (M. W. Reder, 
“Inter-Temporal Relations of Demand and Supply within the Firm,” Canadian Jour. 
Econ, and Pol. Science, Vol. VII [Feb., 1941], pp. 25-38.) Both of these articles are subject 
to the general limitations of marginal analysis discussed in the present paper. Among the 
articles dealing with the formal theory of selling costs, see the excellent but relatively 
neglected article by N. S. Buchanan, “Advertising Expenditures: A Suggested Treatment,” 
Jour. Pol. Econ., Vol. L (Aug., 1942), pp. 537-57. 


* Cf. Conference on Price Research, Cost Behavior and Price Policy, p. 170. 


* Referring again to our textbook examples, we find that Stigler and Boulding both 
briefly consider the multiple-products case, but only as a formal exercise and then only as 
an addendum to the main part of their treatment of price determination, which assumes 
a single product. (See The Theory of Price, Chap. 16, and Economic Analysis, pp. 523-25, 
592-93.) Stigler states in passing that: “Although the existence of new multiple products 
does not change radically the formal theory of the firm, it is probable that important 
substantive changes are effected” (op. cit, p. 313). His elaboration of this comment is 
limited to a few paragraphs. For other recent attempts to deal with the formal theory 
of multiple-product pricing, see, for example, M. W. Reder, Canadian Jour. Econ. and 
Pol, Sci., Vol. VII, pp. 37-38; M. R. Colberg, “Monopoly Prices under Joint Costs: Fixed 
Proportions,” Jour. Pol. Econ., Vol. XLIX. (Feb. 1941), pp. 103-10; and R. H. Coase,. 
“Monopoly Pricing with Interrelated Costs and Demands,” Economica, Vol. XIII (N.S.) 
(November, 1946), pp. 278-94. It may be recalled that Hicks generalized his analysis to 
include multiple products, but his analysis is too formal to be of much help. He assumed 
perfect competition, variable proportions, and (implicitly) perfect knowledge concerning 
all possible marginal relationships between products and factors. (Cf. Value and Capital, 
pp. 85 ff., 194, and 319-20.) 
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The characteristic of common, as distinct from joint, cost is that 
increasing the output of one product does not necessarily entail an 
increased output of other products in fixed proportions. Yet there are 
costs which are common to the several products and must be allocated 
on some arbitrary basis among them. To the extent that it is only fixed 
costs which have to be allocated, no modification should be required 
with respect to the theory of short-period price determination. Variable, 
and therefore marginal costs, are not made indeterminate by virtue of 
the firm’s producing more than one product. For the longer period, 
where total unit costs must be considered, complications do arise which, 
so far as I know, have never been adequately solved. For both the long 
and short period, the existence of common costs—particularly if nu- 
merous products are involved—-creates an almost irresistible tendency 
to price on an average cost basis. The existence of numerous products 
with common costs makes imperative the use of short-cut approxima- 
tions and makes impossible the continuous reckoning of changes in cost 
resulting from changes in the output of one or more products.” The 
result is more or less arbitrary systems of cost allocation, “standard 
costing,” and the use of average allocated cost as a guide in the pricing 
of each product. 

It may be worth noting that in many cases, technically variable pro- 
portions become in effect economically fixed proportions.” If the pro- 
portions between several products can be altered only by incurring 
large fixed costs, or if the proportions can be altered only in large steps, 
we approach the true joint-cost case—at least for substantial ranges 
of output. In these cases, there is no ascertainable marginal cost. 

For these and similar reasons, we must agree with the Conference 
on Price Research when they conclude, regarding the multi-product 
case, that, whatever the basis of estimating cost actually used, “it is 
not ordinarily the ascertainable incremental cost of a separate product 
which sets the limit below which a firm will not sell, but rather this plus 
some share of the common cost.””? 

Similar difficulties arise in the case of multi-process operations.” 

* Cf. Cost Behavior and Price Policy, p. 181. The existence of many variables subject 
to manipulation by the business man has an effect upon the latter’s decision-making 
similar to that created by uncertainty as to future events. Both destroy the possibility of 


knowing what the effects of marginal adjustments would be and force upon him adherence 
to “short-cut” objectives. 

“Cf, ibid., p. 178. 

"Cf. ibid., p. 268. l 

* Cf. W. J. Eiteman, “The Equilibrium of the Firm in Multi-Process Industries,” Quart. 
Jour. Econ., Vol. LIX (1945), pp. 280-86. Multi-process operations should be distinguished 
from multi-plant production of a single product. The latter case also has had less attention 
than it deserves. See, however, the interesting article by Don Patinkin, “Multi-Plant 
Firms, Cartels, and Imperfect Competition,” Quart. Jour. Econ., Vol. LXI (1947), pp. 
173-205. 
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Typically, in manufacturing, labor is applied in a sequence of steps, 
each of which we may call a process. The various processes need to be 
synchronized, and the process of synchronization may yield some opera- 
tions in which output can be expanded easily and others in which out- 
put can be expanded only at heavy expense or only in very large 
increments. “Bottleneck” departments side by side with departments 
having some “excess capacity” are not uncommon in industry. 

This type of situation leads to two major difficulties. The total cost 
function, covering all departments, can become markedly discontinuous, 
and “attempts to apply the marginal type of analysis . . . leads to hope- 
less complexity.””? Again, there is an irresistible tendency to price on 
the basis of average total cost for some “normal” level of output. This 
is the yardstick, the short-cut, that business men and accountants use, 
and their aim is more to earn satisfactory profits and play safe than 
to maximize profits.*° 

As a matter of observed fact, also, we may note that modern ac- 
counting practice and internal management policies frequently lead to 
the treatment of total cost in one process as variable cost in the next. 
This is particularly likely to occur where the departments are in 
separate plants under different managers. The part or material pro- 
duced in one part of the firm is treated as if it were purchased from 
another company. 

We remarked a moment ago that multiple-process conditions tend to 
create discontinuities in total cost functions. Other conditions, centering 
around the imperfect divisibility of factors, will tend to make total costs 
rise in large steps, instead of continuously, as theory usually assumes.™ 
Partially variable (or partially fixed) costs are common in industry. 
As a result, price determination is affected in a number of ways. The 

. distinction between long and short periods is blurred; the frequent need 
for large “chunks of expenditure” as output increases leads to emphasis 
on the long-run maintenance of demand and to some unwillingness to 

Rs second point is made by Ejteman, op. cit., p. 284, from which the quotation is 
taken. 


Tester mentions the complexity in cost calculations created by multi-process opera- 
tions, and Machlup has replied that it is easier to measure the increment in total cost than 
to compute averages before and after the change in output. (American Economic Review, 
Vol. XXXVII, p. 151.) This is true, of course. The point is, however, that business men 
do not try to recompute aggregate or average cost for every contemplated change in output 
and particularly not for small variations. 


"Tt is interesting to note Stigler’s comment that: “Since the triumph of geometry and 
calculus over arithmetic in the exposition of economic theory, very little attention has been 
_ devoted to the question of discontinuous cost curves.” (G. J. Stigler, “A Note on Discon- 
tinuous Cost Curves,” Am. Econ. Rev., Vol. XXX [Dec., 1940], p. 832.) The only excep- 
tions that Stigler notes are the two books on the theory of production by Carlson and 
Schneider and an article in the Economic Journal (1933) by M. F. W. Joseph. However, 
see also B. Higgins, “Elements of Indeterminacy in the Theory of Non-Perfect Competi- 
tion,” Am. Econ. Rev., Vol. XXIX (Sept., 1939), esp. pp. 472-73. 


* 
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expand output beyond certain limits even if it is probable that profits 
would be increased;** and again there is a tendency to price on an 
average-cost basis in which semi-fixed costs are included. 

This list of criticisms of the conventional treatment of costs could 
be substantially expanded. It is not unfair to say that, as a rule, 
theorists have been too much concerned with drawing simple, smooth 
curves without paying adequate attention to what the complications of 
reality may do to their conclusions when based on such artificial as- 
sumptions. 

The economist continues to ignore the influence of the cost account- 
ant. The business man, if not the economist, has accepted the ac- 
countant’s miracle of converting fixed cost into variable cost.** A related 
problem has to do with the relation between short- and long-period cost 
functions, the meaning of short and long periods in this connection, and 
the nature of the complicated relations between cost and scale of plant 
in the long run. 

Most of the dispute between empiricists and orthodox theorists arises 
with respect to short-period pricing, and it is only with short-period 
pricing that we are concerned in this paper. In a sense, there is no long- 
period pricing in the real world,” but particular prices will, of course, 
reflect underlying tendencies over whatever period the theorist calls 
long. In the long period, the theorist and the empiricist have relatively 
little quarrel so far as the average cost vs. marginal cost controversy 
is concerned. The theorist admits the importance of average costs and 
the empiricist grants that, for many types of problems in the long run, 
incremental costs play an important role.** We need to know much 
more than we do about the considerations business men take into 
account in making long-period plans, and how these long-period calcu- 
lations are related to price and output decisions during shorter periods.. 

* Stigler, in the reference just cited, also notes that where cost discontinuities exist the 
business man “may not attempt to verify that his present profits are at a maximum 
maxima” (op. cit, p. 835). Stigler uses conventional marginal tools, ‘including continuous 


curves, by adopting the device of shifting cost curves for each different amount of the 
imperfectly divisible factor. 


“For some interesting comments on the problem of allocating fixed costs to specific 
units of product, see C. Reinold Noyes’s memorandum on “Costs in Relation to Output,” 
published as an Appendix to Joel Dean, The Relation of Cost to Output for a Leather 
Belt Shop (National Bureau of Economic Research, Technical Paper No. 2). This paper 
was also published under the title “Certain Problems in the Empirical Study of Costs” in 
the American Economic Review, Vol. XXXI (Sept., 1941), pp. 473-92. 

“ Cost Behavior and Price Policy still represents the most useful and realistic treatment 
of this range of problems, but it is no reflection on the authors to say that more questions ` 
arc raiscd than answered. , 

But long-period decisions are made—as to scale of plant, choice of products, etd — 
which affect prices. 

% Tn combining the factors, choosing products, deciding on scale of plant, etc. 
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The business man’s horizon is different for different types of decisions. 
In deciding upon new products, new production techniques, or upon 
a particular scale of plant, he will take into account a much longer 
period than that for which he sets prices and determines his rate of out- 
put. Incremental calculations may well be involved in his long-period 
decisions. But the long-period decisions may determine norms—re- 
garding price differentials for his array of products, the notion of a 
“fair” or “safe” price which (with his long-run anticipations as to cost 
and demand) will return a satisfactory profit, the share of the market 
that he should maintain to stabilize (and minimize) oligopolistic compe- 
tition, and so on—which will vitally affect short-period price decisions. 
The relation between long-run objectives, uncertainty, and short-period 
planning is discussed further in the next section. 


IV. The Revenue Function and the Element of Time 


The most critical weakness of conventional price theory probably 
lies in the assumptions it makes concerning the business man’s knowl- 
edge of his demand situation.*” The theoretical treatment of the revenue 
function and its relation to price determination yields analytical tools 
which are only of the most limited application in the real world. 

First of all, virtually all students of the available factual evidence 
agree that business men know very little about the nature of the demand 
curve for their various products." The pictures of continuous, nega- 
tively inclined demand curves that the theorist draws are figments of 
the theorist’s (not the business man’s) imagination—at least so far 
as imperfectly competitive, industrial markets are concerned. Perhaps 
the outstanding fact about the business man’s assumptions regarding 
the elasticity of demand for his product is his ignorance of the relation- 
ships involved. The business man does not ordinarily know how, in the 
short period, sales would vary at different selling prices. Hurther, he 
ordinarily assumes that there is not much point to trying to find out— 
in the short period, His great concern, on the demand side, is with the 
probability of a constantly changing volume of sales at a given price. 
In making his price decision, the business man is more concerned with 
the fact of uncertainty regarding future shifts in demand than with the 
shape of the demand curve at any particular moment.*® 


«The inadequacies of our analytical tools for empirical price research are, perhaps, 
most conspicuous on the demand side.” Conference on Price Research, Cost Behavior and 
Price Policy, p. 276. 

S The findings of Hall and Hitch (op. cit., p. 18) are perhaps the best known but by 
no means the only evidence on this point. 

Cf. Cost Behavior and Price Policy, p. 269. In imperfectly competitive markets, the 
sellers uncertainty regarding his demand situation is of two sorts, which we may call 
oligopolistic uncertainty and general dynamic uncertainty. The former exists in all cases 
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If this is correct, the business man may not, in the short period, 
always consider price as one of the variables he is free to manipulate, 
along with output, in his search for satisfactory or maximum profits. 
It is natural for all business men to seek to reduce the uncertainty that 
goes with constantly changing demand-and-supply conditions. In im- 
perfectly competitive markets, they may assume that they know more 
about and have greater control over the relation between the kind and 
amount of selling expense and sales and between product variation and 
sales than they do with respect to the price elasticity of demand. This 
will be particularly true if oligopolistic uncertainty exists also. As a 
result, there may be a tendency in many cases to minimize the effective- 
ness of price changes as a method of increasing profits or reducing ` 
losses. 

At this point we must raise the troublesome question of the time 
periods that are relevant for the study of price determination. Most 
economists base their distinction between short and long periods on 
cost-and-supply considerations—on the time necessary to permit 
changes in the scale of plant and in the number of competitors. Profes- 
sor Machlup is quite right in emphasizing that the more significant 
basis for the distinction between short and long periods is to be found 
on the demand side and has to do with the time that a given demand 
situation is expected to last.*° 

This, however, is only part of the story. Over what length of time 
are effects considered in making assumptions as to the nature of the 
revenue function? How is this related to the period for which a given 
demand situation is anticipated to prevail? Or to the period. for which 
the price is quoted? Or to the normal planning or adjustment period 
of the firm? These questions cannot all be answered here, and I am not 
competent to answer all of them. My main point is that conventional 
price (and wage) theory has not squarely met the complications which 
the element of time creates, and hence we have here another reason why 
the theorist’s tools are of such limited usefulness in empirical price 
research.** A few further comments on the time problem may be in 
order. 


where the action of at least some competitors must be taken into account. This is the 
typical case in industrial markets. In the text, however, we are more concerned with 
general dynamic uncertainty, which is the inevitable product of change, Ordinarily, a firm 
is better able to reduce oligopolistic uncertainty than it is the uncertainty that comes 
from constant change. 


©The duration for which demand conditions are expected to prevail will determine 
the relevant ‘period’ of cost anticipations.” American Economic Review, Vol. XXXVI, 
p. 524. 

“ Most writers in the field of price theory ignore the complications created by the 
passage of time or dispose of them in cavalier fashion. Among the textbook writers, Stigler, 
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Some economists apparently assume that the revenue function should 
be defined in such a way as to include the effects on future profits of 
action taken in the present. This seems particularly to be the case when 
the cost and revenue functions are interpreted exclusively in subjective 
terms.” Presumably, also, the revenue and cost functions of the current 
period could be made to include anticipations as to future changes in 
demand, etc., which are not the direct effects of present price and out- 
put decisions, although this problem is ordinarily ignored in the as- 
sumptions underlying a stationary model. 

I do not know how many economists would share Professor Mach- 
lup’s view that all relevant anticipations should be translated into 
effects on the cost and revenue functions of the present period. Since 
the literature is by no means clear on this point, it may be worth em- 
phasizing the obvious difficulties that arise when we try to handle the 
problem of anticipations with the conventional tools of marginal analy- 
sis. Where the business man’s horizon extends beyond the short period 
of price theory, marginal theory can apply the principal of profits- 
maximization in either of two ways. It can compress the indefinite 
future into the present, include all relevant anticipations in the cost 
and revenue functions of the present period, and say that price and 
output are determined by the equality of marginal revenue and margin- 
al cost. Here the static tools of a single period’s cost and revenue func- 
tions are used. Or the theory of the firm can attempt to be “dynamic” 
by introducing separate cost and revenue functions for each period 
within the business man’s horizon (#.e., multi-period analysis). In this 
case, the equilibrium condition of maximizing the present value of 
future earnings need not result in equating marginal cost and marginal 
revenue of the current period. Instead, cost-revenue relationships dated 
through time are explicitly introduced into the analysis. 

Of these two approaches, the latter is clearly the better, although, as 
it has thus far been used in the literature on the dynamic theory of the 


for example, specifically excludes uncertainty from his exposition (cf. The Theory of 
Price, p. 329), although he does have a brief treatment of the effect of price anticipations 
on market price (pp. 149 ff.) and of interperiod relationships as they affect inventories 
and scale of plant under conditions of perfect competition (pp. 166-71). Boulding, who 
has a chapter on “The Equilibrium of an Enterprise in Time,” makes this interesting 
admission: “It is clear that when we take time into our consideration in a specific fashion, 
much ‘of our previous analysis must be modified. The task of reformulating the theory 
of monopoly, of selling cost, of imperfect competition in terms of expectations, capital, 
and time is one which remains for the future.” (Economic Analysis, p. 739.) In the last 
few years, increasing attention has been given to the dynamic aspects of the theory of 
the firm. See, for example, the bibliography in L. Hurwicz, of. cit., pp. 135-36. Some = 
the limitations of this literature are discussed later in this section. 


“Cf. Machlup, Am. Econ. Rev., Vol. XXXVI, p. 524. 
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firm, it too suffers from serious limitations. Except for the convenience 
of geometric representation, there is no need to use the first approach 
and to expréss the maximization condition in terms of the equality of 
marginal cost and revenue of the current period. Single-period analysis 
has three alternatives: (a) it can ignore all anticipations relating to 
future periods; (b) it can include anticipations only in so far as they 
relate to future effects of present action; or (c) it can include all antici- 
pations, both those mentioned in (b) and also anticipations as to future 
change which are independent of present action. The first method 
cannot explain dynamic price behavior, and neither can the second. 
Both the second and third: methods involve the misleading and tauto- 
logical device of “adjusting” the functions of the present period for 
changes expected to occur in the future. This is particularly true of the 
third method. Constant shifting of static functions, when no attempt 
is made to explain the shifts, does not add to our knowledge of price 
behavior in a changing world. | 

Let us now refer briefly to recent attempts to make marginal analysis 
dynamic through the use of multi-period analysis.** Here the maximiza- 
tion condition is applied to the present value of the anticipated net 
revenue resulting from future cost-revenue relationships, for all periods 
within the business man’s horizon. These future functional relationships 
can be assumed to be known with certainty or can be taken as “con- 
tingency zones” from which mean or most probable values can be 
derived. Even in the latter case, current dynamic theories of the firm 
utilize marginal analysis by assuming that uncertainty does not prevent 
the business man’s setting up precise functional relationships between 
expected “adjusted” values of all the variables in all periods taken into 
account. This assumes that the business man has a definite production 
and marketing plan related to definite anticipations regarding the 
probability distributions of future prices, sales, and costs extending 
over a considerable number of future (planning or adjustment) periods. 
The present discounted value of all future net receipts can then be 
maximized by marginal adjustments of present output and input in 
relation to the planned outputs and inputs of all future periods, _ 

The assumption of detailed knowledge implied in this approach is 
indeed heroic. So also is the assumption that uncertain expectations 
can be transformed in single-valued equivalents after adjustment for 
a factor to express the business man’s attitude toward the uncertainty 
involved,** thus ignoring the possible independent effect of uncertainty 

ST suppose that Hicks’ Value and Capital still remains the best known of such attempts. 
Other examples are cited in the footnotes in tbis section and in Section I. 


* Cf. Hicks, op. cit., p. 126; O. Lange, “A Note on Innovations,” reprinted in Readings 
in the Theory of Income Distribution (Philadelphia, 1946), pp. 181-85; also the latter’s 
Price Flexibility and Employment (Bloomington, Ind., 1944), Chap. VI, esp. p. 31. 
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in modifying the profits-maximization criterion.“ Nor does this ap- 
proach have anything to say about how given expectations get into the 
business man’s mind—except through the positing of artificially simple 
relations between expectations and past and present experience.“ 

It cannot be said, therefore, that the recent dynamic versions of 
marginal theory have as yet carried us very far. Nor can it be said that 
there has yet been any general use of dynamic models on a scale that 
would warrant our concluding that “conventional” price theory has 
become dynamic in its approach. I am not hopeful that a realistic 
dynamic theory of the firm can be set up along the mathematical lines 
that have marked the recent work in this field. It is clear, however, that 
progress lies in the direction of further study of expectations*’ and the 
use of some form of period analysis. 

Even with its limitations, the “multi-period” approach, in which 
dating of the variables is explicitly introduced, is likely to be more 
fruitful than the classic statical approach. We are not likely to learn 
much about actual price behavior by “doctoring” the cost and revenue 
functions of a given short-period sufficiently so that profits-maximiza- 
tion over the indefinite future means the same thing as equating “short- 
run” marginal cost and revenue. In this connection, it may be worth 
mentioning an obvious point which some economists seem to forget. 
When the conditions of equilibrium are stated in terms of an equality 
of current marginal cost and revenue, total revenue is defined to include 
all effects of the given change over the indefinite future; and the marg- 
inal revenue curve includes these effects, too. But plans are made and 
prices quoted for some period shorter than the indefinite future—in 
the case of the “short period” for a period which is much shorter. 
Price, therefore, is not average revenue in the same inclusive sense used 
in the definition of marginal revenue; it is average revenue in the 
narrow sense of current sales receipts divided by the physical volume 
of sales. Marginal revenue defined broadly cannot be derived from the 
demand curve which defines average revenue as the actual price at 
which sales can be made.** Some writers eliminate this difficulty simply 

* As noted previously (footnote 16, above), Hart does recognize the effect of uncer- 
tainty in increasing the business man’s desire for flexibility and liquidity. These become 
Subordinate objectives within the framework of ultimate profits-maximization. Unfor- 
tunately, this fruitful approach has not been fully explored in the literature on the dynamics 
Of business behavior. As noted in footnote 15, some writers substitute utility-maximization 
Or profits-maximization to allow for personal attitudes toward uncertainty-bearing. This 
adds little but tautology to the explanation of business decisions and ignores the way un- 


Certainty affects the business man’s conception of the relation between long-run profits- 
Maximization and subordinate objectives. 


As in Hicks’ elasticity of price-expectations. 
* Cf. footnote 57, below. 


8 Professor Oliver makes what seems to be the same point. Cf. Americen Economic Re- 
vew, Vol. XX XVII, p. 377. 
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by forgetting their inclusive definition of marginal revenue when they 
come to juxtapose the conventional curves to find the profits-maximiz- 
ing price. 

We may now raise the question: what is the empirical counterpart 
of the “short-period” of modern price theory? So far as industrial 
markets are concerned, I think it is useful if we distinguish between the 
“job shop” type of business, which quotes on individual orders to 
particular specifications and produces only after the sale is made, and 
the type of business which is geared to continuous production of one or 
more products, for which production plans are made and prices quoted 
in advance of sales.*° , 

The second type of firm is the more important one in practice and is 
the one that raises the more serious problems for short-period price 
theory. It is here that we encounter the posted or list price, and this 
price is formulated for some period in advance, which may or may not 
be announced to prospective buyers. Let us call this the price-quoting 
period, which may be for a month, a season, a year, or longer.” 

At the beginning of any such period, the price is determined along 
with some estimate of sales. To this extent, the business man does make 
some assumption regarding demand elasticity for the price-quoting or 
planning period. But it is neither a profits-maximizing nor marginal 
calculation in the sense that the business man actually considers a range 
of possible combinations of prices and levels of sales and actually (or 
subconsciously?) compares the probable total revenue and total cost 


This distinction is not altogether clear cut, and the two types shade into each other. 
A steel mill is geared to continuous production, but it produces rolled steel products on 
order to customers’ specifications. Yet the steel mill sets its prices in advance of production 
in the same way as, say, a cigarette or soap company producing for stock in advance of 
sales. 


= In many cases, the price may be intended to apply “until further notice.” It is probably 
not stretching the facts to say that even in these cases the sellers will have a planning 
period at the end of which the price will be reviewed. It may be recalled that Professor 
Clark distinguishes between the case of “supply-governed” prices, in which the producer 
will sell at whatever the market will bring, and that of “quoted prices,’ where sales are 
made at a price determined in advance. (“Toward a Concept of Workable Competition,” 
Am. Econ, Rev., Vol. XXX [June, 1940], p. 244.) If I understand this distinction, “supply- 
governed prices” are rare outside the organized commodity exchanges. Even where the 
price changes frequently in an approximately perfect market (e.g., cotton textiles), sales 
contracts are made on the basis of a “posted price” for some short period of time, and 
production plans are made in the light of the volume of sales thus made. Sales contracts 
usually call for future delivery at a definite price; and I should imagine that, outside of 
agriculture and perhaps a few basic raw materials, there is little advance production with 
the intention of selling “at whatever the market will bring.” However, where the firm 
has little control over its price and the market price changes frequently (which seems to 
be primarily what Professor Clark means by “supply-governed” prices), the business man 
may have a very short price-planning period for determining what sales to accept (or 
strive for) at the given price, and a longer “budget-planning” period in which a variety 
of plans (procurement, investment, inventories, etc.) will be made on the assumption of 
some average price. 
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resulting from the various possible combinations. As a matter of fact, 
the business man will assume that his sales estimates will be wrong to 
some extent, but he is almost certain to be prepared, within a consider- 
able margin of error on both sides of his sales estimate, to maintain his 
price during the period for which plans are being made.** He may, 
however, very well be prepared to change his product specifications, 
production techniques, or the nature and amount of selling effort. He 
will certainly be prepared to vary his output within a considerable range 
at the given price. 

As time now elapses within the planning or price-quoting period, the 
unknown demand curve (defined for each of a succession of brief 
periods shorter than the price-quoting period) may shift frequently or 
may remain below or above the level implied in the estimates made at 
the beginning of the period. Under what conditions will changes, on the 
demand or cost side, lead to a change in price? 

The change will have to be substantial—greater than that envisaged 
as probable at the time the estimates were made. Since most markets 
are to some degree oligopolistic, the anticipated or observed behavior 
of competitors will be the most important factor influencing the firm’s 
willingness to change the price. Before the price is changed, strong 
efforts will be made to adjust to the new situation in the other ways 
that are available—through varying output, selling expense, product 
specifications, production techniques, and the like. In any event, no 
change in price is likely to be made unless the business man is confident 
that the new situation will prevail for some considerable period—prob- 
ably at least one normal planning period. If he assumes that it will last 
long enough, he may make various types of “long-period” adjustments, 
of which the one the economist ordinarily emphasizes is a change of 
scale. 

These considerations suggest that business practice and organization 
in most industrial markets are likely to create some minimum period 
during which “short-period” cost and revenue functions may shift but 
during which price is not likely to change unless the shifts exceed some 
rather substantial “limit of tolerance” and the new situation is antici- 
pated to continue for some time. At best, therefore, price adjustment 
in response to marginal calculations is not likely to occur continuously.” 


See the modification for “open-market” prices suggested in the preceding footnote. 


5 Professor Machlup would meet this problem—partly and perhaps entirely—by ignoring 
the short-period shifts and taking an average of anticipated costs and revenue over some 
unspecified future time. (American Economic Review, Vol. XXXVI [Sept., 1946], p. 539). 
He mentions the possibility of averaging not merely seasonal changes but also cyclical 
fluctuations. This assumes that the business man anticipates these changes (which, of 
course, he can for seasonal variations). But does Professor Machlup really mean what he 
implies regarding cyclical changes, and that there is a considerable range of industry in 
which the cycle or some longer period is the planning unit? Is he also content to define 
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Even when prices are reconsidered, at the beginning of planning or 
price-quoting periods or when a large change in demand or costs occurs, 
the planning period for which a new price is being considered will be 
treated not as an independent unit but as a part of the indefinite 
future. Particularly in view of the business man’s ignorance as to all 
Possible cost and revenue alternatives created by numerous products 
and processes and by uncertainty as to the shape and possible shifting 
of the short-period price-quantity function, the short-period price is 
planned in light of some feasible long-run objective—which is likely 
to be satisfactory profits and a safe financial position. These criteria 
suggest, but do not require, “full cost” pricing. Full cost and satis- 
factory profits may continue to be the objectives even when total costs 
are shaded to meet competition or exceeded to take advantage of a 
sellers’ market. The existence of varying margins between price and 
some version of average cost certainly indicates that business men do 
not always and blindly set price at some magic figure supplied to them 
by their accountants, but I cannot see how Professor Machlup reaches 
his conclusion that, because the business man obviously must pay 
attention to the state of the market, he therefore must set his price 
exclusively on the basis of marginal calculations.” 

Since this argument attaches importance to some version of average 
cost as an empirical guide to price determination, we must note the 
ambiguities from which the concept of average cost suffers. They are 
primarily two. “Average-cost pricing” may mean setting the price at 
average variable cost plus a conventional percentage mark-up, or it 
may mean total unit cost. Both versions seem to be used in practice, 
and the use of either is consistent with the reasons adduced here for 


the minimum duration of the “short period” as the planning period over which such antici- 
pations are averaged? 


= Professor Machlup has made the obvious answer that paying “attention to the state 
of the market” is nothing more than paying attention to demand elasticities—“which to 
the economist is equivalent to marginal revenue calculations.” (American Economic Re- 
view, Vol. XXXVI, p. 546. See also pp. 543-45.) To this reply I can make only two 
answers. His statement is based on the sort of subjective interpretation of the revenue 
function which explains nothing. Secondly, it ignores the facts of business practice and 
thinking which center around long-period considerations and the business man’s assump- 
tion that ke should pay attention to average total cost in short-period pricing. Professor 
Machlup states that “the theory advanced by the critics of marginal analysis asserts that 
firms set their prices according to average cost regardless of the state of competition and 
regardless of the market situation.” (Ibid., p. 538, note 24. Italics supplied.) This seems to 
me an extreme statement. Why cannot business men pay attention to the state of the 
market and also emphasize average cost in their pricing decisions because they think 
average cost is a good guide, not to demand elasticity, but to long-run solvency? Reality 
usually has a vague grey hue and is not ordinarily all black or all white. Professor Machlup 
proceeds inexorably from profits-maximization to equality of (subjective) marginal cost 
and revenue to the conclusion, ergo, that no business criterion has any validity except as 
it provides a clue to the anticipated behavior of marginal cost or marginal revenue, 


GORDON: SHORT-PERIOD PRICE DETERMINATION 285 


the use of average costs in setting prices. Both versions suffer from the 
second ambiguity—that average total costs and, to a less extent, 
average variable costs vary with output. The use of some cost figure 
assumes a particular level of output, which, in turn, unless demand is 
infinitely elastic, requires the assumption of some price figure.** What, 
then, does average-cost pricing mean? The answer seems to rest in the 
treatment of the element of time. The average level of output assumed 
for cost calculations is likely to be for a period considerably longer than 
the “short-period” with which the economist deals. It may be longer even 
than the firm’s planning or price-quoting period. The firm may take as 
its guide the average cost of an output different from that which it 
expects to sell in the period in question; witness the literature on the 
subject of “normal” and “standard” costs.” In brief, the average cost 
that is used need not be for that particular (and unknown) level of out- 
put which is consistent with the price that is set. In all probability, 
demand must turn out to be substantially different from that expected 
or previously prevailing, and the new situation must be assumed to 
continue for some considerable time, before a new “norm” for determin- 
ing average cost will be taken. 

In the case of the job shop quoting on individual orders, marginal 
calculations are likely to be more important than in the case just dis- 
cussed. On the demand side, attention must be paid to the possibility 
that the individual order may be lost if the price is set too high. On 
the cost side, the business man can evaluate with some precision the 
difference in cost resulting from taking the order. Even here, emphasis 
on long-run objectives may lead to what seems like an “irrational” 
tendency to give attention to fixed costs in short-period pricing. The 
considerations involved in “job-pricing” more closely approach those 
entailed in advance pricing of continuously produced output the more 
the final product results from the assembly of standardized parts pro- 
duced for stock. 

We have not the space here to consider at length all of the weaknesses 
of conventional price theory from the point of view of dynamic analysis. 
As noted earlier, Professor Machlup maintains that marginal analysis 
is concerned with ‘‘the effects which certain changes in conditions may 
have upon the actions of the firm.” In a very important sense this is 


“Cf. H. M. Oliver, Jr, “Average Cost and Long-Run Elasticity of Demand,” Jour. 
Pol. Econ., Vol. LV (June, 1947), p. 213. 

5 Tt is worth noting that the tendency to allocate fixed costs to particular units of output 
leads to the treatment of average fixed costs as a constant rather than as a decreasing 
function of output. The amount of fixed cost to charge per unit of product again involves 
the assumption of a “normal” output, over which the fixed cost is to be spread. Common 
costs in the case of multiple products may be similarly treated. 


= Cf. Cost Behavior and Price Policy, p. 284. 
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just what conventional (static) theory has not done. Static price theory 
concerns itself with adjustment to change only in a highly restricted 
sense. It considers how, in an otherwise stationary world, the business 
man would adjust to a single, isolated change of a particular sort on the 
assumption that no further independent changes would occur. 

The much more important problem is: What effect does continuous 
change have on the firm’s behavior? It is doubtful whether recent 
contributions to the dynamic theory of the firm have yet carried us 
very far in an understanding of the forces operating upon prices under 
dynamic conditions. Some of the more important limitations of this 
literature have already been noted: the assumption of the detailed 
knowledge necessary to derive (in effect) single-valued functions on the 
basis of which marginal adjustments are made; the failure fully to take 
account of the effect of uncertainty on at least the “subordinate” ob- 
jectives of the business man and perhaps on the primary objectives of 
maximum profits; and the fact that expectations are generally taken 
as given data rather than as something to be explained. 

There is perhaps a growing recognition of the last weakness men- 
tioned, but thus far dynamic theory has not progressed much beyond 
the point of setting up a highly mechanical type of relationship between 
past experience and present expectations as to the future. How various 
types of experience—.e., various types of change—react upon expec- 
tations (and upon what types of expectations) has been given little 
consideration.” Further, not enough attention has been paid to the 
fact that the business man’s certainty that change will occur and his 
uncertainty as to the nature of future changes strongly influence his 
appraisal of the information that is available to him and the way in 
which he reacts to it. 

There are a few other minor points in which I think the theoretical 
treatment of demand, as seen by the seller, could well be made more 
realistic. For one, theory could take greater cognizance of the various 
types of marketing channels that exist. To whom does the theorist 
assume the producer sells—the ultimate consumer (which may be a 
household or industrial user) or to middlemen (not only wholesalers 
and retailers but other producers for further fabrication) ? Presumably 

5‘ Cf. Hart, op. cit., Chap. 5; Hurwicz, op. cit., pp. 121-22. There are suggestive comments 
in Moses Abramovitz, “Monopolistic Selling in a Changing Economy,” Quart. Jour. Econ., 
Vol. LII (Feb., 1938), pp. 191-214, Ahramovitz also points out, what most economists 
ignore, that the nature of the change and the nature of the expectations as to further change 
may affect the criteria which business men use in determining prices and output. For 
example, “the upswing of a cycle is a period in which the volume of profits is chiefly 
regarded; in the downswing, it is security which business men chiefly seek.” (Ibid., p. 
201.) For a recent interesting contribution to the study of expectations, see George Katona, 


“Psychological Analysis of Business Decisions and Expectations,” Am. Econ. Rev., Vol. 
XXXVI (March, 1946), pp. 44-62. 
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price theory deals with wholesale prices, since the seller apparently 
engages in fabricatidn; and, therefore, presumably the demand faced 
by the seller comes primarily from middlemen. What effect does this 
have upon the shape and shifting of the demand curve? For short- 
period price determination I should think this consideration might be 
of some importance. 


V. The Need for Greater Realism 


We have made no attempt to present an exhaustive list of the un- 
realistic assumptions on which conventional price theory rests. Others 
can easily be added by the reader. These final paragraphs will be used 
to point up the main theme that runs through the preceding pages. 

Most of my criticisms center around the fact that the tool box of 
formal marginalism is not very useful in a business world characterized 
by as much ignorance and uncertainty as do in fact prevail. These 
characteristics in turn stem primarily from two conditions: unending 
and unpredictable change and the existence of more “directions of 
adjustment” (variables to be manipulated) than the business man 
can possibly handle in the manner assumed by formal theory. If 
adjustments could be made once for all, or if conditions would 
change only at long intervals, the business man might be able to adjust 
marginally among the alternatives theoretically available. But un- 
interrupted change makes physically impossible the continuous 
manipulation of all the relevant variables, even if the results of all 
alternative lines of action could be known with certainty. Uncertainty 
compounds this ignorance and adds the complication of future con- 
tingencies, independent of present action, that must be prepared for.*® 
Marginal theory can carry us only a limited distance in explaining the 
business decisions that are made under these conditions. Refuge in 
subjective interpretations of the cost and revenue functions is cer- 
tainly no answer. It leaves theory saying that business men do what 
they do because they do it. 

While this paper is, in a limited sense, “antimarginalist,” it is not in- 
tended to be antitheoretical. It is a plea for new and more useful 
analytical tools than those which empirical workers now have at their 
disposal. Substantial advance in the study of industrial prices has been 
made in the last fifteen years, and the beginnings of this advance 
owed much to the theoretical tool box and the analytical insights 
provided by the Chamberlin-Robinson reformulation of neo-classical 
price theory. But for some years now, empirical research has had little 
help and perhaps some hindrance from theory. As Professor Machlup 


* Cf. Hart, op. cit., pp. 80-82. 
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has shaped the tools, the empirical worker will continue to get little 
help, although he will have the satisfaction of gazing at a tool box 
fashioned with impeccable logic. While some of Professor Lester’s 
criticisms have not been well taken—-in the sense that conventional 
theory is or can be made consistent with many of his empirical findings 
—his complaints have served the useful purpose of pointing up the 
fact that the theory of the firm needs to reshape its tools to fit more 
closely than heretofore the facts of commodity and labor markets. 


TOWARD A SHORT-RUN THEORY OF WAGES 


By Lioyvp G. Reynoips* 


Anyone who tries to understand the wage movements of recent years 
and to analyze their consequences runs immediately into the lack of an 
adequate theory of wages. By “theory” I mean a generalized statement, 
bearing some resemblance to reality, of how money wage rates are de- 
termined and of how changes in these rates are related to changes in 
prices, output and employment. Let anyone who doubts the lack of 
such a theory try to explain these matters to himself and see, first, 
whether he can do so to his own satisfaction, and second, whether his 
explanation would be generally accepted by his fellow economists. 

Most discussions of wages during the past ten or fifteen years has 
been concerned with the effect of general changes in money wage rates 
on the general level of prices and employment. Any argument on this 
matter, however, must make some assumptions about the reaction- 
mechanism of individual business firms, particularly their reactions to 
wage change. Not only have we little empirical evidence on this sub- 
ject, but we have not even a theoretical apparatus which would enable 
us ‘to predict reactions to wage change with some degree of confidence. 

It will be objected at once that the theory of the firm does provide 
a basis for such predictions. Given the supply conditions of labor and 
the other factors, the conditions of demand for the product, and the 
production function, output and employment for the firm are uniquely 
determined. The equilibrium adjustment may be demonstrated geo- 
metrically either by a labor supply-labor demand diagram or a marginal 
cost-marginal revenue diagram, these two simply presenting the same 
data in different form. Now to a new wage rate there corresponds a 
new level of employment, and it may be inferred that the firm will 
move toward the new equilibrium position. Thus while the theory really 
only determines equilibrium positions—and this under quite strict 
assumptions—it is usually thought also to indicate the direction of 
movement which will be set up by a given change in the data. 

Critics of this set of proposition often handicap themselves needlessly 
by starting with a misunderstanding of the theory, or by trying to 
attack it on fronts where it is not vulnerable. Let us be quite clear, 
therefore, about the line of attack to be adopted here. I have no inten- 


* The author is professor of economics and associate director of the Labor and Man- 
agement Center at Yale University. 
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tion of impugning the logical correctness of the static theory of the 
firm; it would be unreasonable to think that a set of tautologies on 
which so many able minds have worked for decades past could contain 
serious logical errors. Nor do I question the usefulness of this theory in 
explaining the implications of “economic” behavior and (what amounts 
to the same thing) in defining ideal allocation of productive resources. 
I would go even farther to assert that the static theory of the firm and 
industry, in addition to its normative value, has a good deal of descrip- 
tive value with respect to adjustments over quite long periods of time, 
e.g., the consequences, over a period of decades, of a more rapid rate 
of increase in capital supplies than in labor supplies. 

For the purposes of cycle analysis, however, we are usually interested 
in much shorter periods of time. We need to explain how the firm will 
react to a wage change within six to twelve months, not what the effect 
would be after ten years under ceteris paribus conditions. Existing 
theory would lead one to believe that the short-run effect of a wage in- 
crease on employment in the firm will be zero or negative. This may well 
be correct, but is not very helpful. It makes a great deal of difference 
whether (or within what limits) the effect actually is zero, or whether it 
is mildly negative, or very markedly negative. I propose to argue 
simply that the present theory of the firm is incapable of giving us 
any basis for choice among these alternatives, and that it is therefore 
not very useful for short-period problems. 

This proposition, which—for good reasons or bad—would probably 
be agreed to hy many economists, is not very interesting in itself. The 
interesting question is why the present theory of the firm gives an 
inadequate explanation of short-run business behavior. If we could get 
agreement on this, we would be on the way toward re-building the 
theory along more useful lines. I propose to argue that the theory is 
defective in three main respects: first, the ambiguity of the concepts 
“wage rate” and “quantity of labor”; second, the incorrectness of the 
usual assumptions about the shapes of the marginal cost and marginal 
revenue functions and their independence of each other; third, the 
static or equilibrium character of the theory. 

Succeeding sections of the paper will discuss these three problems 
in the order named. Any one of them would be rather harmful to the 
theory, and their cumulative effect is quite destructive. I do not intend 
to suggest here what should be done toward bettering the theory of the 
firm in each of these respects. While a few positive proposals will be 
made at the end, the paper is intended primarily as a ground-clearing 
operation. If we can agree on just where our present knowledge is.” 
defective, the way will be opened to fresh theoretical analysis and 
more useful empirical study. 
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I 


It is customary to draw curves of labor supply and labor demand 
(marginal net revenue product) on a diagram, the vertical axis of 
which is measured in some money unit and the horizonal axis in “effi- 
clency units” of labor. The logic of this procedure deserves brief con- 
sideration. The procedure is formally permissible in that “wages” and 
“quantity of labor” can be defined so as to yield determinate supply 
and demand functions. But there is serious question whether defini- 
tions which make the functions determinate do not at the same time 
make them so unstable that they are of little use. If the things taken 
as “given” are in fact highly changeable, if the functions abstract from 
most of the significant features of reality, the instantaneous equilibrium 
which they indicate may have little explanatory value.* 

The simplest sort of wage system, which seems to be assumed 
implicitly by virtually all wage theorists, involves wage payments on 
the basis of hours worked or some other time unit. In this case the 
wage axis may be regarded as graduated in cents per hour. The “‘effi- 
ciency” units on the quantity axis are perhaps best regarded as man- 
hours of labor of “standard efficiency,”* though this is by no means 
the only possible procedure. The supply curve then indicates the 
marginal cost to the employer of additional man-hours of standard 
efficiency, while the demand curve indicates the marginal net revenue 
product of these additional hours. 

The chief difficulty with the vertical axis is that the hourly wage rate 
does not indicate either the full cost of labor to the employer or the 
income measure in which the worker is mainly interested.” Discussions 
with workers indicate that by “wages” they usually mean their weekly 
take-home pay. This may change considerably without any change in 
hourly rates because of changes in the work week, changes in various 


1I waive here the broader question whether the concept of a supply curve of labor to 
the firm is useful in any event. The usefulness of this concept may be challenged on at 
least two grounds: first, that workers’ decisions about accepting or retaining employment 
are only to a small extent a function of employer’s wage offers; second, that under collec- 
tive bargaining one has no need of the supply-curve notion in explaining the determina- 
tion of wages. If one does consider the concept useful, then the difficulties of definition 
presented here must be squarely faced. 


?It should be noted that “standard efficiency” can be defined, and individual efficiencies 
can be measured in standard units, only with respect to a specified work situation. This 
presents no problem for analysis of a single plant, since the kinds of work to be done 
are specified. It does raise a sericus question whether it is proper to speak of the number 
of “efficiency units” in the entire national labor force or any large segment of it. 


3 We overlook additional complications arising from occupational specialization and the 
existence of many wage rates in the plant rather than a single rate, e.g., the fact that 
changes in the composition of the work force may alter average hourly earnings con- 
siderably with no change in hourly wage rates. 
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types of premium and “fringe” payment, changes in deductions for 
taxes and other purposes, and so on. In the same way, the total cost 
of an hour’s work to the employer may vary independently of hourly 
wage rates. l 

The fact that “wages” means one thing to the worker and another 
to the employer does not prevent one from drawing a supply curve of la- 
bor. At any instant of time, a certain level of hourly rates will corre- 
spond to a unique level of labor costs on the one hand and ‘weekly 
take-home pay on. the other. One can therefore shift to either the 
‘workers’ supply curve” or the “employer’s supply curve” simply by 
converting the vertical scale to new units. It must be recognized, how- 
ever, that this makes the supply curve of labor not only rather ambigu- 
ous but also highly unstable. For the workers’ supply curve may shift 
independently of the employer’s supply curve, and either may shift in- 
dependently of a curve constructed in terms of hourly wage rates. 

Turning to the quantity axis it must be noted that the device of 
“efficiency units,” while it takes account of differences in the output 
rates of different workers, necessarily takes the output rate of each 
worker as given. Now individual output depends not only on physical 
ability, training and experience, and the nature of tools, materials, 
and plant layout, but also to an important extent on willingness to 
exert effort. For various socio-psychological reasons, willingness to 
work is quite variable both among individuals and as regards the same 
individual under different conditions. Changes in motivation can pro- 
duce substantial output changes with little or no change in materials 
and equipment. To take willingness as given is to abstract from the 
most important practical problem of factory administration. 

A change in indiyidual output rates, whether due to a change in 
willingness to work or to some other cause, may be regarded either as 
changing the number of “efficiency units” of labor employed or as 
changing the definition of an “efficiency unit”—so that, for example, a 
man-hour of standard efficiency now equals 125 units of physical out- 
put instead of 100 units. The former procedure would result in a shift 
in the labor supply curve. The latter, which seems more in accord with 
our original definition of an efficiency unit and which will be adopted 
here, results in a shift in the demand curve. After an increase in indi- 
vidual output rates, for example, the labor demand curve will start from 
a higher level but will decline more rapidly than before. Thus we have 
an additional and quite important reason for instability in the supply- 
demand equilibrium. 

The situation is even more complicated under an incentive wage 
system which, by relating individual earnings directly to output, at- 
tempts to induce each worker to produce at or near his top capacity. 
Relatively little is known about the actual response of workers to in- 
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centive wage systems. There are indications that the work pace of a 
group of incentive workers at a given time is influenced mainly by such 
things as the liberality of the technical rules applied by the time- 
study engineers, their knowledge of job methods and their skill in esti- 
mating feasible work speeds, the workers’ skill in “beating time-study,”’ 
the workers’ estimate of the amount which they can safely earn with- 
out bringing on a rate cut, the frequency distribution of workers in the 
group by intrinsic work-speed, and the extent of group solidarity and 
conformity to a uniform output levél. But the way in which these fac- 
tors interact to determine the output rate at a particular time is not 
known with any precision. 

Labor supply and demand diagrams, ambiguous enough under time 
payment, become still more so under an incentive wage system. The 
money units on the vertical axis must now be interpreted as meaning, 
not the minimum hourly guarantee or “base rate” on a job but actual 
hourly earnings on the job, which will normally exceed the base rate by 
a large though fluctuating amount. A worker contemplating employ- 
ment in a plant, however, usually cannot know what a particular in- 
centive job is yielding even to those employed on it, let alone how much 
he would be able to make on the job, or how hard he would have to 
work to make it. How, then, can this unknown yield affect his willing- 
ness to take the job, as is implied in the construction of a supply curve? 

One would also expect willingness to work to be even more variable 
under incentives than under time payment. A belief amony the workers 
that management will not venture to cut piece rates may increase out- 
put considerably, while the opposite conviction may reduce it. A general 
change in the plant wage scale, or a marked change in the general level 
of employment, are likely to affect worker effort, though the effect 
might be in either direction. Since under incentives the worker within 
limits determines his own weekly income, anything which alters his 
desire for income may change his output level. 

It was noted that under time payment a change in individual output 
rates will shift the demand curve for labor. Under incentive payment, 
the supply curve will be shifted as well. Moreover, the position and 
slope of the new supply curve will depend on the output-earnings rela- 
tion embodied in the incentive system—whether earnings per unit of 
output are an increasing, constant, or decreasing function of output,‘ 
and just what sort of function. 

* All incentive wage formulas can be grouped into these three general classes. The ap- 
pearance of diversity among incentive systems is due largely to the fact that industrial 
engineers, competing for the work of installing incentive plans in manufacturing plants, 
have differentiated their product by making slight alterations in some previous plan and 
attaching their own name to it. Confusion arises also from the fact that the results of 


some plans are expressed in time units and others in dollar units; this is not a substantive 
difference, since the two types of unit are reciprocals of each other. 
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The familiar reasons for shifts in the firm’s labor supply and demand 
curves—changes in consumer preference, in the selling prices of rival 
firms, in the prices of other factors and in production techniques on 
the demand side, and changes in the wage rates and employment levels 
of firms in the same labor market on the supply side—have been taken 
for granted here. We have sought to establish that, in addition to these 
reasons, there are numerous other important reasons arising from the 
way in which workers behave and the way in which actual systems of 
wage payment operate. While it is technically quite possible to abstract 
from all these things, one wonders whether such heroic simplification 
of reality can serve any useful descriptive purpose. 

While the argument of this section has been directed specifically at 
labor supply - labor demand diagrams, this was purely a matter of 
expository convenience. The argument applies equally to analyses 
couched in terms of marginal revenues and marginal cost; for anything 
which makes the labor supply and the physical productivity curves un- 
stable obviously unstabilizes the marginal cost curve as well. The 
marginal cost - marginal revenue apparatus presents additional difficul- 
ties, however, and to a consideration of these we now turn. 


II 


Existing production and cost theory has been developed almost en- 
tirely under “long-run” assumptions involving complete flexibility in 
the form of capital equipment. This is true, for example, of Mrs. Rob- 
inson’s productivity curves, all of which are long-run constructions with 
the factors completely variable in form.’ The question of how far this 
analysis is applicable to situations involving a high degree of fixity 
in capital equipment has seldom been squarely faced.* Most textbook 
discussions seem to imply that one need only redefine the cost curves as 
relating to a short period of time and that they will then have the same 
general shape as the corresponding long-run curves. 

Particular interest attaches to the short-run marginal cost curve, 
since this curve is alleged to have a direct effect on output and employ- 
ment decisions. The question is whether, within the range of normal 
variations in the firm’s output (ż.e., excluding wars and periods of 
“more than full employment” immediately following wars), the mar- 
ginal cost curve has the saucer shape usually attributed to it; or 


See Joan Robinson, The Economics of Imperfect Competition (London, Macmillan, 
1934), Books VII-IX. 

tA notable exception is the article by George J. Stigler, “Production and Distribution 
in the Short-Run,” Jour. Pol. Econ., Vol. XLVII (June, 1939), pp. 305-27. Reprinted in 
Readings in the Theory of Income Distribution (Philadelphia, Blakiston, 1946), pp. 119-42. 
See also R. F, Mikesell, “Oligopoly and the Short-Run Demand for Labor,” Quart. Jour. 
Econ., Vol. LV (1940-41), pp. 161-66. 
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whether it remains substantially horizontal over practically relevant 
ranges of output. The limited statistical evidence which exists points 
in the latter direction,’ as does the testimony offered by business men.® 
Instead of relying on this sort of evidence, however, I propose to argue 
that a strong a priori case can be made for regarding constant marginal 
cost as likely to be the commonest situation in practice, and therefore 
the best starting point for theoretical argument. 

Marginal cost will rise if, as larger amounts of the variable factors 
are applied to the fixed equipment, either the supply price of one or 
more factors rises or the ratio of inputs to output increases. While 
some firms doubtless buy raw materials and other supplies under 
monopsonistic conditions, one would expect constant supply price to 

.be much the commonest situation. There is good reason to think also 
that most plants at most times have a horizontal labor supply curve. 
This is due to the normal existence of a certain amount of involuntary 
unemployment and to the fact that, under present layoff and rehiring 
practices, the best of the unemployed are more efficient than the worst 
of the employed. I have developed this thesis at some length elsewhere? 
and the argument need not be repeated here. As far as factor prices 
are concerned, then, it seems reasonable to expect constant marginal 
cost as the typical situation. 

What about the physical input-output relations? I suggest as a 
hypothesis—there is virtually no evidence on the matter—that output 
is usually a homogeneous linear function of variable inputs over the 
normal output range. This amounts to saying that the marginal physical 
productivity of labor (and of each other variable factor) is constant 
up to the single-shift capacity of the plant. 

If this hypothesis is correct, one is faced with a problem of explaining 
why the input-output relations should take this form. The heart of the 

*See in particular the studies of Joel Dean, Theodore Yntema, and Mordecai Ezekiel. 
An appraisal and partial listing of such studies will be found in Hans Staehle, “The 


Measurement of Statistical Cost Functions: An Appraisal of Some Recent Contributions,” 
Am, Econ. Rev, Vol. XXXIII (June, 1942), pp. 321-33. 


See on this point Richard Lester, “Shortcomings of Marginal Analysis for Wage- 
Employment Problems,” Am. Econ. Rev., Vol. XXXVI (March, 1946), pp. 63-82. Most 
of the business men questioned by Lester, in fact, indicated that their average variable 
costs (and therefore their marginal costs) fell right up to the point which they regarded 
as their maximum plant capacity. While some criticisms may be made of the concepts and 
methods used in this study, I see no reason to think that a more careful study would yield 
radically different results. The alleged tendency for marginal costs to fall rather than 
merely to remain constant with increasing output is perhaps due to the fact that the report- 
ing business men included in their estimates certain groups of “semi-variable costs,” of 
which the accounting category “indirect labor” is a good example. If they had been re- 

. quired to include only direct labor, raw materials, and other strictly variable expenses, 

they would probably have come out with something much closer to constant marginal costs. 

°“The Supply of Labor to the Firm,” Quart. Jour. Econ., Vol. LX (May 1946), pp. 
390-411. 


296 THE AMERICAN ECONOMIC REVIEW 


explanation, I believe, lies in the short-run unadaptability of mechani- 
cal equipment to variations in the size of the labor force. While com- 
plete unadaptability is perhaps rare, there can be little doubt that most 
manufacturing operations lie much closer to this pole than to that of 
perfect adaptability. The single-operator machine is ubiquitous through- 
out industry. And even where several men operate one machine or 
where one man operates a considerable number of machines, the worker- 
machine ratio is likely to be narrowly limited at a particular time by 
technical considerations, shop custom, and union rules. The blast 
furnace or rolling-mill with its crew, the paper machine with its fixed 
complement of machine tenders, the textile weaver with his set machine 
assignment—-examples could be multiplied indefinitely. 

Manufacturing plants do differ a good deal, however, in the divisi-, . 
bility of their processes, ż.e., the extent to which part of the plant can 
be operated without the remainder. At one extreme would lie a plant 
doing a single processing operation performed on identical machines, 
each attended by a single worker." At the other extreme, one might 
visualize a plant consisting exclusively of an assembly line or a series 
of consecutive assembly lines. Most actual plants lie between these 
poles—for example, a cotton weaving room with each weaver tending 
a considerable number of looms; or a plant with a number of assembly 
lines performing parallel operations and capable of operating independ- 
ently of each other. 

With a completely unadaptable plant, which we shall henceforth 
assume to be the best single approximation to reality, perfect divisi- 
bility would result in constant average and marginal productivity up to 
the point where all equipment is in use, and zero marginal productivity 
thereafter. In the case of an entirely indivisible plant, the productivity 
curves reduce to a single point representing average productivity at 
capacity operation; the concept of short-run marginal productivity 
loses significance. A partially divisible plant would show a saw-toothed 
curve. In practice, the important points on this curve would be the 
successive minima, which would lie in a horizontal plane. It seems 
quite unlikely that a plant would operate for any length of time at some 
higher point on one of the “teeth”; operations would be carried on at 
one of the minimum points, and deviations between output and sales 
would be taken care of by inventory adjustments. 


“It may be said that perfect divisibility would not exist even here because of the 
existence of trucking, maintenance, repair and other subsidiary operations. This poses 
two alternatives: if the wages of these subsidiary workers are considered a variable cost, ` 
the plant is not perfectly divisible. If, on the other hand, these workers are treated as an ~ 
overhead item, the production operations could be regarded as completely divisible, The - 
problems involved in dividing plant payroll into fixed and variable expense are interesting 
and important, but it would take us too far afield to discuss them at this point. 
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The assertion that marginal physical productivity curves and mar- 
ginal cost curves are typically horizontal appears to run counter to 
the common-sense impression that higher costs are encountered at very 
high rates of output. The explanation is to be found in the fact that 
unusually high rates of output are achieved, not by somehow shoving 
more materials through the plant during a 40-hour week, but by work- 
ing overtime or by adding a second or third shift. This involves, not a 
gradual rise in marginal costs, but a discontinuous shift to a markedly 
higher level, at which level the marginal cost curve once more runs 
along horizontally. 

The consequences of horizontal marginal cost curves are clearly 
rather interesting. Under pure competition, the marginal revenue curve 

~is also horizontal. With both curves horizontal, there can be no point 
of intersection to determine the level of employment. If the plant is 
operated at all, there is no equilibrium position short of operation at 
full single-shift capacity. 

Under monopolistic competition it would appear that the situation 
is altered by the falling marginal revenue curve, which provides a 
determinate equilibrium point. It must be noted, however, that mo- 
nopolistic competition with many sellers is not very common in prac- 
tice. The commonest market situation is one of oligopoly with product 
differentiation, in which case the demand curve must be regarded as 
kinked (and the marginal revenue curve as discontinuous) at the exist- 
ing price. In this case one cannot really say that output and employ- 
ment are determined by the intersection of the (horizontal) marginal 
cost curve and the (discontinuous) marginal revenue curve. The causal 
sequence starts rather with the determination of a price for the product. 
This decision is probably heavily influenced by consideration of the 
firm’s long-range market strategy vis-a-vis competing firms, and takes 
into account cost changes common to the industry as a whole, but is 
very little influenced by cost changes peculiar to the firm in question. 
Once the price has been set, output is determined solely by the firm’s 
estimate of how much can be sold at this price. Cost considerations are 
not directly involved in the output decision. 

It follows that there is no reason why a wage increase (or any other 
cost increase) confined to the firm in question” should have any effect 


“4 Under the static assumptions employed throughout this section. Under dynamic condi- 
tions, involving expected movements of demand, product prices, and factor prices, plus 
the possibility of variation in inventories, the situation is much more complicated. The 
problem of analyzing this sort of situation is discussed in the next section. 


| ™This proviso is of course the heart of the matter. One should probably distinguish 
three categories of wage increases: (1) Increases confined to a single firm. These will affect 
mainly the net revenue and perhaps the productive efficiency of the firm rather than its 
output or prices. (2) Increases common to a group of firms which compete in the sale 
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on output, unless a level of costs is reached which forces the firm to 
Suspend operations entirely. The impracticability of adjusting to cost 
increases by small reductions of output would be considered obvious 
by business men, and it is curious that the conclusion should have been 
so long resisted by economists. This is not to say, of course, that a wage 
increase will have xo effects at all. If the firm’s net revenue is reduced, 
there are likely to be effects on its investment expenditures, dividend 
payments, cash balances, and so on. All that is claimed here is that 
there is no direct effect on output such as one would infer from the 
existing theory of the firm. 

But if wages and employment are not related via output decisions, 
surely they are related via the production function. Will not a wage . 
increase lead to substitution of capital for labor and a consequent: 
reduction of employment?* This would occur under two conditions: 
first, the firm must already be achieving the best combination and use 
of the factors in the light of existing factor prices; second, there must 
exist a continuous range of possible labor-capital combinations—the 
isoquants must run continuously downward to the right—so that at any 
time there are methods which it is not quite profitable to use but which 
would be pushed over the margin by a slight increase in wages. 

There is no reason to think that the first of these conditions is 
generally fulfilled in practice. In a business enterprise of any size, 
efficiency is a matter of organization rather than of correct ratiocina- 
tion by a single “entrepreneur.” Costs are administrative decisions, not 
facts of nature. And since executives usually administer about as well : 
as they have to, the level of costs is by no means independent of the 
level of demand. Any shelter from the full rigor of competition, or any 
prolonged period of rising business activity, is likely to breed admin- 
istrative laxity. If revenues are high, inflated departmental budgets 
prepared by subordinates may be accepted with relatively little ques- 
tion. There may be little interest in maximum profits so long as actual 
profits are up to conventional standards.** 

A reduction of profit margins below the conventional level, regardless 
of whether this results from a cost increase or a decline in demand, 


of their products. Such increases will usually have price and output effects in addition to 
the effects noted in category (1). (3) Increases common to all firms in the economy. Such 
increases affect revenues as well as costs, and require a general equilibrium rather than a 
partial equilibrium type of analysis, i 

3 This carries us away from “short-run” analysis in the strict Marshallian sense, but 
not away from short-period problems; for it is conceivable that labor-capital substitution, 
especially if achieved by method changes with existing equipment, might assume substantial 
proportions even within a year’s time. l A 

It is interesting that business men, in judging the adequacy of profits, almost invariably 
talk in terms of profits as a percentage of sales rather than in terms of return on “capital,” 
however defined. The latter basis seems to be regarded as definitely misleading. 
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is likely to bring pressure from top management for better performance. 
This produces a good deal of scurrying about at lower levels of the 
organization in an effort to eliminate inefficiencies which were known 
but tolerated in former times. Materials are re-routed here, operations 
are eliminated there, the men in a certain department are more tightly 
supervised, scrap wastages are reduced, and performance is tightened 
up in a hundred unspectacular ways. The outcome may be, and in a 
period of steady or rising demand probably will be, that output is 
increased with no change in the labor force. If increased output is 
considered undesirable, the outcome must be a reduction of inputs. 
But there is no reason to think that the reduction will fall more heavily 
an labor than on materials and equipment. The order which goes down 
“¥rom top management is not to save labor but to save money, and this 
will be done by whatever methods come first to hand.*® 
Concerning the second point, the technical possibilities of substi- 
tuting capital for labor at a particular time and the bases on which 
decisions to introduce new equipment are actually made, there is very 
little evidence indeed.** Limited observation suggests that many equip- 
ment items are introduced in order to produce a new product, or an 
improved quality of an existing product, which has become necessary 
for competitive reasons. Where it is a question of continuing to produce 
the same product, the new machines are usually several times as pro- 
ductive as those they replace, so that the decision to adopt them would 
scarcely be influenced by moderate changes in factor prices. Machines 
which it barely pays to adopt seem to be rather rare.” Management 
people do sometimes speak of “marginal” additions to equipment. But 
they seem to mean that these items are marginal, not with respect 
to factor prices, but with respect to the risks of obsolescence. The prob- 
ability of obsolescence of the machine or its product appears to be 
the most important single factor influencing decisions about machine 


* Under static conditions it might be presumed that this process would in time reach 
a limit. As a result of repeated “shocks,” all sources of inefficiency would have been dis- 
covered and removed, and the firm could thenceforward be assumed to operate on its 
production function, Under dynamic conditions, however, new deviations from ideal effi- 
ciency may develop as rapidly as old ones are eliminated. 


8 The most substantial discussion I have seen is to be found in Ruth P. Mack, The 
Flow of Business Funds and Consumer Purchasing Power (New York, Columbia Uni- 
versity Press, 1941). 


“In discussions of mechanization with some twenty-five factory managers in New 
Haven during the past year, the writer discovered that most of the important equipment 
changes made in the recent past had been made (a) in connection with new or improved 
products, or (b} because of a marked difference in productivity. Many machines were 

- observed which were four or five times as productive as those they replaced, very few 
which were only 25 or 50 per cent more productive. These managers were also asked 
whether, after the marked wage increase in the spring of 1946, they had introduced any 
new equipment not already decided on. The answers were almost entirely in the negative. 
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purchases—so important that it dwarfs the influence of factor prices.” 

It is worth noting, that even if a wage increase did make it appear 
profitable to buy equipment which would not otherwise have been 
purchased, there would be a considerable time-lag involved. Most 
large companies budget their capital expenditures for at least a year 
ahead, and very large expenditures are usually planned even farther 
in advance. A wage change in March, 1947, would not begin to affect 
capital expenditures until sometime during 1948. Such a lag, while 
it might be overlooked for long-run discussions of resource allocation, 


would certainly be significant for short-run fluctuations in employment. > 


Through the mention of time-lags and obsolescence an element of 
dynamics has entered the discussion. In general, however, this section 


has endeavored to remain within the boundaries of static analysis. Wẹ 


have inquired whether the usual cost-and-revenue apparatus, which 
seems to yield clear-cut results with respect to “long-run” problems, 
can be adapted to the behavior of business firms over short periods. 
Do the functions look the same? Are they adequate to determine the 
level of output and employment? 

The answer appears to be in the negative. The cost and revenue 
curves do not determine the output of the firm as they are supposed 
to do. In what is probably the commonest market situation—oligopoly 
with product differentiation—the level of output is derived from a 
prior price decision, the basis for which is left extremely obscure by 
existing price theory. Worse still, a given level of output is not asso- 
ciated with a unique level of costs and profits. With no change in 
factor prices, changes in managerial effort may increase or decrease 
unit costs very considerably. The cost curve cannot be regarded as 
independent of the demand curve, for a decline in demand will usually 
bring pressure on management to lower costs while rising demand will 
be conducive to cost increases. With respect to labor-capital substitu- 
tion over short periods, the best evidence is that the possibilities of 
substitution are highly discontinuous. The notion of a continuous sub- 
stitution curve is an illegitimate carry-over from long-run reasoning in 


8 Depending on the estimated risk of obsolescence and on the degree of caution exercised 
by the management, a particular machine may be required to return its cost (to “pay out”) 
over a period of anywhere from 6 months to 10 years. The estimate of the actual pay-out 
period is influenced not only by the technical qualities of the machine but also the discount 
which the management applies to the engineers’ estimates of savings. Some managements 
regularly discount their engineers’ figures by as much as 50 per cent in order to allow for 
engineering optimism concerning full utilization and continuous operation of the machine, 
These things influence the decision much more than whether wage rates are 10 cents 
higher or lower. 


® To avoid this difficulty by saying, “We assume that the level of managerial efficiency 


is also given and constant” is formally correct but not at all helpful in understanding 
reality. 


REYNOLDS: TOWARD A SHORT-RUN THEORY OF WAGES 301 


which the form of capital is taken as completely variable. 

The consequences of all this for wage theory are fairly obvious. Long- 
run analysis provides cogent reasons for expecting a change in a firm’s 
wage level to produce a change of opposite sign in its employment, 
both because of output effects and substitution effects. We have now 
seen that this analysis has little application to the reactions of the firm 
over short periods. The most reasonable conclusion seems to be that a 
wage change limited to the firm in question will usually have a negligi- 
ble effect on its output and employment over periods of the length in 
question here.” 

TIT 

Even if the cost and revenue functions had convenient shapes, were 
independent of each other, and yielded a determinate equilibrium, there 
would still be serious question about the practical significance of this 
result. Indeed, the main reason for the cleavage between the theory of 
the firm and actual business behavior lies in the emphasis of the theory 
on equilibrium adjustments to known data which are. either constant, 
or changing gradually along smooth trend lines. Despite recent work on 
uncertainty and expectations, the theory of the firm as presently ex- 
pounded to undergraduates, and even in most of the advanced theoreti- 
cal writing, is a strictly timeless affair. The hypothetical firm lives in a 
world from which all the really difficult problems have been eliminated. 
The actual firm, however, lives in a world of uncertainty and of large 
and sudden shifts in the data. It is not at all surprising that business 
men, when questioned about the determinants of their output level, 
should emphasize demand forecasts as the major factor and should 
minimize cost-price relationships.” This is precisely what one would 
expect. And while it in no way impugns the logic of timeless theory, 
it does raise serious questions about its descriptive value. 

The cost and revenue curves, as usually defined and explained, do 
no more than indicate the equilibrium position which would be ap- 
propriate to the data existing at a moment of time. Theorists from 
Marshall on have contended, however, that this equilibrium position is 
significant also as defining a direction of movement for the firm. A 
firm which is not producing at the equilibrium rate will move toward 
that rate; if one of the data changes, indicating a new equilibrium, 
the firm will move toward the new position continuously and at a rate 
which is significant even within short periods. Moreover, this movement 
can be regarded as continuing in some sense, even though subsequent 
_ changes in other data continually change the equilibrium position. 
= Always with the qualification that wages above a certain level will cause the plant 


to close down entirely. 
= See R. A. Lester, American Economic Review, March, 1946, pp. 63-82. 
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One must respect the acumen of the theorists and resist the tempta- 
tion to caricature their argument. It is not reasonable to insist that busi- 
ness men must have perfect knowledge of all relevant data, or that they 
be able to give an explicit account of their actions. Nor is it necessary 
that equilibrium should ever be reached or even approached. A tend- 
ency toward equilibrium, a direction of movement, is sufficient. This 
tendency must, however, really exist; it must be of considerable strength 
even over short periods; and it must not in practice be obliterated by 
countervailing changes of data. 

The presence or absence of such a tendency can obviously never be 
demonstrated by inductive studies, and we are thrown back once more — 
on a priori reasoning. Is it plausible to expect that a firm will approach . 
equilibrium by a continuous tdtonnement, so that knowledge of the © 
equilibrium position enables us to predict its direction of movement 
over a period of time? 

The situation most favorable to this view would be one in which we 
assume that equilibrium has somehow been established before the play 
opens. There now occurs a change of data, let us say an increase in 
demand, and a new equilibrium position is indicated. Will the firm move 
toward the new position? A flat affirmative answer requires a number of 
assumptions. First, the change must be known to the firm with reason- 
able certainty and as soon as it has occurred.” Second—for a really 
timeless theory-—the new situation must be expected to continue indefi- 
nitely in the future. Third, one must assume instantaneous adjustment 
to the new position not only on the part of the firm but on the part of 
suppliers, distributors, and consumers. 

Numerous writers have shown” that, after a shift in a market supply 
or demand curve, the market will move directly to the new equilibrium 
position only on the assumption of instantaneous adjustment. As soon 
as this assumption is dropped, the answer depends on a large number 


” To say that cost and revenue curves are purely subjective and that there need be no 
correspondence between subjective estimates and objective reality seems to me to give 
away a large part of the alleged determimancy of economic theory. Certainly any market 
supply-demand analysis involving large numbers of firms would be considerably weakened 
by this procedure, In order to achieve a determinate result one would have to add to the 
usual economic analysis some theory of the deviations of individual firm estimates from 
the actual situation—for example, that these “errors of estimate’ are randomly dis- 
tributed and have a mean value of zero. This may be quite a useful thing to do; but one 
must realize that to argue that all the data of the firm’s operations are subjective—which 
means that profits are maximized by definition—merely re-states problems without solving 
them. 


8 See in particular Moses Abramovitz, Price Theory for a Changing Economy (New 
York, Columbia University Press, 1939), Chap. 2; E. Lundberg, Studies in the Theory of 
Economic Expansion (Stockholm, 1937), Chap. 1; M. Ezekiel, “The Cobweb- Theorem,” 
Quart. Jour. Econ., Vol. LIL, 1937-38, pp. 255-80 (Reprinted in Readings in Business Cycle 
Theory). 
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of factors—-whether initial reactions are in terms of prices or quantities, 
whether the reactions of consumers are faster or slower than those of 
distributors and producers, whether inventories exist, what inventory 
policies are followed, and so on. Depending on the combination of 
circumstances, one may get a movement toward equilibrium by one 
path or another, a movement away from equilibrium, or an oscillation 
around the new equilibrium position with no tendency to approach 
it. This line of argument would appear to apply equally well to move- 
ments of the individual firm from one equilibrium position to another. 
Either instantaneous adjustment all round must be assumed or, if 
time is allowed to enter, one must select a pattern of adjustment which 
leads toward equilibrium rather than away from it. 

- Moreover, as soon as one admits that adjustment may take time, 
new problems arise. It must be assumed that the adjustment period is 
the same for all aspects of the firm’s operations, ż.e., that the new 
decisions on output, prices, production methods, etc., are all made at 
the same time and are consistent with each other, It must. also be as- 
sumed that while this is going on no new changes of data occur. If the 
intervals between changes in data are shorter than the adjustment 
periods of business men, the equilibrium apparatus would seem to break 
down as a vehicle of prediction. 

In sum, then, successful deduction of the effects of changes in wage 
rates or any other variable by the method of comparative statics seems 
to require a combination of circumstances very unlikely to occur in 
practice. This has been increasingly recognized during the past ten 
years or so, and various efforts have been made to develop a more 
dynamic method of analysis. But here some caution is required. To 
say that one is going to write “dynamic” theory or take account of 
“time” does not mean anything in itself. The essential question is 
always what kind of time is admitted to the theory, or perhaps better, 
what is allowed to happen during this time. 

It is possible to distinguish at least four degrees of radicalness in the 
treatment of time. First, time may be admitted solely in the sense of 
futurity, a procedure which is as old as capital theory. Second, it may 
be admitted that the data of the firm’s operation, though expected to 
remain constant over the time-span in question, are not known with cer- 
tainty and that some sort of probability calculation must therefore be 
made. Third, certain changes in the data may be expected to occur 
(though not with complete certainty) during the time-span in ques- 
tion; and taking into account both futurity and uncertainty, one may 
devise a plan of action which will maximize the present value of 
anticipated net revenue. Fourth, one may try to construct a theory of 
the way in which these instantaneous plans are revised as the firm 
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moves along through time, experiences favorable or unfavorable “sur- 
prises,” and adjusts both its plans and its expectations accordingly. 
This fourth step—to which, however, the first three are necessary 
prerequisites—-seems essential in order to arrive at a truly dynamic 
theory. 

The most elaborate analyses made to date—those of J. R. Hicks 
and A. G. Hart**—-stop at about the third step with tentative overtures 
toward the fourth. Their method is still quasi-static in the sense that the 
business plan, though it governs actions extending over future time, 
is itself valid only at a moment of time on the basis of a given set of 
expectations. One can change one of the expected future values and 
derive the appropriate change in’ the plan—a kind of comparative 
statics (subject, incidentally, to the limitations noted earlier in this 
section for comparative statics proper). More elaborate complications 
may be introduced by assuming that a change in, say, present wage 
rates also changes in some definite way the firm’s estimates of the wage 
rates which will prevail in future periods. The result remains the same 
—a plan of action, derived from expected values of the relevant vari- 
ables, and valid only at a particular moment. While this is undoubtedly 
a step in the right direction, it is still some distance from a real dy- 
namics of the firm. 

It should be noted also that most existing writing on business plan- 
ning is limited by the treatment of market prices of factors and prod- 
ucts as data (ż.e., an assumption of perfect competition in all markets), 
and by the treatment of output as a dependent variable determined by 
the cost and revenue functions. If the argument of Section II is correct, 
however, there is under perfect competition no equilibrium output short 
of plant capacity, and price changes will not produce the kinds of out- 
put change depicted by Hicks and others. Under imperfect competition, 
prices cannot be taken as data but are matters for decision or bargain- 
ing; the true data are anticipated reactions of other firms, trade unions, 
etc. Output is a matter for separate decision, based primarily on 
anticipated movements of demand—these movements being taken as 
largely independent, over short periods, of price decisions. While esti- 
mates of sales, output, costs, and prices are necessarily interrelated in 
the over-all business plan and must be checked and rechecked against 


*4See J. R. Hicks, Value and Capital (Oxford, 1939), Part IV, Chaps. XV-XVIT; A. G. 
Hart; “Anticipations, Uncertainty, and Dynamic Planning,” Jour. of Business of the Univ. 
of Chicago, Vol. XII, No. 4, Part 2 (Oct., 1940); K. E. Boulding, “The Theory of the 
Firm in the Last Ten Years,” Am. Econ. Rev., Vol. XXXII (Dec., 1942), pp. 791-802; 
M. Reder, “Inter-temporal Relations of Demand and Supply Within the Firm,” Canadian 
Jour. Econ., Vol. 7 (1941), pp. 25-38; A. C. Neal, “Marginal Cost and Dynamic Equi- 
librium of the Firm,” Jour. Pol. Econ., Vol. L (1942), pp. 45-54; K. Bode, “Plan Analysis 
and Process Analysis,” Am. Econ. Rev., Vol. XXXII (June, 1943), pp. 348-54 


REYNOLDS: TOWARD A SHORT-RUN THEORY OF WAGES 305 


each other, prices and outputs must be recognized as independent ele- 
ments in the plan and neither can be assigned logical priority.”® 


IV 


While the purpose of this paper is critical rather than constructive, 
it may be useful to add a few words on the way in which the Hicks- 
Hart approach might be extended into something like a complete dy- 
namics of the firm. A complete theory would clearly need to contain 
assumptions about the way in which expectations are translated into 
decisions on prices, output, investment, etc—including the timing of 
the decisions relative to one another, as well as the causal relationships 
involved. One would need also some assumptions about the way in 

~ which the firm’s expectations are derived from its experience in the 
‘recent past, and the way in which expectations are revised in the light 
of “surprises.” Further, one would need a set of assumptions about how 
the variables influencing the firm’s operations actually change over 
the course of time, z.e., the objective movement of the data, as dis- 
tinguished from the movement eapectéd by Che Muu. These changes lu 
data are not random, but are interrelated and conform to a cyclical 
pattern. Business cycle statistics are adequate to provide reasonable 
assumptions about changes in the more important variables. 

One would need, finally, to give precise meaning to the concept of “a 
period.” While the theories of Hicks, Hart, and others make explicit 
or implicit use of time units—a “day,” a “week,” a “pcriod,” the dis- 
tance from to to tı, or what not—there has been little attempt to give a 
formal definition of these units or to examine their empirical meaning. 
For purposes of defining the content of a plan at a moment of time, 
it is not necessary to do this. But when one attempts to construct a 
model of the firm moving through time—during which it experiences 
pleasant or unpleasant surprises, revises its plans, experiences new 
surprises, and so on—a clear definition of the time-unit to be used 
becomes of cardinal importance. It is by no means certain, of course, 
that either economic events or business plans are sufficiently regular so 
that models built on the concept of a definite period can have much 
explanatory value. If they are not, however, dynamic analysis is im- 
possible. 

The best starting point is probably to be found in the annual budget 
of the firm. The budget, usually drafted in the controller’s office, after 
consultation with key operating and staff officials, is essentially a 

*'The kinds of estimates which business men actually make are probably best visualized 
as single points on the price-quantity diagram-——an expected sales volume, output, selling 
price, wage level, materials price level, and level of unit costs. The business man does not 


seem to think in terms of continuous curves or schedules, and under dynamic conditions 
this is probably a very sensible economy of effort. 
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projected income statement for the ensuing fiscal year. It sets forth 
the expected revenue and expenditure streams and provides for the 
disposal of expected net income.” While concerned mainly with proc- 
esses to be completed within the year, it is linked to both past and 
future years via inventory positions, carry-overs of cash and other 
liquid assets, and programs of capital expenditure. Performance dur- 
ing the year is usually checked against the budget figures at monthly 
intervals, and a general revision of the budget is often made at the 
end of each quarter. 

This suggests that “a period” might conveniently be defined as a 
calendar quarter. It is true that certain types of decision, notably 
output decisions, are highly volatile; but to take the shortest period 
within which output might be varied—say a week—as our basic unit,-~ 
would make the analysis very cumbersome. The procedure, then, might 
be to start at the beginning of Period 1 with a projected plan for 
the four ensuing periods. At the end of Period 1 there will have been 
certain “surprises,” and appropriate adjustments will then be made in 
the plans for the three remaining periods. It may be convenient also 
to suppose that a new quarter is added at this time so that we have 
always a projection for four periods in advance.’ At the conclusion of 
Period 1, the tables will show an ex post picture for Period 1 and an 
ex ante picture for four periods to come. We then proceed to Period 
2 with its surprises and readjustments, and so on. 

The behavior of any particular model would depend on assumptions 
concerning: (1) the number of items included in the plan. The re- 
ceipts and expenditures streams could obviously be subdivided to any 
degree desired and some compromise would have to be struck between 
realism and manageability. (2) The frequency of decisions on each 
item. Thus, output plans might be revised quarterly, price schedules 
semiannually, wage schedules and equipment plans annually. (3) The 
bases of decision, ż.e., the equations linking the various items in the 
plan to each other and to the relevant expectations. (4) The bases of 
estimate, 7.¢e., the equations linking expectations to movements of the 
data external to the firm. (5) The behavior of the external data over 

Hart has suggested that a complete business plan may be divided analytically into 
three parts: a production plan, a sales and purchases plan, and a financial plan covering 
sources and disposal of funds (op. cit, p. 11). The annual budget tends to highlight the 


financial elements in future plans, but it must of course be based on assumptions about 
the volume and value of output, sales and purchases. 


AI am not sure how far this procedure is actually followed in business planning. It 
would involve giving quarters beyond the end of the fiscal year the same logical status as 
quarters within the fiscal year—indeed, in a sense abolishing the fiscal year. The business 
horizon would be kept at a constant distance from the present and the quarterly revisions 
would form links in an endless chain of plans. This was basically the procedure followed 
during the war by most of the government agencies concerned with production and alloca- 
tion of scarce supplies, and it would appear to be equally logical in business operations. 
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time. A simplified set of data would obviously have to be used; as 
already noted, the assumptions about the behavior of the data should 
be made with due regard to what we know about the cyclical movement 
of economic variables. 

Space does not permit presentation of illustrative models here, but 
the reader will have no difficulty in visualizing their general form. 
Arithmetically, the results could be stated in tabular form, the items 
of the plan constituting column headings and the periods row headings; 
separate sections of the table would be necessary to express the ex ante 
and ex post values for each period. Analytically, the model would be 
described by a system of equations with dated variables, of the sort 
which Tinbergen and others have constructed for the economy as a 

-~Wwhole.** Geometrically, the results would be expressed in diagrams 
with time denoted on the X axis and values of the principal variables 
on the Y axis. Such diagrams would seem to play the basic role in 
dynamic analysis which price-quantity diagrams play in static analysis. 
The difference is that instantaneous curves have been replaced by 
time-series. 

The difficulties inherent in this procedure should not be under- 
estimated. An attempt to introduce all the items on which the firm 
must make decisions, all the data relevant to these decisions, and all 
the interrelations among these variables would make the model en- 
tirely unworkable. Each simplification of the model, however, reduces 
its resemblance to reality. It is an open question whether one can 
strike a compromise which is reasonably descriptive and yet mathe- 
matically manageable. 

More serious still, the very concept of “a period” implies a certain 
discreteness and regularity both in business decisions and in the move- 
ment of the external data. It is certain that in actuality the data show 
very frequent and rather irregular shifts. If firms take this into account 
in their planning, if despite nominal adherence to quarterly budget 
revisions they actually change their plans more frequently, if the in- 
tervals at which a particular item is re-examined are irregular, if the 
intervals for the various items do not coincide and planning is piecemeal 
rather than comprehensive, then our necessarily regular models become 
of doubtful utility. If actual planning is foo irregular and too piece- 
meal, model-building becomes an exercise in mathematics rather than 
economics. The feasibility and usefulness of the procedure can be tested 
only by studies of actual business planning, which one may hope will be 
prosecuted in many places during coming years. 


B See particularly J. Tinbergen, Statistical Testing of Business Cycle Theories, Vols. 1 
and 2 (Geneva, League of Nations, 1939); J. Tinbergen, “Econometric Business Cycle 
Research,” in Readings in Business Cycle Theory (Philadelphia, Blakiston, 1946); and E. 
Lundberg, Studies in the Theory of Economic Expansion (London, P, S. King, 1937). 


308 THE AMERICAN ECONOMIC REVIEW 


A word now on the role which wages would play in a dynamic model 
of the firm. It would seem best to take changes in the firm’s wage level 
as data; certainly under collective bargaining it would be inadvisable 
to try to deduce wage changes from economic conditions in the firm or 
in the local labor market. As regards the effects of a wage change on 
other aspects of the business, I suspect that under any plausible as- 
sumptions one would reach the same result as in Section II, ż.e., the 
short-run effect on output and employment will be negligible. The 
direct effect of the wage change then, is just what the untrained mind 
would suppose it to be—disbursements to labor are altered by eee 
the full amount of the change. 

The question of “where the money comes from” to pay a wage 
Increase, which is somewhat puzzling under static assumptions, presents,- 
little difficulty in a dynamic (4e., cyclical) model, for the general 
economic conditions producing an increase in wages are very likely also 
to be producing an increase in the firm’s output and sales price. Its 
wage-paying ability thus rises part passu with its wage rates. Indeed, 
during cyclical upswings wage rates must normally lag a good deal 
behind ability to pay, else we should not find the large fluctuations in 
profits which actually exist. 


V 


The argument of this paper may be restated in three propositions: 

First, the static theory of the firm cannot be used for the prediction 
of actual business behavior, both because of defects in the cost and 
revenue functions—extreme instability, lack of continuity, lack of 
independence, and so on—and because of the basic inapplicability of 
static methods to changing conditions. Timeless cost-revenue diagrams 
should be restricted to problems to which they are appropriate, e.g., 
exposition of the meaning of ideal allocation of economic resources. 

Second, actual business behavior should be analysed by the use of 
period models developed along the lines sketched in Section IV. As- 
sumptions for these models can come only from systematic observation 
of business activity. The marginal productivity of time spent on such 
observations is currently much greater than that of time spent in pure 
deduction. 

Third, it seems reasonable to expect that the direct effect of a wage 
change in a particular firm on output and employment in that firm will 
usually be very close to zero. The significance of this hypothesis (if 
correct) is that in models of the economy as a whole, general changes 
in.money wage rates can safely be taken as changing wage payments in , 
the first instance by the same percentage as the change in rates. This 
is by no means the end of the story, but it is at least a beginning. 


p: 


FRENCH MONETARY AND FISCAL POLICIES SINCE 
THE LIBERATION 


By DELBERT A. SNIDER* 


I. The Inflation in France: A Summary of Its Causes and Significance 


At the time this article is being written, more than three and a half 
years have elapsed since the liberation of Paris from the grip of the 


„Germans. Over this period, France has been engaged in a desperate 


struggle to revive her economy, which four years of enemy occupa- 
tion had sapped of its strength. While considerable progress has been 
made in many sectors, the disappointing fact remains that over-all pro- 
duction has scarcely reached the 1938 level, which in itself was a de- 
pressed ycar, consumption is far Leluw piewatr slaudards, aud Mie 
reconstruction and modernization of the economy are only in their 
initial stages. 

Why has not economic recovery been more rapid in France?.To this 
question there is no simple answer: a complex group of factors has 
contributed to the slow pace of development. The problems have been 
difficult: starting anew with a greatly weakened economy to meet the 
tasks not only of mere survival but of reconstruction and rehabilitation, 
the French were confronted with raw material shortages (especially 
coal), labor shortages, obsolescent equipment, exhausted land, insuff- 
cient foreign exchange resources, and political instability. These prob- 
lems were inherited from the war and occupation, and in some cases 
were part and parcel of a general world situation; the solution obvi- 
ously would take time and would depend not only upon national efforts 
but also upon world developments. 

One of the primary factors which has been responsible for the 
absence of a greater rate of economic recovery in France is the 
monetary instability which has plagued the country since its liberation. 
At the time Paris was delivered from the Germans (August, 1944), 
general wholesale prices were about 2.7 times the average of 1938, and 
retail prices in Paris were 2.95 times the average of 1938." By the end 
of the year 1947, the level of prices, both wholesale and retail, had in- 
creased to approximately four and a half times the level prevailing in 
August, 1944. By the end of 1947, therefore, prices were, according 
to official indexes, between thirteen and fifteen times higher than in 


* The author is associate professor of economics at Miami University. 
* Bulletin de la Statistique Générale de la France, April-May, 1945, p. 115. 
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1938, with a greater part of the inflation having occurred since the 
liberation.? . 

The forces responsible for this inflation are numerous; only a brief 
summary of the most important ones will be indicated here. 

The seeds of the post-liberation monetary troubles of France were 
sown, of course, during the war and occupation. The Germans had 
squeezed the French economy to the bone. Industrial production 
steadily fell during the occupation period, reaching a low point in 
August, 1944, of about one-fifth the 1938 volume.* Concurrently with 
forcing production to progressively lower levels, the Germans saddled 
' the economy with the burden of supporting occupation troops and of 
maintaining a “favorable” trade balance (through a clearing agree: , 
ment) vis-d-vis Germany. 

In the process of financing occupation costs—which amounted to 
694 billion francs from June 25, 1940 to September 3, 1944——and the 
clearing balance of 160 billion francs,* a huge sum of money was 
pumped into the economy. The central government’s total expenditures 
rose steadily, reaching the figure of 449 billion francs in 1943 (com- 
pared to 115 billion in 1938).° Budgetary receipts from taxation lagged 
far behind expenditures (amounting to only 135 billion in 1943, for 
example), the deficit being made up with advances from the Bank of 
France and public borrowing. 

Bank deposits and the note circulation increased as a consequence 
of the inflationary financing from a total of 276 billion francs in 
August, 1939 to 1,035 billion in August, 1944.° 

The economy was further weakened by the direct levies imposed 
by the Germans and by war damage and destruction. The loss of 
capital equipment caused by the war and occupation has been esti- 
mated by the French government at 990 billion francs of 1938 value, or 


* Statistical Office of the United Nations, Monthly Bulletin of Statistics, December, 1947. 
It must be borne in mind that black-market prices are not included in the official price 
indexes. This is a serious omission when comparisons are made with the prewar period, 
for a significant portion of the national income of France has, since the liberation, flowed 
outside the legal price system. It is virtually impossible, however, to calculate accurately 
a realistic index because of the absence of sufficient data to allow proper weighting. On the 
basis of personal observations, however, the writer feels that the “real” inflation of cost- 
of-living items is currently closer to twenty times the prewar level than to fifteen times. 

* Institut National de Ja Statistique et des Etudes Economiques: Études et Conjoncture, 
Union Française, Aug.-Sept., 1946, pp. 110-11, 

* Secretariat d’État 4 la Presidence du Conseil et à PInformation, Notes Documentaires et 
Etudes, No. 275, “Les Finances Publiques de la France depuis la Liberation,” p. 14. | 

“ Ministère de Économie Nationale et des Finances, Direction de Ia Documentation et / 
des Études Economiques: Inventaire des Ressources de V Economie Française, p. 259. 


° Ibid, p. 266. 
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about two and a third times the gross national product of 1938.’ 

France found herself at the war’s end, therefore, with an economy 
the productive capacity of which was greatly impaired, confronted 
with enormous tasks of reconstruction and rehabilitation, and with her 
citizens in possession of an inflated mass of liquid purchasing power. 

A great deal of the inflation potential created during the occupation 
was prevented from being realized through the insistence of the occupy- 
ing authorities that price controls and rationing be maintained and 
wages kept at a relatively low level.’ While the index of retail prices 
had risen to 295 (1938 == 100) in Paris in August, 1944, the index of 
hourly wage rates had risen to only 163.° 

~; „Within two months of the liberation of Paris a general wage increase 
was granted to industrial workers. From that date forward a series of 
further general wage increases has followed. The index of hourly in- 
dustrial wage rates for skilled workers rose from 163 (1938 == 100) in 
August, 1944, to 231 in October, 1944, to about 475 in October, 1946." 
Since the latter date, additional overall wage increases have been 
decreed, the latest at the time of writing being on the order of 25 per 
cent (December, 1947) .** 

On the whole, the history of wage developments has been that of 
a continuous struggle between costs of living and wages. The rapidity 
with which prices have risen is reflected in the minimum wage de- 
mands of organized labor: as of January 1, 1947, 7,000 francs monthly 
for a 48-hour week;*” in December, 1947, 10,800 francs a month, with 
revision of pay scales every three months. 

While wage rates rose rapidly dating from October, 1944, industrial 
production increased at a much slower pace, the index failing to reach 
the average of 1941 until the end of 1945, and it is doubtful if during 
the year 1947 it more than barely reached the depressed level of 1938.** 

In addition to the spiral of wages, the chronic budgetary deficits of 
the state must bear a large share of the responsibility for the inflation 

* Secretariat d’État à la Presidence du Conseil et à ’Information, Notes Documentaires et 
Études, No, 291, p. 8. 


* The Germans wanted price controls in order to facilitate their “purchases” in France— 
often at black-market prices; they wanted wages kept down in order to encourage workers 
to volunteer for service in Germany. 


"Institut de Conjoncture, Point Economique, No. 5, December, 1945, p. 13. 


* Institut National de la Statistique et des Etudes Economiques, Etudes et Conjoncture, 
Union Française, Aug.~Sept., 1946, p. 20. 


“= New York Times, December 20, 1949, p. 2. 

“U.S. Department of Labor, Monthly Labor Review, August, 1947, p. 156. 

” New York Times, November 26, 1947, p. 1. 

“Institut National de la Statistique et des Etudes Economiques, of. cit., pp. 110-11. 
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with which France has been struggling since her liberation. Despite the 
elimination of the occupation and clearing charges which forced deficit 
financing on the government during the occupation years, total gov- 
ernment expenditures remained at a high level after the liberation. 

In 1945, state expenditures totaled 552 billion francs and tax re- 
ceipts 245 billion, leaving a deficit of 307 billion francs. The national 
income of 1945 was estimated at 1300 billion francs. 

In 1946, total state expenditures amounted to 783 billion francs and 
tax receipts 461 billion, leaving a deficit of 322 billion francs.” National 
income was estimated for 1946 at 2,000 billion francs.” 

A portion of the large government outlays has gone into necessary 
capital investment, but an extraordinarily large fraction of expenditures. 
(especially for the maintenance of the military establishments) hds 
contributed little or nothing to the reconstruction of the economy, 
while adding fuel to the inflationary fire. 

In addition to their direct economic effects, the continuing budget 
deficits have had a very important psychological influence, the gen- 
eral public interpreting them as positive indicators of further inflation. 


Il. Efforts to Combat the Inflation 


From the beginning of the post-liberation period, it was generally 
recognized in France that the monetary and fiscal problems facing the 
nation were formidable and of great significance. This conviction grew 
with the developing inflation, until it finally became apparent that the 
reconstruction and rehabilitation of the economy would be a distress- 
ingly burdensome and drawn-out task unless some kind of monetary 
stabilization could be reached. Attempts at economic control were fore- 
doomed to failure so long as the inflation persisted: rationing and 
price controls over consumer good were subverted by ubiquitous black 
markets where almost any good or service could be obtained, usually 
at a price several times the official price; efforts to direct productive 
activities into the lines that would hasten the reconstruction of the 
country were largely vitiated by the opportunities to make huge 
speculative gains through withholding goods from the market and 
catering to the nearly unlimited extra-legal consumer market. 

By the end of the year 1946, it is safe to say that solving the infla- 
tion problem had become the chief preoccupation of the government, 
the first domestic problem from the point of view of urgency of 
solution. 


** Ministère des Finances, Inventaire de la Situation Financière, 1946, pp. 230, 559. 
** Data made available to writer by French Ministry of Finance. 
“ Ministère des Finances, op. cit., p. 400. 
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In tracing the development of French monetary policies, it is impor- 
tant to note that the general approach that was to be followed for at 
least the first three, critical years after the liberation was settled upon 
within a very short time ‘after the deliverance of Paris from the Ger- 
mans. The liberation government was faced with the facts that as the 
result of the war and occupation, (a) the French people was in dire 
need of an improved level of consumption and was psychologically 
convinced that liberation would result in such an improvement, (b) the 
domestic economy was so badly disorganized and weakened that it 
would be unable for a considerable period to satisfy normal consump- 
tion and investment demands, and (c) an inflated volume of liquid 
purchasing power was held by the public. 

_ Under these circumstances, the latent inflation potential was obvi- 
ous and it was equally obvious that about the only immediate positive 
domestic measure which could be taken to alleviate the pressure on 
prices was the reduction or immobilization of the public’s holdings of 
liquid purchasing power. The important question, however, was the 
method which should be adopted to accomplish this. 

In the neighboring country of Belgium (and in other recent cases 
such as in Tunisia and Corsica) bank notes had been called in and 
exchanged for new notes, a portion of which had been frozen or blocked 
in accounts, the latter to be taxed or gradually unfrozen, as the future 
situation warranted. 

This system was widely discussed in France. While many prominent 
financial statesmen recommended it strongly (among whom the out- 
standing advocate was M. Pierre Mendes-France), the bulk of the 
government and the public was set against such drastic action. There 
were many arguments advanced against this solution, but the most 
prominent of them was that it would create a psychological reaction 
which would ruin the state’s credit and paralyze economic activity.** 

In any event, the effectiveness of any such procedure declined with 
the passage of time, and as the discussion prolonged itself over several 
months it became a progressively less attractive solution. 

The outcome of the debate was that strong measures on the Belgian 
model were rejected by the Cabinet, to the relief and applause of the 
majority of the public. The general nature and tone of monetary and 
financial policy in France were set by this basic decision. “Classical” 


* Other arguments against the proposal were that (a) it was theoretically unsound, (b) 
the government did not possess the new notes necessary to effect an immediate exchange, 
(c) the administrative difficulties would be too great, and (d) there were no means of 
increasing the quantity of consumer goods which would be hecessary to make the program 
effective. (See Charles Rist, “The French Financial Dilemma,” Foreign Affairs, Vol. 25, 
April, 1947), 


314 THE AMERICAN ECONOMIC REVIEW 


methods of control were to be followed which would retain the con- 
fidence of the French people in their provisional government. The prin- 
cipal policies which were in fact pursed will now be examined. 


A. The Liberation Loan 


The first major effort of the provisional government to meet the 
inflation problem was the flotation of a “Liberation” loan, the principal 
objective of which was to reduce excess purchasing power. Several 
factors served to make it a success from the point of view of the 
amount of subscriptions, a total of 164 billion francs being subscribed. 

First was the fear on the part of many that the government might 
still institute a note-conversion and blocking program on the Belgian 
model. Assurances were given by the Minister of Finance that funds’ 
invested in Liberation bonds would be given special treatment in any 
subsequent extraordinary taxation measures. 

The second favorable factor was the absence at the time of flotation 
of the loan of many attractive alternative investments with the yield - 
of three per cent received on the bonds. 

Lastly, there was a good deal of patriotic feeling in France for the 
first post-liberation attempt to effect the assainissement of the cur- 
rency. The number of subscriptions—2,300,000—was the largest ever 
attained in France up to that time. 

Of the 164 billion francs subscribed, 73 billion were paid in bank 
notes, 54 billion from bank deposits and 37 billion in Treasury and 
savings bonds.*® Hence, more than a fifth of the subscriptions simply 
served to replace short-term obligations with longer-term obligations. 

It is also significant that the average size of the subscriptions to the 
loan was slightly over 70,000 francs. From this fact, plus the origin of 
the funds subscribed as noted in the preceding paragraph, it would 
appear that the success of the loan in mopping up active purchasing 
power was limited. It is doubtful if any significant amount of new 
savings resulted from the loan. 


B. The Note-Exchange Program 


The second major monetary measure was taken in June, 1945—one 
year after the Allied landings on the Continent. On June 2, the Minister 
of Finance announced the decision of the government to exchange all 
notes of the Bank of France (and those issued for the Allied military 
forces) of denominations of 50 francs and above against new-type 
notes. From June 4, 1945, the old notes affected were to cease to have 


* Secretariat d'État à Ia Presidence du Conseil et à l'Information, Notes Documentaires 
et Etudes, No, 275, p. 5. 
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legal tender power.” Notes of 5-, 10- and 20-franc denomination were 
not affected, since they constituted only two per cent of the total 
circulation and would have complicated the exchange without con- 
tributing appreciably to the objectives of the program. 

The notes were exchanged franc for franc, without any levy or 
blocking. The only resemblance to the Belgian program, therefore, was 
the physical calling in of old notes and replacing them with new-type 
notes. 

In addition to the exchange of bank notes, the program included the 
stamping or exchange against new instruments, depending upon their 
value, of short and medium bonds—Armament bonds, Treasury bonds, 

-~ National Defense bonds, Savings bonds, Liberation bonds, etc. 
` The following was stated by the Minister of Finance to be the ob- 
jectives of the note-exchange program: 

1. It would give a profit to the State equal to the value of the notes 
and bonds cartied away by the enemy, sent out of France illegally, lost 
or destroyed during hostilities, or not presented for exchange by 
holders. 

2. It would result in “photographing” the holdings of currency and 
State bonds of every Frenchman and in this way facilitate a con- 
templated program of capital taxation. 

3. Finally, it would result in the conversion of a great number of 
idle notes into Treasury bonds, either direct or through bank deposits. 

The “profit” of the Treasury from the conversion amounted to about 
35 billion francs—+.e., the total amount of notes turned in for exchange 
was some 35 billion francs less than the official figure carried on the 
balance sheet of the Bank of France as outstanding prior to the con- 
version. 

Currency (note) circulation declined more than this amount, how- 
ever, for immediately prior to the exchange many converted their hold- 
ings into bank and savings deposits. As a result of the difference between 
official circulation figures and the amount of notes turned in for ex- 
change, plus the increase in deposits, the note circulation declined from 
about 589 billion francs on May 17 to 444 billion on August 2. Bank 
and savings deposits increased over roughly the same period by around 
110 billion francs. 

A secondary effect of the conversion was to ease considerably the 
Treasury’s position, since the increase in bank and savings deposits 
resulted in corresponding increases in bond holdings by the banks. 

_ Short-term Treasury bonds outstanding increased from 592 billion 


* Journal Officiel, June 3, 1945. 
* Journal Officiel, June 2, 1945. 
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francs, in the middle of May to nearly 689 billion at the end of June. 
Between May 31 and August 2, the Treasury’s current account at the 
Bank of France increased from 27 to 102 billion francs, and at the 
same time the last 19 billion francs owed by the State to the Bank of 
France as “provisional advances” were repaid. 

The only direct reduction in monetary circulation effected by the 
note exchange was that unknown, but presumably small, part of the 
35 billion francs difference in note circulation figures which repre- 
sented failures of the owners to turn in their notes.” 

The failure of the Liberation loan and note-exchange program to 
reduce the monetary circulation is shown by a comparison of the total 
circulation at the time of liberation and at the end of the note-. 
exchange operation:”* 4 


TOTAL MONETARY CIRCULATION, AUGUST, 1944 AND JUNE, 1945 


(In billions of francs) 
End of August End of June 

1944 1945 

Bank note circulation 620 444b 
Bank deposits 2448 392 
Current postal accounts . 26 43 
Savings accounts 140 244 
1,030 1,123 


® As of September 30, 1944. 
> As of August 2, 1945. 


It is clear from the above table that, although the note circulation— 
as it appeared in the official Bank of France statistics—declined as a 
result of the loan and note-exchange operations by over 28 per cent, 
this did not constitute a reduction in effective monetary circulation, for 
it was offset, indeed more than offset, by increases in other monetary 
media. Moreover, it must be remembered that part of the decrease in 
note circulation was purely fictitious, representing notes that had long 
been destroyed. 

At the conclusion of the note-exchange program, the then Minister 
of Finance (Rene Pleven) stated that: 


For me, the exchange of notes marks the end of a first phase of our financial 
effort of the post-war period and permits the opening of another. .. . Now 


= Principally by those who had accumulated large note holdings through black-market 
dealings or otherwise and who feared punitive measures if they revealed their holdings. Many / 
others in the same position, however, escaped from the dilemma by distributing excess 
holdings to less affluent friends for turning in. 


*3 Secretariat d’État à la Presidence du Conseil et à l'Information, op. cit., p. 7. 
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that victory is won and the exchange of notes permits us to see clearly in our 
house, we can on the one hand reduce certain expenditures and on the other 
hand institute the equalization tax on capital and on enrichment. . . .74 


C. The Capital Tax Program 


The capital tax program adopted soon after the note exchange con- 
sisted of two kinds of tax:* first, a tax on capital gains, whatever the 
sources, realized between January 1, 1940 and June 4, 1945; second, 
a capital levy on all capital held on June 4, 1945. In both cases, it 
should be noted that the date of the note conversion—June 4, 1945— 
was adopted as the critical date in the application of the taxes. In this 
way the effect of “photographing” liquid holdings as of June 4 through 
- the note-conversion program was made use of in the capital tax pro- 
gram. ; 
The capital levy was a relatively mild, progressive tax, with rates 
starting at three per cent on the first half million francs and rising to 
20 per cent on all in excess of 300 million francs. The exemptions were 
generous: 200,000 francs for each taxpayer, plus additional exemptions 
for family charges. Furthermore, the levy was payable in four equal 
instalments spread over four years.”° 

The basic exemption under the capital gains tax was 50,000 francs, 
and the rate was much greater, starting at five per cent on the first 
150,000 francs and rising to 100 per cent for all in excess of five 
million francs. Payment was to be made in two installments, the first 
in January, 1946 and the second in January, 1947. 

While the capital gains tax was fairly heavy, its effectiveness obvi- 
ously depended upon the accuracy and honesty of declarations by the 
taxpayers. Without exhaustive searches by the state which would in- 
volve an intolerable administrative burden, no effective check on tax- 
payers’ estimates of capital holdings as of January 1, 1940, could be 
made. This is particularly the case in France, where fiscal evasion has 
been traditional. The fact that declarations of capital gains, up to June 
25, 1946, amounted to only 176 billion francs” indicates clearly that 
this tradition has not been seriously breached in the application of the 
capital gains tax. 

While the capital tax program was presumably thought of by the 
government as fitting into its over-all monetary program, it was not 
designed primarily as an anti-inflation measure. In the introduction of 

"t Statement (translated) before the Consultative Assembly on June 26, 1945, Journal 
Officiel, “Débats de l’Assemblée Nationale Constituante,” June 27, 1945, p. 1210, 

5 Journal Oficiel, August 17, 1945, pp. 5090 ff. 

*°The period of payment was later reduced to two years. 

7 La Tribune Economique, July 26, 1946, 
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the law, its purpose was stated to be that of equitably distributing the 
burden of war damages among all the French people. That the program 
made some contribution to this end cannot be doubted, but its contribu- 
tion to the principal monetary objective of combatting inflation was 
coincidental and very limited. 


D. The Blum Experiment 


The failure of the attempts described above to achieve price stability 
became more and more embarrassing to the successive French govern- 
ments, and more and more critical from the point of view of restoring 
‘and reconstructing the economy. A serious and noteworthy effort was 
being made by the Monnet Planning Commission to draw up a schedule 
of production and investment designed to raise the productivity of the, 
economy and the standard of living to levels ultimately above the 
highest prewar levels. To accomplish these objectives, it was neces- 
sary that (a) an adequate volume of investments be made each year, 
(b) resources be allocated according to a priority scale, and (c) 
exports rapidly expand in order to allow the acquisition of necessary 
raw material and equipment imports. 

All three of these essential prerequisites would be adversely affected 
by continued price instability. The pressure of consumer demand could 
be expected to remain extraordinarily strong for at least two years. 
Even with stable prices, therefore, it would be difficult to obtain the 
savings required by the Monnet Plan. If the necessary savings were 
obtained through inflation, the problem of allocation of resources on 
a priority scale would be seriously complicated, for pressure to divert 
production into the more profitable consumer industries would be 
great. 

Lastly, continued rising prices would constitute an obstacle to the 
necessary expansion of French exports. By the end of 1946, world 
demand was becoming more elastic with respect to price, and the rate 
of increase in French exports could not be maintained for long, if 
internal prices were to continue on their upward trend, without a 
further devaluation of the franc. 

It was in response to these imperious demands that the so-called 
“Blum experiment” was launched at the beginning of the year 1947. 
The approach of Premier Blum was essentially psychological. In a 
dramatic broadcast to the nation, Blum announced the determination 
of the government to end abruptly the inflation spiral and to effect an 
immediate five per cent reduction in all consumer prices. Moreover, 
the first five per cent decrease was to be followed by a second five per 
cent reduction no later than March 1, 1947. 


2 New York Times, January 4, 1947, p. 7, 


SNIDER: FRENCH MONETARY AND FISCAL POLICIES 319 


The patriotism of Frenchmen was appealed to, but they were also 
warned that failure to abide by the price decrees would entail heavy 
penalties. Voluntary observance committees were established to report 
infractions of the new measure. “Test” stores were created in all com- 
munities where new price lists were prominently displayed to serve as 
consumer guides. 

The principal object of the new policy was to destroy the speculative 
atmosphere which the inflation had created and which, in turn, helped 
to create further inflation. If, somehow, producers and the general 
public could be convinced that prices were going to stop rising—and 
perhaps even fall—then, it was reasoned, hoarded stocks and excess 
inventories would be put on the market immediately. Specifically, the 
public was assured that a further reduction in prices of at least five per 
cent was forthcoming within two months, so that commodity hoarders 
were encouraged to sell their accumulated stocks immediately. 

Other, more concrete, measures were also adopted by the govern- 
ment to discourage commodity hoarding. The government threatened 
to seize and sell on the open market excess stocks. Standards were to be 
devised for determining what constituted excess inventories in various 
industries. Banks were instructed to scrutinize carefully applications 
for loans and to refuse loans which appeared to be for the purpose of 
financing inventories. 

What were the results of the psychological “shock” imparted by this 
program? First of all, a tremendous popular enthusiasm for the pro- 
gram developed immediately. It was hailed in the press as the turning 
point in France’s postwar history; all political and economic groups 
endorsed the program. Retail stores began immediately to post signs 
in their display windows announcing five per cent (some of the more 
enthusiastic made it ten per cent) reductions on all prices. 

Labor groups were especially receptive to the experiment, and in its 
beginning indicated a willingness to postpone demands for further wage 
increases until the results of the price reduction program were observed. 

The immediate substantive result was a slight fall in retail prices. 
The index of retail prices in Paris fell from 865 (1938 == 100) in De- 
cember, 1946, to 856 in January, the first month during which the price 
decree was in force.” Retail prices remained about the same during 
February, but fell further in March (838) and April (837) as a result 
of the second price-reduction decree. 

It is doubtful that black-market prices were similarly affected, how- 
ever, and if the above indexes were modified to take these into account, 
the decrease in effective prices which occurred would have been even less 
than that indicated above. 


” Statistical Office of the United Nations, Monthly Bulletin of Statistics, August, 1947. 
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Nevertheless, the success of the program during the first four months 
of the year 1947 can fully be defended on the grounds that it stopped 
the upward trend of prices, regardless of whether it actually reversed 
the trend. 

Unfortunately, the success in restraining prices was short-lived. In 
May, the previous trend of retail prices was resumed, the index rising 
to 886, and in June bounded upward to 941.° 

Writing in his column in the Socialist daily Le Populaire on June 21, 
1947, Leon Blum, author of the price-reduction experiment, commented 
as follows: “The experiment has not been without honor; it has not 
been without temporary profit, nor even, what I believe and hope, with- 
out lasting profit; but it has ceased. We will be able later to look for the 
causes and fix responsibilities, for the present, the fact is there.” x 

The causes of the failure of the Blum experiment are not far to seek: q 
first and foremost is the simple, elementary fact that inflation (like 
most other economic and social problems) cannot be legislated out of 
existence without removal of its basic cause. It is true that concurrent 
with the price-reduction program the Blum government was attempting 
to stabilize wages and reduce the government deficit; but in neither of 
these attempts was anything more than ephemeral success attained.” 
Moreover, the blackmarket continued to flourish, the farmer continued 
to withhold grain from the market and feed it to livestock, a large part 
of incomes continued to be left untouched by the fiscal system. France 
discovered that inflation has many roots and ramifications and cannot 
successfully be attacked at only one or two points. 


E. Reduction in Government Expenditures and the Budget Deficit 


It was shown in a preceding section” that total central government 
expenditures continued to mount after the liberation despite the elim- 
ination of the heavy financial charges imposed during the occupation. 
The large deficits in the governments financial operations was one of the 
principal factors contributing to the developing inflation. 

The successive provisional governments, and the French public 
generally, recognized the important role of the budget deficits in the 
inflation problem.. Indeed, one of the principal points in each govern- 
ment’s anriounced policies was reduction of budgetary expenditures. 
This became one of the most reiterated points in French monetary 
policy, for every political group gave lip-service to it. 

Unfortunately, it was easier to state than to realize the objectives of 


” Board of Governors of the Federal Reserve System, Federal Reserve Bulletin, Sept., 
1947. 
* See supra, Part I and the section on the budget. 


* See supra, Part I. 
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budget policy. Efforts during the first two years after liberation to 
restrain even ordinary expenditures failed, while the yield of taxes 
increased only because of the inflation.** Moreover, in addition to the 
ordinary budget expenditures there was the added burden of extra- 
budget expenditures for war damages and reconstruction. 

Finally, because of the increasingly critical nature of the monetary 
problem in France and the public pressure to reduce the budget deficit, 
special efforts were made during the first semester of 1947 to effect an 
equilibrium between current ordinary expenditures and tax receipts. 
M. Jean Monnet, chief architect of the Five-Year Reconstruction Plan, 
stated flatly that equilibrium of the ordinary budget was an indispen- 
sable prerequisite for carrying out the investment schedule of the plan 
for 1947.** 

One of the chief tasks the government set for itself in the first 
months of 1947, therefore, was the balancing of the ordinary budget.*° 

While original estimates indicated expenditures during 1947 of 660 
billion francs and tax receipts of 550 billion,** it was assumed that these 
ordinary expenditures could be compressed and tax receipts enlarged 
without too much difficulty. It was discovered after weeks of diligent 
labor, however, that expenditures were extremely unsusceptible to 
compression. The lack of success in achieving a balanced ordinary 
budget led the Assembly to block 40 per cent of the government’s credits 
for reconstruction projects, the credits to remain blocked until such 
time as a balance could be produced in the ordinary budget. This action 
` demonstrated the seriousness which the Assembly attached to the prob- 
lem of inflation and to the budget deficit as a contributing cause. 

Finally, estimated expenditures were reduced to 610 billion francs 
and estimated tax receipts were increased to 590 billion. But while the 
Assembly was in process of discussing these estimates, the civil servants 
succeeded in forcing pay increases, thus upsetting the near-equilibrium 
which had been worked out." 

Instead of the state’s financial situation improving, as the months 
went on, it deteriorated still further. It became increasingly difficult to 
replace maturing short-term obligations, so that it was necessary to, 


“With the exception of the capital taxes described previously and other, minor, new 
taxes. 

™ See Commissariat Général du Plan de Modernisation et d’Equipment, Rapport Général 
sur le Premier Plan de Modernisation et d’Equipment, pp. 92 ff. 

“Other aspects of the government’s monetary policies in the early part of 1947 have 
been described in the preceding section on the “Blum experiment.” 

Assemblée Nationale, Annexe au proces-verbal de la séance du 28 Février 1947, 
“Rapport Fait au nom de la Commission des Finances,” p. 33. 

© See the London Economist, August 2, 1947, p. 199. 
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raise the ceiling on temporary advances from the Bank of France to 
the state from 100 billion francs to 200 billion francs.** 

On October 9, 1947, Premier Ramadier announced a program of 
financial, economic and fiscal measures aimed at the immediate halting 
of inflation and stabilization of the currency. The key point in this pro- 
gram was the balancing of the total budget. 


The time has come to assure a total balance of the budget. Henceforth 
there will be only one budget without distinction between the ordinary and 
exceptional budgets. 

The only separated accounts will be for reconstruction i war damages, to 
be financed solely by bond issues without recourse to bank credits or Treasury 
loans. 

The budget, on the contrary, will be entirely financed by tax collections, 
without any recourse to banks or loans. . . .3? 


Ramadier’s program called for cuts in departmental government ex- 
penditures and military expenditures. On the revenue side, plans were 
announced for the reorganization of the tax system to increase receipts 
to 690 billion francs. 

Implementation of Ramadier’s plans to balance the budget included 
the postponement of all government contracts for equipment and re- 
construction until a balanced budget could be determined, elimination 
of 1300 jobs in the Veterans’ Ministry, with a large cut in its appropria- 
tions, and the abolition of a large number of military courts. 

In early November, the Cabinet decided further to reduce expendi- 
tures by dropping the subsidy on coal. While this resulted in reducing 
expenditures by several billion francs (an unimportant portion of total 
expenditures) the immediate effect was to force an increase in the 
official price of coal from 1350 francs a ton to 2160 francs and a 
corresponding rise in dependent industrial prices. 

Jules Moch, the Minister of Economic Affairs, justified the elimina- 
tion of the coal subsidy, and other parts of the Ramadier program, in 
these terms: “The Government had the choice of defending prices or 
of defending the currency. After serious study, it decided that the first 
would lead to dire catastrophe, and it adopted unanimously the second 
course.’’*° 

A month later the Ramadier government was replaced with a new 
Cabinet headed by Schuman, the Minister of Finance in the preceding 
government. The efforts of the Schuman government to meet the infla- 
tion crisis will be examined in the next section, but it may be remarked 


8 Ibid. 
* As quoted from Ramadier’s statement in the New York Times, October 10, 1947, p. 5. 
£ Quoted in New York Times, November 7, 1947, p. 7. 
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at this point that, because of threatened internal disorder, the new 
government: soon called up an additional 80,000 men into the armed 
forces. Moreover, to forestall an impending strike of government em- 
ployees, the latter were offered increased pay and family allowances 
aggregating 110 billion francs annually. Again, therefore, efforts to 
balance the budget through reducing expenditures were stalemated. 

It is quite clear from the above account that, despite repeated efforts 
to balance the budget and of reiterated declarations that this was the 
official policy, the fact remains that remarkably little success has been 
achieved in France in this respect. The important question remains of 
what explains this failure. 

Two factors, broadly speaking, have been responsible: (a) the dif- 
ficulties encountered in compressing expenditures, and (b) the funda- 
mental weakness of the French fiscal system. 

On the first score, the biggest problem has been that of military 
expenditures. These amounted to 177 billion francs in 1945, 185 billion 
in 1946 and were estimated at 235 billion in 1947.** While the war in 
Europe continued, military expenditures could not be questioned; but 
when such expenditures remained at a high level after VE day and, 
finally, after VJ day, they became the hard core of the budget problem. 

The general public was shocked by the apparent incompressibility 
of military expenditures, “Yet so far the stubborn resistance of the 
military hierarchy has succeeded—as it did in 1918 after the last war 
—in slowing down the deflation of the armed services which successive 
ministers of finance so much desired.”’*” 

A similar history developed with respect to the reduction of the civil 
service. In 1938 there were 687,000 employees of the state. In 1945 
there was over one million, without counting the half-million employees 
of local governments and services and the employees of the national 
railways. 

While it has been the official policy to increase the efficiency of the 
civil service and reduce the number of personnel, no substantial prog- 
ress has been made to date. On the contrary, on account of salary 
increases granted to civil servants, the cost of government personnel 
has steadily increased. 

Some success has been achieved in reducing subsidies, which had 
been granted by the state on a variety of goods and services in order 
to keep their sales price below costs of production. But while the re- 
duction or elimination of subsidy payments has made a relatively small 

“ Ministère des Finances, Inventaire de la Situation Financière, 1946, p. 321; Assemblée 
Nationale, loc. cit. 


Charles Rist, “The French Financial Dilemma,” Foreign Affairs, Vol. 25 (Apr., 1947), 
p. 452. 
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contribution toward a balanced budget, increased prices have im- 
mediately followed, which, in turn, have encouraged further wage de- 
mands from both workers in nationalized plants and in government 
service. o 

Finally, as noted previously, the extraordinary budget was partially 
frozen at the beginning of 1947 under the Blum Cabinet and virtually 
eliminated later on under the Ramadier Cabinet. Despite this drastic 
action, the government was nevertheless grappling with the problem 
of covering a current deficit on the order of 100 billion francs late in 
the year 1947.“ 

On the revenue side, little effort has been made to increase rates of 


taxation, except for indirect taxes.** The increase in tax yields which | 


has occurred has been derived principally from inflated prices and 
incomes. 

One of the important reasons for the absence of any greater efforts 
to increase direct tax rates must lie in the notorious inefficiency of the 
French fiscal system. Even before the war, receipts from direct taxes 
amounted to only about 25 per cent of total receipts, excise and indirect 
taxes comprising the bulk of the remainder. These proportions have 
not been appreciably altered.** 

Evasion of direct taxes is extremely widespread in France, wage 
earners and others with easily determined fixed incomes bearing the 
brunt of the burden, while the business and professional classes and 
the peasants largely escape. 

In order, therefore, to institute an effective income tax program, a 
prior condition would be the complete revision of the traditional fiscal 
system and the creation of a new psychology on the part of the tax- 
payer—a task of unenviable proportions. 

In view of these considerations, the announced efforts of the Rama- 
dier government to improve the tax-collecting system“? appear to be a 
worthy objective, but perhaps difficult to achieve. 


F. The Schuman Program 


The rising cost of living and political considerations led to the rapid 
spread of strikes all over France in October and November, 1947. It 
was in the midst of this situation that a new Cabinet headed by Schu- 
man took office in November. | 


* New York Times, December 17, 1947, p. 7. 

“The capital taxes imposed as described above are also an exception. The special diréct 
taxes imposed at the end of 1947 (described in the next section) constituted in effect a 
forced loan rather than taxes proper. 

*% Ministère des Finances, op. cit., p. 396. 

* See the London Economist, October 18, 1947, p. 653. 
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While the Schuman government took immediate drastic steps to halt 
the wave of strikes and sabotage, at the same time it was forced to 
concede the necessity of allowing increased wages. Although the de- 
mands of the General Confederation of Labor were not fulfilled, a cost- 
of-living bonus of 1500 francs a month and a 22 per cent increase in 
family allowances were granted, effective November 24.“ At the be- 
ginning of 1948, a general wage increase, set officially at about 25 per 
cent, was put into effect.“ 

The tie-up in production which the two-month strike wave caused, 
and the increased wages which were granted as part of the govern- 
ment’s efforts to restore industrial peace intensified the problem of 
controlling prices. The necessity for some kind of energetic action was 
underlined by the report of the National “Balance Sheet’? Commis- 
sion, which was established under the chairmanship of Jean Monnet 
to study and report on the condition of the economy. 

The report of the Commission stated that in the year 1948 the excess 
of purchasing power in the economy over the volume of purchasable 
goods would be at least 365 billion francs. The Commission recon- 
mended a heavy tax program and a redistribution of income in favor 
of Labor.” 

It was with this background that the Schuman “austerity” program 
was outlined before the National Assembly on December 19, 1947. The 
principal points contained in the program were the following: (a) the 
establishment of a “balance” between wages and prices over the forth- 
coming six months; (b) balancing of the budget through increased 
taxation and a forced loan. 

As indicated above, the government was committed to a general in- 
crease in wages in addition to the 1,500 franc cost-of-living bonus. It 
was proposed now, however, that after wage readjustments were ef- 
fected, no further changes would be made before June, 1948. 

At the same time, the rise in prices was to be checked through the 
anti-inflation tax-forced loan program. The latter provided for not 
only an increase in indirect taxes, but also special direct taxes to be 
levied on incomes of more than 750,000 francs, on business profits and 
on land holdings. These special direct taxes were designed to yield 150 
billion francs in 1948. 

In effect, however, these special direct taxes were to amount to a 
forced loan, for those subject to the taxes were to have the option of 


“New York Times, December 7, 1947, p. 1. 
* New York Times, January 1, 1948, p. 19. 
® New York Times, December 16, 1947, p. 14. 
” New York Times, December 20, 1947, p. 2. 
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substituting for their tax liability subscription to a special bond issue. 
The bonds would have a maturity of ten years and carry three per cent 
interest. The proceeds of the special taxes or forced loan would be ear- 
marked largely for reconstruction purposes. 

The government’s proposals met with a storm of opposition from 
all the groups which would have been most affected." The peasants 
(traditionally nearly tax-free in practice) complained loudly against 
the proposal to tax their land holdings; the professional and business 
groups similarly protested. 

The Assembly responded to these protests by amending the govern- 
ment bill to eliminate the tax on land holdings, reduce the burden on 
small tradesmen, and exempt a large group who had endured property 


losses during the war. Under the amended bill, estimated receipts were. - 


reduced from 150 billion francs to 100 billion francs. 

The government refused to accept the Assembly’s amended version 
of the original proposal and staked its existence on acceptance by the 
Assembly of a compromise. The compromise measure was estimated 
to yield 125 billion francs and was finally forced through the Assembly 
after votes of confidence were taken five different times on challenged 
sections. : 

It is, perhaps, too early to assess the effectiveness of the Schuman 
program.” While the idea of a forced loan is a step forward from the 
point of view of technique, it is seriously to be doubted that the loan is 
large enough effectively to stem the tide of inflation. The estimated 
proceeds are only 125 billion francs for 1948 as compared to the “in- 
flationary gap” of 350 billion francs as estimated by the Balance Sheet 
Commission. It will be recalled that the Liberation loan floated soon 
after the re-establishment of a provisional government in France had 
yielded 164 billion francs and at a time when prices were much lower.” 
Moreover, the intention is apparently not to immobilize the proceeds 
of the forced loan, but rather to use them on reconstruction projects. 


“i New York Times, December 24, p. 1. 

“It was recognized to be futile to attempt to tax farm incomes because of inability to 
collect such a tax. 

The program was completed on January 26, 1948, by devaluing the franc to 214 to 
the dollar, establishing a free exchange market for “hard” currencies and an “export” franc 
which would be the average of the official rate and the free-market rate. A few days later, 
in order to obtain acceptance of its proposal to establish also a free gold market, the govern- 
ment called in, and temporarily blocked, all 5,000 franc notes, totaling an estimated 350 
billion francs, or one-third the total note circulation. At the time of writing, no decision 
had been taken as to the ultimate disposition of the blocked notes, although it had been 
indicated that the government might retain one-third of them as a deflationary measure. 


` 


(See New York Times, January 26, 1948, p. 1; Feb, 1, sect. E, p. 4; Feb. 8, sect. E, p. 4). 7 


3 Cf, supra, Part I, A. 
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III. Conclusion 


Inflation in France, the seeds of which were sown during the war 
and enemy occupation, has continued to increase since the liberation of 
the country. This has seriously hampered the recovery and recon- ` 
struction of the economy. The instability of prices and wages has 
proved to be an especially serious obstacle to the exercise of effective 
controls over the allocation of productive resources, thus largely 
vitiating the notable efforts of the Monnet Planning Commission to 
promote the re-equipment and modernization of industry and agri- 
culture. l 

Recognition of the unfortunate consequences of the inflation in 
France has been present from the time of liberation, but drastic defla- 
tionary measures have been avoided. Reliance was placed at first upon 
traditional and conservative methods of meeting the problem, such as 
efforts to balance the state’s budget, savings campaigns (the Liberation 
loan), psychological shocks (the Blum experiment), etc. When these 
attempts failed to stop the upward spiral of prices and wages, more 
radical measures were adopted, such as the Schuman forced loan and 
blocking (temporarily) of 5,000-franc notes. 

But while the increasingly critical nature of the problem forced 
the adoption of more effective monetary techniques, France has so far 
been unwilling to apply these techniques with sufficient force to halt 
the inflation. 

Political instability has contributed to the absence of more severe 
monetary and fiscal policies, and the traditional weakness of the fiscal 
system has greatly limited the number of practical methods available. 

The historical lesson of the French experience is not only that infla- 
tion, even though not of the run-away species, may under certain condi- 
tions serve as a very serious impediment to economic recovery and re- 
habilitation, but also that remedies, to be effective, should be (a) ap- 
plied at the earliest date possible and (b) drastic enough to cut at the 
core of its causes. 

The economic (and social) history of France since its liberation 
would undoubtedly have been far different if in the early months fol- 
lowing liberation the proponents of a severe deflationary policy had 
won out. 


POSTWAR BRAZILIAN ECONOMIC PROBLEMS 


By Josepu A. KersHaw* 


Recent economic events in Brazil, which is not atypical of Latin 
American economies as a whole, are interesting for a number of reasons. 
Not the least of these is the light they throw on some of the problems 
for which solutions must be found before the newly industrializing coun- 
tries can contribute to world economic stability through the Interna- 
tional Monetary Fund and the International Trade Organization. A 
number of writers have recently commented on some of those prob- 
lems,* and they need further attention. The purpose of this paper is to 
examine the legacy of the war to the Brazilian economy and to outline 
those Brazilian economic problems which are domestic in part, but 
which also have an important bearing on her ability to assume a stable 
role in the world economy. 


I. The Impact of the War on the Economy of Brazil 


Like every economy in the world, that of Brazil after 1939 was 
dominated by the forces of war. International trade has long played a 
major part in Brazil’s economic life. Attention will be paid first, there- 
fore, to this segment of her economy. After an early period of uncer- 
tainty, when the loss of European markets and sources of supply was 
expected to have serious depressive effects, demand by the United 
States and other countries for Brazil’s products increased sharply and 
enough shipping space was found to make a good part of this demand 
effective. The value of exports fell somewhat in 1940 after seven suc- 
cessive years of growth, but the next year saw a resumption of the up- 
ward trend at an accelerated rate.” At the same time, the value of 
imports, which in 1937 had exceeded exports and which had not changed 
much since that time, remained relatively stable after the outbreak of 
. the war until 1943, when it also began to climb rapidly, though lagging ` 
well behind the value of exports.® 

The result of these phenomena was to increase Brazil’s traditional 
favorable balance of trade very markedly. The export surplus for the 


* The author until recently visiting professor of economics at the Escola Livre de Sociologia 
e Politica de São Paulo, will shortly join the Douglas Aircraft Company, Project RAND. 


1See, for example, Kenyon E. Poole, “National Economic Policies and International 
Monetary Codperation,” Am. Econ. Rev., Vol. XXXVI, No. 3 (June, 1947), p. 369. 


3 Boletim do Ministério do Comercio, June, 1946, p. 171. 
* Ibid. - 
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years 1931-40 had averaged about 533 million cruzeiros.* For the years 
1941-45 this average was about 2,600 million cruzeiros, or five times as 
great, and in 1946 amounted to the colossal total of 5,214 million 
cruzeiros. These figures, of course, include only merchandise exports 
and imports. Statistics on the balance of payments for Brazil are not 
available, but the most reliable estimates place Brazil’s current net non- 
merchandise financial obligations abroad at around 2,000 million cru- 
zelros annually. 

The great increase in exports was a price rather than a volume phe- 
nomenon. While the value of Brazil’s exports between 1939 and 1946 
was increasing from 5,600 million cruzeiros to 18,240 million cruzeiros, 
the tonnage of goods exported actually declined from 4.2 million tons 
to 3.66 million tons, although the latter figure was substantially higher 
than the 2.66 million tons exported in 1942, the lowest export tonnage 
in the last ten years.® 

The rapidly increasing export surplus quite naturally had serious 
effects on the internal economy. Exporters presented far more foreign 
exchange to the Bank of Brazil’ than importers needed. The surplus 
was paid for by Brazilian currency placed in circulation by the bank 
through the exporters. As a consequence, a four-fold increase in money 
in circulation took place between 1939 and 1946, from 4.9 billion 
cruzeiros to 20.5 billion cruzeiros on December 31 of the respective 
years.” This currency served as a basis for a similar expansion of bank 
deposits, which rose from 12.5 billion cruzeiros to 48.8 billion cruzeiros 
in the same period of time.’ 

Inflation was the natural accompaniment of these developments. 
Cost-of-living figures in Brazil are notoriously unreliable, and none 
exist except for the two major cities of Rio de Janeiro and São Paulo. 
In the latter, which properly calls itself the industrial center of Latin 
America, the cost-of-living index for workers stood at 309.3 in January, 
1947 (1939 = 100). The greater severity of inflation in Brazil today 


“The cruzeiro is presently valued at 5.44 cents. Federal Reserve Bulletin, January, 
1948, p. 125. 

° Bank of Brazil, Annual Report, 1946, p. 185. 

8 Ibid., p. 184. 

* The Bank of Brazil is not a true central bank, but it does handle all exchange transac- 
tions for the government. 

® Bank of Brazil, Annual Report, 1946, p. 263. 

*Ibid., p. 233. 

* Divisio de Estatistica e Documentação Social de Prefeitura do Municipio de Sao 
Paulo. This figure is probably low, since it includes an index for rent at 118.7, the official 
controlled rental figure. Because of lax enforcement and legal loopholes, plus an overwhelm- 
ing demand for housing, few dwelling units are actually being rented at 118.7 per cent of 
their 1939 rental. The official cost-of-living index for Rio de Janeiro is somewhat below 
that for São Paulo. 
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than in the United States apparently resulted from the facts that price 
control measures in Brazil were considerably less effective, fiscal policy 
was not oriented to the problem, and at the beginning of the war 
there were fewer unemployed factors of production in Brazil and hence 
relatively little slack in the economy. 

One other consequence of the impact of the war merits brief men- 
tion. For many years prior to the war the importance of the textile 
industry in the Brazilian economy had been increasing. Whereas Brazil 
had been for years a traditional importer of cotton textiles, the years 
immediately preceding the war saw this situation change and some ex- 
ports develop. By 1946, 25 per cent of the nation’s industrial labor was _ 
to be found in the cotton textile mills,” and by 1945 cotton textiles had 
become the third most important export by value, following coffee and 
raw cotton. , 

This development posed a delicate problem for Brazil. The increase 
in the value of textile exports during the war was extremely great— 
from 68 million cruzeiros in 1940 to 1,400 million cruzeiros in 1945.7 
But the total physical output during the same period rose only slightly 
—from 822 million meters to 1,041 million meters.** The growth of 
textile exports thus took place at the expense of domestic consumption 
at a time when incomes and expenditures were increasing rapidly. The 
direction of exports also changed significantly. As late as 1944, 77.5 per 
cent were going to other South American countries, and an additional 
13.8 per cent to Africa. By 1946, these percentages had shifted to 38.8 
and 32.5 respectively, and Asia, which was an insignificant purchaser 
in 1944, was taking 18.8 per cent of the exports.** 

The future industrial development of Brazil and her position in 
international trade suggested the advisability of holding these markets 
if at all possible. At the same time, the price of clothing at home was 
nearly out of sight,” and the people were clamoring for remedial action, 
particularly in view of the apparent outrageous profit rates prevalent.” 
On December 7, 1945, the government, having decided to attempt to 
Soften prices by increasing supply, imposed an embargo on all textile 
exports.” Under industry pressure, this prohibition was later relaxed 


a “Textiles and Related Products,” Foreign Commerce Weekly (April 19, 1947), pp. 24-25. 


= Omar Mont’Alegre, “Tecidos: a Crise 1947,” O Observador Econômico e Financeiro 
(Agôsto, 1947), pp. 37 and 39. 

* Ibid., p. 39. 

4 Ibid., p. 45. 

135 Tt stood at 446.5 in January, 1947 in São Paulo and was still rising. Divisão de 
Estatistica e Documentação Social da Prefeitura do Municipio de São Paulo. 

16 Some examples of these rates in textiles are given in Mont’Alegre, op. cit., passim. 

% Diario Oficial, December 15, 1945. 
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and replaced by a requirement that export licenses would be issued in cer- 
tain cases. During 1946, exports of cotton piece goods fell by 41.8 per 
cent in quantity and 49.7 per cent in value from the peaks of 1945, but 
they fell only to fourth place in export value for the year," and increased 
steadily after the licensing arrangement replaced the export ban. 

Parenthetically, it may be remarked that the export ban was signally 
unsuccessful as a price control measure, the retail price of clothing 
having increased 37 points during its operation.*® Apparently this para- 
dox is accounted for by the policy of withholding of supplies imme- 
diately adopted by the industry, either in anticipation of, or as a means 
to force, an end to the ban. The development can be explained in large 
part by the fact that the original export ban was announced as tempo- 
rary, to last two months and to be renewed if circumstances warranted. 
The industry seems to have felt that the ban would not last long in any 
event, and acted accordingly. For the first six months of 1947, textile 
exports were again in third place, even under the licensing system, 
amounting to 738 million cruzeiros, which was about the rate of the 
peak year of 1945. Whether these foreign markets could be held was a 
major problem facing the industry and the nation. 


II. The Situation in 1947 


The days of lush profits and high prosperity created by the impact of 
the war are not yet at an end at the present writing, though a consid- 
erable amount of uncertainty injected itself into the situation for a 
time. During early 1947, the export surplus turned into a deficit, a 
“recession” developed in the textile industry, the Bank of Brazil was 
accused of restricting credit unduly, exchange control was instituted, 
and in many quarters devaluation was confidently expected. Truly, the 
year was a fateful one. 

The most significant development in 1947 was undoubtedly the 
change of the export surplus into a deficit. It will be contended at a 
later point that the export surplus for an economy like Brazil’s serves 
the same purpose as the rate of investment in a more mature capitalist 
economy. If this is the case, most of Brazil’s problems may be said to 
stem from this new and sudden development. 

The year 1947 opened with the trade balance active enough in Janu- 
ary, but February saw a small deficit, the first since early in the war. 
In March, exports increased again and the surplus stood at over a half 
billion cruzeiros for the month, a rate above the record reached in the 

* Gertrude E. Heare, “Brazil’s Economy in 1946 Held Generally to High Levels,” For- 
eign Commerce Weekly (June 7, 1947), p. 7. 

P “Brazil in Transition,” The Economist (Aug, 9, 1947), p. 243. 

” Jornal do Comercio, August 19, 1947. 
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year 1946.” With the expiration of the first quarter, however, the situa- - 
tion rapidly deteriorated, with great increases in imports bringing sub- 
stantial and continuing deficits, reaching more than a billion cruzeiros 
in May.” These developments merit some explanation. 

In the first place, it is to be noted that the United States has assumed 
the position of major importance in Brazil’s foreign trade. In 1946, 
the United States purchased 42.2 per cent of the value of Brazil’s total 
exports and supplied 58.2 per cent of the value of her imports.” The 
following table shows in thousands of U.S. dollars the changes that have 
occurred in the trade between the two countries:* 





Period Brazil’s Exports | Brazil’s Imports Brazil’s 
emg to United States | from United States Balance 
January~April, 1946 128,268 102,750 +25,518 ` 
January-April, 1947 161,087 235,860 —74,773 
April, 1946 33 ,535 22,442 +11,093 


April, 1947 42,734 61,240 —18,506 


In April, 1947, it may be noted, the deficit with the United States 
amounted to approximately 40 per cent of the total commodity deficit. 

In the second place, the import surplus was a result of the growth of 
imports, not of a decline of exports. For the first seven months of 1947, 
Brazil’s exports were at a rate 23 per cent higher than in the previous 
year.” Exports of coffee and raw cotton, which between them account 
for about half the value of Brazil’s exports, remained at high levels. 
For the first six months of 1947, coffee exports amounted to 3.5 billion 
cruzeiros, as against 6.4 billions in all of 1946. The corresponding 
figures for raw cotton exports were 1.7 billion and 2.9 billion.” 

Thirdly, the increase in imports was general, all major classifications 
except live animals showing a rise during the first five months though 
at very different rates. The value of raw materials imported increased 
by 58 per cent in this period, manufactured goods by 109 per cent, and 
foodstuffs by 209 per cent.” 

The favorable balance of trade during the war years had, of course, 


* Revista Industrial de São Paulo, July, 1947, p. 59. 

2 Ministerio da Fazenda. 

3 Heare, G. E., op. cit. 

** Foreign Commerce Weekly, July 19, 1947, pp. 8-9. 

* Service of Economic and Financial Statistics of the Ministerio da Fazenda. 

= Figures for 1946 are from the Bank of Brazil, Annual Report, 1946, p. 184; for 1947 
from Jornal do Comercio, August 19, 1947. 

“ Brazilian Business (published by the American Chamber of Commerce), July, 1947, 
pp. 30-31. ' 
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enabled the government to build up considerable holdings of gold and 
foreign exchange. With these assets it might have been expected that the 
nation could have withstood a trade deficit, even one of considerable 
proportions. But on June 4, 1947, exchange control was instituted, and 
foreign exchange began to be rationed to importers in accordance with 
priority schedules fixed by the government. 

It seems worth emphasizing what would have been considered ex- 
tremely strange a few short years ago. Here was a country whose ex- 
ports were far higher than they had ever been in its entire history, 
whose prices, national income, and economic activity were all at record 
levels, and whose most important foreign market and source of supply 
(the United States) was also enjoying a record prosperity. These, of 
course, are the reverse of the conditions formerly associated with the 
adoption of exchange control measures. Yet the country was faced with 
a situation which all but ruled out any alternative. 

Apparently the situation was as follows.” A gradual decline in gold 
and foreign exchange holdings had brought the total to about $673 
million (U.S.) by March 31, 1947, $29 million having been lost in 
March alone. Of the total holdings on that date, gold accounted for 
$354 million, and sterling for $262 million. The remainder was in 
dollars? and in European currencies. But of the total, the sterling was 
blocked by the British; by agreement with France no withdrawals by 
conversion would be made by Brazil until the balance held there ex- 
ceeded $44.3 million (which in effect sterilized this amount); and an 
undisclosed sum was similarly “blocked” by agreement with Belgium. 
Finally, $275 million were required by Brazilian law to be held as a 
reserve against the domestic currency.” 

These conditions attached to foreign exchange holdings may be 
summed up as follows (in U.S. dollars): 


Holdings as of March 31, 1947 .....sesesssssssrresessee $673,000,000 
Deduct: Sterling frozen in United Kingdom ............ 262,000,000 
411,000,000 


*It is extremely difficult to obtain authoritative and definitive information on foreign- 
exchange holdings. 

The Federal Reserve Bulletin for October, 1947, pp. 1324 and 1326, showed that 
short-term debts to Brazil in American banks (i.e. Brazil’s assets in the United States, ex- 
clusive of gold) fell from $256 million on August 31, 1946 to $96.7 million on May 31, 1947. At 
the same time, short-term debts of Brazil held by American banks (i.e., Brazil’s liabilities) 
rose between the same dates from $41.3 million to $150.2 million. In other words, on 
August 31, 1946, Brazil had net assets of $215.7 million, whereas by May 31, 1947 the 
position had changed to net liabilities of $53.5 million. 

* The figures in this paragraph are taken from an article by C. F. Carson and Joseph J. 
Magurn, “Latin-American Exchange and Import-Control Developments,” Foreign Com- 
merce Weekly (July 12, 1947), pp. 4-5. 
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Deduct: Reserves in France ........... rer se... CP) 44,300,000 
' 366,700,000 
Deduct: Domestic currency backing ........s ecceruen. 275,000,000 
91,700,000 

Deduct: Unknown reserves in Belgium ................ ? 


Maximum foreign liquid assets ...........cce ccc eee eu caee 91,700,000 


By August, the Economist reported that “. . . there is a good reason to 
believe that Brazil remains with only some $25 million in New York," 
which was about one-third the deficit with the United States during the 
first four months of 1947. 

The suddenness with which this deficit situation developed was the 
result of the fact that the “fundamental disequilibrium,” existing be- 
cause of the disparity between prices in Brazil and elsewhere, had been 
protected by lack of production in other nations. A Brazilian economist 
has been quoted as saying “that the internal value of the cruzeiro has 
been depressed to perhaps half its value in terms of the dollar; and 
... that this internal devaluation is only prevented from exercising its 
full effect . . . by the continued production difficulties of foreign ex- 
porters.”?? When these impediments began to be removed, the situation 
described above developed rapidly. 

Another factor in the decision to institute exchange controls was the 
strong tendency for Brazilian profits and liquid assets, most of which 
are held by the wealthy groups, to be spent in foreign pleasure trips, 
expensive American automobiles, and luxury homes requiring imported 
materials. Such visible and invisible imports of course made less of the 
dwindling foreign exchange available for badly needed raw materials, 
foodstuffs and machinery.** 

With these developments came a number of uncertainties, which, . 
however, did not appear to reflect fundamental economic disturb- 
ances.** Raw cotton prices in Sao Paulo turned downward in April 
and May, but the August average price, while still below the peak in 
March, was above January.” Bank loans and deposits levelled off after 
the first of the year, but there were no signs of drastic withdrawals or 


* “Brazil in Transition,” The Economist (Aug. 9, 1947), p. 245. The figure is in excess 
of currency backing, 

8 Ibid. 

“The failure of Brazil to declare its initial par value to the International Monetary 
Fund probably also reduced capital imports and encouraged capital exports. 

On June 30, a run took place on a medium-sized bank in São Paulo and a number of 
other banks suffered heavy withdrawals in the succeeding few days. But the banks suc- 
cessfully withstood this development and there have been no recurrences. 

** Bolsa de Mercadorias de Sao Paulo. 
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restriction of credit, in spite of the outcries of many business men who 
noticed that credit was no longer expanding without limit.** Coffee 
quotations and exports suffered momentary drops early in the year but 
both recovered quickly to good levels. 

The textile industry was apparently undergoing some genuine though 
minor readjustments. An unpublished study in the state of Sao Paulo 
where 42 per cent of the textile workers are employed shows that by 
June 30, 1947 employment was down 4 per cent from the first of the 
year and from a year earlier. Manufacturers as well as retailers cited 
a softening of textile prices, but the index showed the price of clothing 
at 461.9 in July as against 446.5 in January.” Cotton textile exports 
- for the first six months of 1947 were at the 1945 record level.** No 
general crisis seemed to impend, particularly while coffee and raw 
cotton exports held to high levels. And the exchange control measures 
ended the threat of a depressive import surplus, even though they might 
bring offsetting disadvantages. 


Til. The Immediate Problems 


Brazil’s two pressing problems are (1) to halt the inflation and (2) to 
adjust the value of the cruzeiro so that the competitive position of 
domestic industry will not be unduly impaired. These, of course, are in 
effect two facets of the same problem. With regard to the first, some 
_ progress was made during 1947. The increase in the cost of living was 
halted and a slight decline took place during the summer months, al- 
though the trend turned upward at a slow rate in October. The govern- 
ment appeared to be making a serious and successful effort to balance 
its budget.*® The Bank of Brazil, under government direction, reduced 
slightly the amount of money in circulation (the cessation of the rise 
was the significant thing). And the banking system was following the 
lead of the Bank of Brazil in strengthening credit terms so that loans 
stopped their headlong advance and were tapering off slightly. The gov- 
ernment was also making an effort to strengthen its price control pro- 
gram, although industry opposition to this last measure was solid and 
vigorous. 

It seems clear that the cost of living will never again approach pre- 


% Bank loans stood at 44.8 billion cruzeiros on May 31, 1947, as against 44.76 billions 
in January and 40 billions in 1944, 

* Divisio de Estatistica e Documentação Social da Prefeitura do Municipio de São 
Paulo, In April and May, a peak of 482.9 was reached. The base year is 1939. 

*% Jornal do Comercio, August 19, 1947, 

“Federal income last exceeded expenditures in 1927, and before that last in 1907. 
The excess of expenditures has apparently become a Brazilian institution. Instituto Brasileiro 
de Geografia e Estatística, Anuario Estatistico do Brasil (1946), p. 457. In 1947 there was a 
small excess of income. 
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war levels. The best that can be hoped for is a -gradual decline as war- 
time profit margins are recognized as impermanent, as new machines 
and techniques improve the poor (in many cases, primitive) production 
methods, and as the more inefficient firms are forced to exit. The process 
will be complicated by a high supply elasticity (in a downward direc- 
tion) which characterizes many enterprises and which stems from a 
business psychology quite different from that in the United States. 
Many business men appear to regard a high profit rate almost as a 
prime cost. For example, “. . . a leading Brazilian textile manufacturer 
claims he would close any mills not showing 100 per cent profit... .”’*°. 
While this attitude is probably extreme, the closing of mills and reduc- 
tion in output was taking place to a small extent toward the close of.-- 4 
1947, while profit margins were held high. The displaced labor in gen- 
eral merely returned to the land from whence it came during the war 
' or was absorbed in other industries, where prices were holding up; thus, 
no strong pressure group for lower prices and margins was created by 
the process. l 

The problem of adjusting the value of the cruzeiro is likewise not 
simple. That it is overvalued in relation to the dollar there can be no 
doubt.“ Yet a substantial part of Brazil’s food is imported* and the 
need for imported machinery on the best possible terms is acute if in- 
dustrialization is to continue. In addition, the country is almost com- 
pletely dependent on imports for such essential materials as petroleum, 
coal and steel products,‘ and for many durable consumer goods. De- ` 
valuation of the cruzeiro would of course raise the domestic price of | 
these items, and it would be extremely dubious public policy to take a 
step at present which would increase the upward pressure on prices of 
cost-of-living items. 

The problem of devaluation was further complicated by the fact that 
Brazil was apparently in the interesting situation where the relationship 


Brazil in Transition.” The Economist (Aug. 9, 1947), p. 244. 

“Lloyd A. Metzler’s article, “Exchange Rates and the International Monetary Fund,” 
in International Monetary Controls, Postwar Economic Studies No. 7, Federal Reserve 
System, 1947, makes an interesting purchasing power parity computation (p. 27) which indi- 
cates a “cost of living parity rate” of 3.87 cents per cruzeiro in November, 1946. Since that 
date the cost of living in the two countries has risen by about the same amount. In this writer’s 
opinion, however, this value is too high. It is based on a Brazilian cost-of-living index of 
237.3 (presumably the Rio index) which is almost certainly too low (see footnote 10 
above). The writer would estimate the parity rate at about three cents. It should be 
unnecessary to add that both Metzler and the writer are aware of the dangers of using 
purchasing power parity as anything more than a very general indicator. 

“For example, almost all of Brazil’s wheat comes from outside. r4 


#2 Strenuous efforts are being made at present to find petroleum deposits and to utilize 
existing coal and iron resources, which are adequate in amount but which are found at great 
distance from one another. Brazilian coal, however, is of poor quality. 
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between the exchange rate and the import balance is what Lerner has 
called “perverse.”** That is, the sum of the elasticities of demand for 
imports and for exports is less than unity. Under these conditions, de- 
valuation both reduces imports and stimulates exports by less than 
the extent of the devaluation. Devaluation, therefore, would make the 
balance-of-payments situation worse rather than better. “To correct 
such a situation [by manipulating the exchange rate] it is necessary 
to raise the value of the currency instead of lowering it.”* It is difficult 
to conceive that this situation could persist for long, or that any serious 
thought would be given to currency appreciation. Nonetheless, the 
situation was certainly one where “Devaluation is a blunt and indis- 
criminate instrument and may often be less efficient than selective 
policies designed to plug the main leaks in the balance of payments, 
with a minimum impact on basic economic activities and on produc- 
tion and living costs.’’** 

Apparently the wisest course will be to refrain from devaluation for 
the time being, using exchange control to protect the cruzeiro’s present 
value, and to continue and intensify measures intended to bring a de- 
cline in prices. Devaluation should come later when there appears to 
be a better distribution of goods in the internal market, and when prices 
and profit margins have been squeezed. This of course involves some risk 
of loss of foreign markets for manufactured items such as textiles but 
the domestic market has as yet scarcely been touched. There is develop- 
ing a recognition in Brazil that prices must be brought down if the new 
industries are to survive.“ 


IV. The Ultimate Problems: 


On the assumption that relatively satisfactory adjustments in the 
above matters can be made in the near future, and in particular that a 
new value of the cruzeiro is established to reflect a better relationship 


-between internal and external price levels, there remain to be con- 


sidered the problems which Brazil will then face. Specifically, the ques- 
tion whether Brazil (and other industrializing economies) will be able 
to fill her commitments to the several international economic and 
financial organizations deserves attention. There can be no question of 
her sincere desire to do so, since she has so much to gain both from 


“Lerner, A. P., Tke Economics of Control, ies York, 1946), p. 378. 

5 Ibid., p. 379. Italics in original. 

“Robert Trifin, “National Central Banking and the International Economy,” in 
International Monetary Controls, Postwar Econ. Stud. No. 7. (Federal Reserve System, 
1947), p. 78. 

“t Cf., for example, Omar Mont’Alegre, “Tecidos: A aca 1947,” O Observador Económico 
e Financeiro (Agôsto, 1947), p. 33. 
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expanding international trade and from stable international financial 
conditions. But relatively stable exchange rates and the avoidance 
of competitive exchange depreciation will be a political and economic 
possibility only so long as the welfare of the Brazilian people is not 
sacrificed in their name. 

Brazil is still a backward nation mdustrially. Much has been written ° 
recently which tends to give the impression that a substantial segment 
- of the area of the nation is industrial; and it is indeed true that remark- 
able strides have been made. Yet, with a nation of 45 million souls and a 
land area greater than the United States there is no heavy industry, 
paved roads are almost unknown, and outside the few large cities the 
life is almost primitive. The major coffee port of Santos is not con- 
nected with Rio de Janeiro by direct rail (nor by road) though they 
are less than 300 miles apart, and the great northern areas are a differ- 
ent country, except politically. Cotton textiles is the major industry, 
yet in 1945 there were only 2.68 million spindles in Brazil, not much 
more than half the number in Italy or in China, and a quarter the 
number in Japan. 

The problems of such an economy differ markedly in a number of 
respects from those of the more fully developed economies. For one 
thing, it is almost impossible for the government to pursue a fiscal 
policy. There are no organized money markets, the credit of the govern- 
ment is poor, and the banking structure is diffuse and diverse. In addi- 
tion, domestic investment goes by tradition into land, which is viewed 
as having much prestige value, so that private savings do not flow into 
government securities.*® 

Probably most important of all, the role performed by investment in 
advanced countries is performed in Brazil by the export surplus. This, 
together with capital movements into and out of the country, dominates 
the domestic economy. An export surplus” generates economic activity; 
an import surplus is depressive. Two things are extremely significant in 
this connection. First, Brazil’s assets in the balance of payments are 
subject to much greater fluctuations than her liabilities. The latter are 
for the most part made up of (1) obligations abroad which do not 
vary except in the comparatively long run as the debt is increased or 
paid off, (2) essential shipping and other services, and (3) food stuffs, 
raw material and machinery imports which are badly needed. Her 
assets, on the other hand, consist mainly of exports of raw materials 


* George Wythe, Industry in Latin America, p. 16. (New York, 1945). There were only 4.4 
million spindles in all of Latin America. 

“These phenomena are well treated by Robert Triffin in Chapter IV of Seymour Harris - 
(ed.), Economic Problems of Latin America (New York, 1944). 

3 Over and above fixed obligations abroad. 


KERSHAW: POSTWAR BRAZILIAN ECONOMIC PROBLEMS 339 


whose supply is very inelastic and whose price, therefore, is subject to 
great variations. 

The second fact of significance about this situation is that it is 
beyond the control of the Brazilian government. The important thing 
to the Brazilian economy is the level of incomes in the United States 
and other countries, rather than any domestic government policy. If 
world incomes decline, Brazilian exports (by value) will also decline 
and no action of the Brazilian people or government can remedy the 
situation. It can almost be said that Brazil will be prosperous in spite 
of anything she does if world incomes are high, and that if they decline, 
she is powerless.“ In the latter case, of course, it is possible for the 
country to adopt the purely defensive measure of exchange control, 
and Latin American countries have traditionally done so. But such 
action does not have remedial effects. 

The interest of countries such as Brazil, with respect to international 
economic arrangements, rests more with the maintenance of high in- 
comes throughout the world, therefore, than with the stability in ex- 
change rates. Once the postwar adjustments have been made, the matter 
of exchange stability will take care of itself as long as buying power, 
particularly in the United States, is maintained. This point is con- 
tinually made, for example, in the discussions on the draft charter of 
the International Trade Organization. “. . . most important of all, we 
. .. believe that only by developing the effective demand in the world 
can we expand the volume of international trade. The last is the one 
factor that obviously interests Brazil most.”*? 

It seems fair to conclude, in the light of the foregoing considerations, 
that the international financial organizations can and will contribute 
to exchange and trade stability of countries such as Brazil only if they 
can contribute to the maintenance of high incomes throughout the 
world. Success in this achievement will bring exchange stability with- 
out exchange control as a painless by-product; failure will reduce to 
scraps of paper the sincerest of pledges or lead to continual “funda- 
mental” disequilibria, in the language of the International Monetary 
Fund Agreement,” and successive “remedial” devaluations. This con- 
clusion is generally applicable to the stronger and more industrially 
developed economies as well. The difference lies in the fact that in 
countries like Brazil the government has far less effectiveness in com- 
batting the more powerful effects of the international trade winds. 

“This point is treated at greater length in George Soule, David Efron, and Norman 
Ness, Latin America in the Future World (New York, 1945), Chap. VIII. 


* Statement released at Geneva, reproduced in mimeographed Bulletin No. 14, June 10, 
1947, American Chamber of Commerce of São Paulo, p. 10. 


™ Article IV. 5-a. 
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V. Summary 


The war brought many problems to Brazil. It brought also a great 
deal of industrial progress as traditional sources of supply were elimi- 
nated and as incomes and effective demand rose. Postwar adjustments 
are called for and are proving difficult to make. The cost of living is 
too high and the monetary unit is overvalued. Price control measures 
have been at best only partially effective. 

The year 1947 brought at least a beginning of necessary readjust- 
ments. The trend in the cost of living is tapering off and some prices 
have softened. Nevertheless, there would appear to be no immediate 
prospect of a sharp deflation or break in industrial activity, in spite of 
some troubles in the textile industry. Real trouble will not come until or 
unless the staple exports—coffee and cotton—begin to suffer. After 
some uncertainty in this area, the international markets for these items 
appear to be quite firm. 

‘The welfare of the nation is irrevocably bound up with continued 
high incomes in the rest of the world, particularly the United States, 
which is now both the largest seller to and buyer from Brazil. The 
Brazilian balance of payments is all-important, the export surplus per- 
forming the role customarily reserved to investment in more advanced 
countries. Fiscal policy is inextricably tied to this factor, even the 
volume of money in circulation being generally a function of it. The 
Brazilian’s international interest, therefore, is in expanding trade at 


high incomes; with a continuance of such a situation, exchange stability ‘ 


(following the initial adjustment) will follow as a matter of course. 
Without it, exchange stability will be almost impossible to retain. In a 
very real sense, the Brazilian has a personal interest in the adoption of 
wise and sound economic policies in Washington and London. 


” 
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COMMODITY CURRENCY AND COMMODITY STORAGE 
By C. D. CALSOYAS* 


I 


In the midst of such issues as the existence and nature of the soul, 
the foundations of the syllogism, and the critical principles of art, 
Aristotle paused to consider monetary theory. He provided a starting 
point for all seekers after the origin and nature of money and its value 
by expounding both a nominalist and a commodity theory of money.* 
Ever since the time of Aristotle, writers, less eclectic and versatile, 
have attempted to explain the value of money in terms of their general 
value theory by treating money as an actual commodity and applying 
the principles of this theory. In this way, the classical economists suc- 
ceeded in integrating their theory of the value of money with their gen- 
eral theory of value. But later writers, supposedly freed from the 
trammels of the labor theory of value, found themselves in despair over 
their inability successfully to develop a single value theory, applicable 
both to money and commodities. In 1936, Lord Keynes’ announced 
the synthesis of the glaring dichotomy, and in 1938-42 Professor 
Marget adduced many examples of earlier syntheses, along with the 
disconcerting remark that synthesis in itself did not provide a useful 
accretion to the organon of economic science.® 

Professor Ellis’s exhaustive survey of the metaphysics of money in 
the German literature shows clearly that the nominalist theories of 
money are more useful in studying the nature and value of money in a 
modern economy. More precisely, any discussion of the nature and 
value of money in terms of a commodity theory will be vitiated when, 
in fact, the money of a given economic system is not a commodity. 
Perhaps “the ancient and futile dispute regarding the ‘commodity’ 
character of money’* may come into fashion again if the proposals 
of several professional economists and other people concerning mone- 

* The writer, an instructor in economics at Yale University, acknowledges indebtedness 
to Professor Howard S. Ellis for a critical reading of this paper. 

`H. S. Ellis, German Monetary Theory, 1905-1933 (Cambridge, Mass., 1934), p. 7. 
*The General Theory of Employment, Interest, and Money (London, 1936), chap. 21. 


"A. W. Marget, Theory of Prices, Vol. IL (New York, 1942), pp. 3-133. Cf. Ellis, 
op. cit, p. 119: “The chartalists and nominalists have succeeded in showing that the 
idea of money is categorically distinct from that of commodities, and that the nature 
Of its value is purely relative in contrast to commodity values. It would not be surprising 
if the manner in which this value is determined should prove unique.” 


* Marget, op. cit., II, p. 12, footnote. 
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tary reform are ever adopted. A consideration of those commodity cur- 
rency proposals, associated with the names of Messrs, F. D. Graham 
and Benjamin Graham, is the purpose of this paper. Before discussing 
those proposals, it will be useful to give a sketch of the operation of a 
commodity money system. 

According to Lord Keynes,’ “Commodity Money is composed of 
actual units of a particular freely obtainable, non-monopolised com- 
modity (or of warehouse warrants for actually existing units of the 
commodity, e.g., United States gold certificates) which happens to have 
been chosen for the familiar purposes of money, but the supply of 
which is governed—like that of any other commodity—by scarcity and 
cost of production.” Lord Keynes does not carry the analysis of com- 
modity money much further than to say: “Managed Money is, in a 
sense, the most generalized form of Money-—which may be considered 
to degenerate into Commodity Money . . . when the managing authority 
holds against it a hundred per cent of the objective standard, so that 
it is in effect a warehouse warrant.”® 

Lord Keynes’s definition of commodity money can be expanded 
further. The money commodity may be compared to the numeraire’ of 
the Walrasian general equilibrium system, which has all the charac- 
teristics of a commodity, but is also used as the unit of account. The 
money commodity is distinguished from other commodities by the fact 
that it has one peculiar demand—its use as money. The distinction 
between the commodity as money and the commodity as a good is as 
follows. As long as the money commodity is held for its purchasing 
power, it may be considered as money; if it is held for its utility, 7.¢. 
for consumption (or industrial) purposes, it may be considered a com: 
modity. The money, therefore, has “validity”—valuableness and cir- 
culation at par.* The production of the money commodity will be in- 
creased in so far as its cost of production is lower than the nomina! 
value of its use as money, which means, in other words, that it is more 
advantageous to produce the money commodity directly and to use its 
‘purchasing power than to produce other commodities and to use their 
exchange value through the mediation of the money commodity. The 


* Treatise on Money, Vol. I (London, 1930), p. 7. 
° Ibid., p. 8. 


"Cf. A. W. Marget, “The Monetary Aspects of the Walrasian System,” Jour. Pol. Econ 
(April, 1935), pp. 172-85. 

3 Cf. Ellis, op. cit., p. 105: “Goods and money are not the same thing; the dichotomy 
arises from the measure of value. The practical significance of this bit of metaphysic: 
lies in its affording an objective criterion for separating the universe of valuable thing: 
into those belonging to the left and right members of the equation of exchange: to the 
monetary side belong those objects circulating at a par or nominal value, to the latte: 
those with prices. Without this criterion the theory of money cannot begin.” 
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traditional gold standard of textbooks on international trade approxi- 
mates a commodity money system. The English currency during the 
Restriction of the Napoleonic Wars is an example of a money without 
commodity characteristics. 


H 


The commodity-currency proposals of Messrs. Graham differ from 
the gold standard in that their monetary unit is not equated to a 
specified quantity of a single commodity, but to a series of raw materials 
which form a composite unit. In his earlier book, Mr. B. Graham 
selects twenty-three commodities, which are dealt in on the commodity 
exchanges and are suitable for storing, using the production or con- 
= sumption figure, whichever is larger, for weighting the commodities in 
the composite unit.’ In his second book, concerned chiefly with an inter- 
national authority which deals in composite units, he chooses fifteen 
commodities, important for their place in world production and in 
international trade.” In obtaining a composite unit with a value of $1, 
the quantities of the various commodities used in the unit as well as 
their base prices can be varied. If the quantities of the commodities 
could be purchased on the commodity exchanges at an aggregate price 
of $.95, then it would be profitable to tender warehouse receipts to the 
Treasury and obtain dollars for them. Since the plan includes the re- 
tention by the Treasury of permanent stockpiles, as, e.g., military re- 
serves, the aggregate value of the unit in terms of prices prevailing at 
the time the plan is put into effect would have to be fixed at a level 
lower than the price which the Treasury will pay for a composite unit. 
Initially, therefore, specialists would buy the commodities in the com- 
posite unit and realize a profit by selling them to the Treasury. 

The increased demand for the commodities, however, would cause a 
rise in their market prices, varying with the elasticities of supply, and 
the influx of composite units into the Treasury reserve would end 
when the aggregate market price reached $1. A problem immediately 
presents itself. How low will the aggregate value (obtained by vary- 
ing the quantities of the commodities included in the composite unit) 
in terms of prevailing prices have to be in order to ensure the ac- 
cumulation of a suitable reserve? If a suitable reserve could be agreed 
upon, a knowledge of the elasticities of supply of the commodities 
would provide an approximation to the aggregate price which would 
have to be fixed. The lower the aggregate price, the greater will be the 
reserve. If the elasticities of supply of the various commodities are 
infinite, a suitable reserve will be established by fixing the price at a 


” Storage and Stability (New York, 1937), pp. 51-55. 
World Commodities and World Currency (New York, 1944), pp. 43-45. 
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fraction below $1. When the reserve had been obtained, the quantities 
of commodities would have to be increased so that the ageregate value 
of the composite unit would be raised to $1. This situation, besides 
being unrealistic, does not require a plan, since the prices would in- 
evitably be stable on the basis of the elasticity assumption. On the 
assumption of infinitely inelastic supplies, on the other hand, any 
additional demand provided by the Treasury in order to establish 
reserves would lead to a rise in prices and would necessitate a reduc- 
tion of the quantities of commodities in the composite unit if the 
desired reserves were to be obtained. Therefore, as the supply condi- 
tions approach infinite elasticity, the gain to the raw-material pro- 
ducers will tend to diminish in the initial operations of the Treasury 
while it accumulates a reserve. But, since the relative quantities of the 
commodities in the composite unit are fixed, those producers whose 
supply is less elastic will gain the most. Moreover, those materials 
which are quantitatively greatest in the composite unit will be favored, 
because the demand for them will be greater in order to make up a 
complete unit. 

The aggregate value of the composite unit in equilibrium, when the 
Treasury is neither acquiring nor disbursing composite units, will 
equal $1. The relative prices of the commodities, however, will be free 
to fluctuate and in so far as prices fluctuate by exactly equal amounts 
in opposite directions, there will be no operations with the Treasury. 
It is claimed that fluctuations will be kept within narrow limits be- 
cause, if-the price of one commodity begins to rise, this will lead to 
a withdrawal of composite units from the Treasury, thus increasing 
the supply of the active commodity and exerting a downward pressure 
on its price. But at the same time other prices will be pressed down 
because the supply of the other commodities will be simultaneously 
increased. Equilibrium will thus be restored by reducing the aggregate 
value of the commodities to $1, having allowed a slight rise in the 
price of one commodity, compensated by a slight fall in the prices of 
other commodities. A price fall will be remedied by increases in the 
Treasury reserve and a reduction in the supply on the markets. In this 
case the falling price of the commodity will be arrested and other prices 
will rise. 

This, then, is the simple mechanism proposed by the proponents of a 
commodity reserve currency by which the price level of basic raw ma- 
terials will be kept stable, without any deliberate curtailment of produc- 
tion by the government, and the fluctuations of the cycle will be miti- 
gated by maintaining the purchasing power of the raw-materials pro- 
ducers. 


x 


CALSOYAS: COMMODITY CURRENCY AND COMMODITY STORAGE 345 


Til 


In connection with cyclical instability and the imbalance of agri- 
cultural production, the proponents of the plan draw an emphatic dis- 
tinction between the stabilization of raw-material prices by single 
commodities and by the commodities of their composite unit. Their 
argument, which has validity in present political circumstances, states 
that individual raw-material producing interests would be too strong 
to allow stabilization of the price of their commodity without the adop- 
tion of restrictive policies to maintain excessive prices. The proponents, 
however, overplay their hand when they say that “operations in in- 
dividual commodities either must be unsound and dangerous, or they 
must be part of a curtailment scheme.’ In stabilizing the price of 
wheat, for example, the price need not for any ineluctable reason be 
set too high and, therefore, lead to difficulties. If practical politics and 
the actual chances of a plan’s being put into operation are a guide to 
its economic significance, the proposals examined here would be very 
much compromised. Furthermore, the proponents solve the problem of 
the uneconomic subsidization of the submarginal producers by a drastic 
assumption—that the commodity reserve currency proposal is accepted. 
For the proposal itself does not allow artificial price support beyond the 
initial period. The prices of all commodities in the unit would tend to 
rise during the time the Treasury was accumulating commodity re- 
serves. 

The decision as to the size of the reserve which it is desirable to 
create will influence the valuation of the composite unit, and this valua- 
` tion will be decided in precisely the arbitrary way in which the prices 
of individual commodities would be set, except that the same preci- 
sion would be wanting, since individual commodity prices would still 
fluctuate. The lower the aggregate value of the composite unit, the 
higher will become the price level of the commodities included in the 
composite unit. Moreover, the producing interests would desire to set a 
low value on the composite unit in order to realize extraordinary profits 
when the price level was stabilized at a high level. If too low a value 
were fixed and stocks grew too large, the composite unit would have 
(arbitrarily) to be revalued by increasing the quantities of commodities. 
It must be said, however, that since the prices of individual commodities 
in the composite unit are free to fluctuate, the submarginal producers 
will tend to be eliminated—unless, owing to political pressure, they are 
subsidized in some way. 

IV 


Both proponents of the plan make obeisance to the golden idol with 
“ Ibid., p. 59. 
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the silver eyes. Mr. F. D. Graham states that “the pre-eminent virtue 
[of Mr. B. Graham’s proposals] lies in the fact that they are designed 
to establish a unique correlation between goods and money and to 
provide not only an unlimited demand for a wide variety of commodi- 
ties, of the same character as the unlimited demand for gold under the 
gold standard, but also for such stability in the price level as we have 
never yet been able to attain.”™? The analogy between the gold stand- 
ard and the composite unit standard is not correct, because the demand 
for any one good is not unlimited at a given price, since its price is 
free to fluctuate, unlike the price of gold. Moreover, the demand for the 
composite unit is not unlimited, because this would imply the un- 
limited storage of commodities. Mr. B. Graham, in speaking of the 


connection of his proposals with monetary policy states: “The third ~ 


area we invade is that of monetary policy—in particular, the establish- 
ment of a sound, adequate, and stable world currency. Here it is most 
important to build upon what we already have. To the fullest extent 
possible the monetary uses of gold should be conserved, and the 
limited currency values inherent in silver should not be rejected.” 
_ In another passage Mr. F. D. Graham says: “The sole reason for the 
exceptional behavior of the gold mining industry is the character of 
its market. If a similar market were given to a much larger sector of 
industry, there can be little doubt that severe business depressions 
could, at most, be of very short duration.” It is odd that Mr. F. D. 
Graham would like to extend the privileges of the gold mining industry 
to other raw-material producing industries when supplies of useless 
gold, already sufficient for many decades’ industrial use, are still grow- 
ing. In a significant sense, the need for capital construction of various 


€ Social Goals and Economic Institutions (Princeton, 1942), p. 94. Since this paper was 
written, Professor F. D. Graham has presented a new plan of currency reform which 
- differs somewhat from his earlier commodity reserve currency plan. The essential idea, the 
monetization of products, remains the same. Cf. A. P. Lerner and F. D. Graham, Planning 
and Paying for Full Employment (Princeton, 1946). Mr. B. Graham has not apparently 
changed his proposals. Cf. “Money as Pure Commodity,” Am. Econ. Rev., Vol. XX XVII, 
No. 2, Suppl. (May, 1947), pp. 304-17. 

See also: F. D. Graham, “The Creation of Employment,” The Economic Forum, Vol, I 
(Spring, 1933), pp. 144-54; B. Graham, “Stabilized Reflation,” The Economic Forum, 
Vol. I (Spring, 1933), pp. 186-93 ; B. Graham, “Storage and Stability—a Plan for Monetizing 
the Commodity Surplus,” 4 Forum on Finance (1940), pp. 176-88; F. D. Graham, “Transi- 
tion to a Commodity Reserve Currency,” Am. Econ. Rev. (Sept., 1941), pp. 520-25; 
W. T. M. Beale, Jr., M. T. Kennedy, and W. J. Winn, “Commodity Reserve Currency: A 
Critique,” Jour, Pol. Econ. (Aug., 1942), pp. 579-94; J. M. Keynes, “The Objective of 
International Price Stability,” Econ. Jour. (June-Sept., 1943), pp. 185-87; F. D. Graham, 
“Keynes v. Hayek on a Commodity Reserve Currency,” Econ. Jour. (Dec., 1944), pp. 
422-29; J. M. Keynes, “A Rejoinder to Professor Graham,” Econ. Jour. (Dec., 1944), pp. 
429-30; L. St. Clare Grondona, National Reserves for Safety and Stabilization (London, 
1939). 


“World Commodities, p. viii. 
4 Social Goals, p. 98. 
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types is at present almost unlimited. On the other hand, the unlimited 
production of many raw materials (or any one) is not desirable. The 
unlimited demand for gold at a high price for monetary purposes is an 
absurdity of the modern world, ranking next to the useless demand 
for monetary reserves in the form of silver. 

A purely psychological advantage, closely connected with the idea of 
the gold standard, is claimed for the new money. “A currency will be 
created essentially sounder than any we now have, because it will be 
backed by and convertible into tangible, basic goods that we use and 
need in their proper relative amounts.”** This emphasis on the virtue 
of redeemability in a currency is echoed by Mr. F. D. Graham: “Thus 
the dollar would, in effect, be a warehouse certificate having all the 
desirable characteristics of a gold certificate and of gold-secured money 
—solid backing, redeemability, limitation of issue.’’** In the writer’s 
opinion, the emphasis on this primarily psychological aspect of a cur- 
rency~—its redeemability and solid backing—is misplaced. Although 
limitation on issue of notes and on the creation of demand deposits is 
important in determining the purchasing power of money, the extent 
to which a currency, including demand deposits, can be expanded be- 
fore the money loses “validity” is very large. The uselessness of these 
hard-money criteria is in fact shown by quoting from the proponents of 
the plan: “It is clear that Jevons had not developed in his mind the 
full implications of his own idea. He had not envisaged the apparatus 
by which actual convertibility between currency and commodities would 
be effected on a large scale through the operations of specialists [the 
arbitragers on the great commodity markets], which in turn would 
stabilize the value of currency in the hands of the ordinary holder 
without any need for action on his part.” Here again, the man in the 
street accepts money as a means of exchange and values it for its pur- 
chasing power. Moreover, Mr. F. D. Graham’s statement that “anyone 
could withdraw commodity units from the Treasury at the fixed cur- 
rency value and sell the commodities on the market’’* is not altogether 


* Storage and Stability, p. 50. 
** Social Goals, p. 95. 


"World Commodities, p. 71. Apparently, one of the primary techniques of the “spe- 
cialists” would be the ability to sum the changing prices of the commodities in the com- 
posite unit. Cf. J. M. Clark, “The Proposal for a Composite Commodity Currency,” 
in Economic Essays in Honor of Gustav Cassel (London, 1933), p. 85, where several types 
of broker are advocated. Cf. also F. A. Hayek, “A Commodity Reserve Currency,” Econ. 
Jour. (June-Sept., 1943), p. 183, where specialists familiar with futures are required. In 
the initial operation of the plan the government would be supplying gratuitous profits 
to the “specialists” in the difference between the actual price of the composite unit and its 
nominal price, by either taxation or credit creation or borrowing. If the “specialists” were 
government officials, the “profits” would remain in government hands. Cf. A. P. Lerner’s 
concept. of “counterspeculation” in Economics of Control. 


* Social Goals, p. 96. 
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correct, since only “specialists” with substantial capital could engage 
in the operation. A rough analogy may be drawn between this aspect of 
the plan and Ricardo’s special type of gold standard in which the: bul- 
lion was kept in the form of gold bars.™ 


V 


A basic feature of the plan is the emphasis upon storage of basic 
commodities. Therefore, an analysis of the reasons for storing com- 
modities will bring to light some of the implications of the plan. First, on 
the assumption that an economy is operating at full employment, the 
only economic purposes for storing commodities are to provide working 
stocks and to iron out the instabilities of supply owing to the effects of 
drought, flood, etc. Neither reason for storing involves a provision for 
supporting submarginal producers by buying and holding their output 
at exorbitant prices. Commodities such as tin, pig iron, copper, coal, and . 
petroleum, and perhaps some agricultural commodities, would be 
stored in amounts necessary for working stocks, because their produc- 
tion does not depend significantly on fortuitous circumstances.” Sec- 
ondly, on the assumption of an economy subject to cyclical fluctuations, 
storage of commodities during the depression phase and consequent 
release during the prosperity phase could be advocated as a policy for 
ironing out the fluctuations. The amount of storage under the latter 
assumption would far outweigh that under the former assumption of a 
fully employed economy. Moreover, such an anti-cycle policy, if carried 
to its logical conclusion, would call for the storage of all storable com- 
modities and would be complicated in practice. 

The reasons adduced by the proponents for their advocacy of stock- 
piling can in most cases be subsumed under the reasons noted above. 
They maintain that raw-material stockpiles serve as a means of provid- 
ing for military preparedness, as a means of preventing “disruptive 
short-term swings in the price level of basic raw materials,” as a means 
of supply in times of crop failure, as the “essential preliminary step to 
an ever higher standard of living,” as “the most suitable backing for a 
sound and adequate currency,” as a means “for monetizing basic com- 
modities” in order to “put teeth in Say’s law,” as a “means of dealing 


** Because the proponents lay such emphasis upon solid backing, etc., it is necessary 
in this footnote to present one or two more quotations containing their gilt-edged notions: 
“Commodity-unit currency is physical money. It belongs in the tradition and conforms to 
the discipline of the classic gold standard” (World Commodities, p. 97). “Assuming that 
the units are to qualify as monetary reserves, then the group of commodities should 
together supply a satisfactory basis or equivalent for currency” (Zbid., p. 72). 

*° See Storage and Stability, p. 57, and World Commodities, p. 44, for lists of commodities 
making up the composite unit of which the above-noted commodities are a part. The 
plan provides for increasing the number of commodities in the unit. 
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with the vexing problems of international trade balances and inter- 
national debts,” as a means of carrying out social security legislation, 
exchange stability, “and—most important of all—a balanced expansion 
of the world’s output and consumption of useful goods.” 

Some of these motives for using stockpiles are discussed elsewhere 
in this paper. Two points will be noted here. First, Mr. B. Graham, 
especially in his first book, dwelt upon the need to put his plan into 
operation in order to counteract crop failure. However, in his second 
book, he says that “rare indeed is the occasion when the world cannot 
get what it needs of any commodity out of current production and 
carry-over. In fact, it may be doubted if there has been any real world 
shortage—apart from war demands and cartel manipulation—of an 
important commodity at any time in the past quarter century.” It may 
be added that many years before the last quarter century, nations with 
purchasing power and adequate communications had ceased to fear 
crop failure as a cause of famine. Second, one of the chief aims of the 
proponents’ plan is to provide stockpiles for military preparedness. 
However, unless the cycle were ruled out, there is reason to believe 
that a plethora of reserves would accumulate during depressions and 
that they would tend to be depleted during the prosperity period. Thus 
it would be impossible to maintain substantial stocks during the pros- 
perity phase of the trade cycle unless tremendous vermiculate pyramids 
of raw materials were raised as momuments to commodity reserve cur- 
rency. It is amazing that the government should have to go through 
all the rigmarole of the plan in order to build stockpiles of strategic, 
and not so strategic materials, which would fluctuate in magnitude 
without relation to military requirements. 


VI 


A major problem will arise because of the different demand elastici- 
ties of the various commodities in the composite unit. It is clear that 
any sustained increase in the demand for a few commodities will cause 
corresponding reductions in the prices of commodities with relatively 
inelastic demands, because the rising prices of the former goods will 
bring about the redemption of notes and the consequent reduction of 
the prices of other commodities with relatively inelastic demand. In the 
initial operations of the plan, those producers whose products had 
relatively inelastic demands would make large gains. However, it is 
not desirable to balance off inordinate gains by establishing a tendency 
to wreck the markets of goods with inelastic demands. 

This issue is closely connected with what, in fact, may be expected 


a Storage and Stability, pp. v-x; World Commodities, pp. vii-x. 
"World Commodities, p. 64. 
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to occur under the composite unit system in an economy subject to 
cyclical fluctuations. Assume that the scheme is.in operation and that 
optimum reserves have been accumulated by fixing the actual value of 
the commodities at the correct level with respect to the Treasury price. 
The largest accumulations of reserves would, of course, take place in 
periods of depression when commodity prices are being pressed down. 
During a depression those industrial raw materials along with agri- 
cultural raw materials, which are included in the composite unit, will 
suffer price declines, and the specialists will sell commodity units to the 
Treasury. These sales will prevent disastrous falls in the prices of all 
raw materials entering into the unit. However, continuing contraction of 
industrial production will lead to a continuing fall in the price of in- 
dustrial raw materials and to a rising tendency in the price of other 
materials. Agricultural raw materials suppliers whose commodities 
have inelastic demands will be in a paradise of rising or stable prices for 
their commodities and generally low prices for their industrial goods 
purchases. The wheat farmer will recognize the consummate wizardry 
of the new monetary magicians. Once the bottom of the cycle is reached, 
industrial production will begin to increase; and in the upswing of the 
cycle the demand for industrial raw materials will increase steadily 
and so will their prices. Now it will be profitable to redeem notes in 
order to take advantage of the higher prices for industrial raw ma- 
terials. Because the industrial revival is being fed by the expectation of 
profits and by the creation of credit, the demand for those materials 
will continuously increase. It may also be expected that holders of the 
ill-fated raw materials, e.g., wheat, will see what is coming and sell 
heavily in order to avoid the almost inevitable losses, and their prices 
will be pressed down even further. 

Thus, in order to obtain those desired industrial raw materials the 
prices of which are rising, all the other commodities in the unit will be 
jointly supplied, and the prices of those commodities with relatively 
inelastic demands will fall. The grange fires will be re-lit, and the wheat 
farmers will in unison cry “parity”! 

Moreover, if a crop failure takes place, the price of the single crop 
will be stabilized at the expense of price fluctuations in all other com- 
modities in the unit. Under single-commodity buffer stock arrange- 
ments, there would be no tendency to cause unnecessary changes in the 
prices of commodities unaffected by the temporary conditions under 
which a given crop was produced in short supply, or in excess supply. 


VII 


The plan in its barest outline, is actually a proposal to solve certain 
problems concerning raw-material production by means of multiple- 
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commodity stabilization. It aims at eliminating private and govern- 
mental restriction on raw-material output, in order to expand the utiliza- 
tion of raw materials, and thus to raise the standard of living. The plan is 
also advanced as a method of reducing cyclical trade fluctuations, It is 
hardly necessary to say that the whole analysis of the plan is based 
upon a cycle theory which emphasizes raw-material production and 
the stabilization of the effective demand of raw-material producers. 
“Each addition to the store means a corresponding increase in the 
monetary resources of raw materials producers, and this benefit will 
not be concentrated on a small segment of activity as in the case of gold 
mining, but instead it will be widely distributed among millions of 
producers everywhere.”* Mr. FE. D. Graham shares this rather asy- 
‘. metrical concern for the raw-material producers when he says that the 
plan would eliminate “the paradox of ‘poverty in the midst of plenty’ 
by preventing destruction of the purchasing power of primary pro- 
ducers, and their employees, such as now occurs in depressions,’’** 

The cycle theory of Mr. B. Graham is so important for his argument 
that ıt bears a rather tull statement in his own words: “Vuarluus fatluis 
do, of course, make for variations in these prices [finished goods 
prices]. In scattered instances the moving cause may be the sudden 
decision or whim of one concern in a competitive field. Broad changes in 
the finished group of a short-term or cyclical character will occur only 
if induced by a substantial change in an important element of cost. In 
virtually every case such a change will occur first in the raw-materials 
factor. The more extended the analysis along these lines, the more con- 
clusive the proof that short-term instability in the finished-goods field 
is impossible without a preceding movement in raw materials. Con- 
sequently, an adequate degree of stability in primary goods is certain 
to be accompanied by sufficient stability in processed goods.”” There- 
fore, the plan “guarantees unfailing purchasing power where it is most 
needed—among the countless producers of raw commodities”? and 
“commodity symmetallism . . . will spread the coinage advantages over 
many more nations and millions more individual producers.” 

In so far as the proponents’ stockpiles are a result of cyclical in- 
stability, they can be reduced by correcting the trade cycle by means 
of the fiscal and monetary policies on which economists are now in 
general agreement. The solution of the problem of the subsidization 
of the inefficient, submarginal raw-material producers lies neither in 


= Ibid., p. 63. 

“ Social Goals, p. 96. 

* World Commodities, pp. 77-78. 
% Thid., p. 114. 

* Ibid., p. 100. 


AN INVENTORY OF PUBLIC CONSTRUCTION NEEDS 


By E. Jay HOWENSTINE, JR.* 


One of the most persistent notions encountered in discussions of pub- 
lic construction stabilization and full employment policy is that there is 
an insufficiency of bona fide public needs to help sustain compensatory 
public employment action on a large scale for any appreciable length of 
time. In short, a retreat to “make work” is viewed by some as the only 
outcome of a compensatory employment policy in time of depression. 
.The validity of this belief can be determined only by setting up reason- 
able standards of adequacy for all public facilities and then measuring 
the extent to which actual facilities fall short of reaching these stand- 
ards. 

Compiling an inventory of public construction needs is no simple 
task. To begin with, the establishment of standards for each facility in- 
volves a high degree of subjective valuation. There is no common de- 
nominator for measuring all types of needs. Hence, there is no assurance 
that the several types of improvements are equally needed. In the inter- 
est of obtaining the maximum degree of uniformity and objectivity in 
establishing standards, therefore, the estimates contained in the present 
paper are based upon the experience and judgment of students who are 
intimately acquainted with their respective fields of specialization. Al- 
though these estimates are based on the best available data and judg- 
ment, they will be subject to continuous revision as population and 
standards change and as better information becomes available. All esti- 
mates are in terms of 1940 costs unless otherwise noted. 


Transportation Facilities’ 


Traffic density is used by the Public Roads Administration, state 
highway commissioners and city street departments as the primary 
standard in determining highway need. Probably the best available de- 
tailed estimate of the capital outlays needed on state highway systems 
comes from a questionnaire study of replies from the 48 state highway 
departments by the American Association of State Highway Officials in 
1943. That Association estimates that 74,900 miles need to be rebuilt 


* The author, economist in the Office of Historian, UNRRA, is indebted to John F. 
Timmons, Maynard M. Hufschmidt and Robert W. Hartley in the preparation of this study. 

*This analysis of highway needs has been reviewed by the Public Roads Administration 
which considers it a reasonable estimate pending the results of a comprehensive study now 
in progress. 
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at an approximate cost of $2.6 billion; 46,700 miles widened at around 
$1.1 billion; 36,900 miles relocated at around $2.4 billion, and 30,000 
bridges widened or rebuilt at $810 million, or a total of $7 billion. In 
addition, the National Interregional Highway Committee recommended 
in 1944 a limited system of interregional highways, approximately 
$886 million of which would be improvements not contemplated by the 
Highway Officials’ estimate.’ Finally, on the basis of estimates of Com- 
missioner MacDonald of the PRA there are about 126,000 miles of 
rural roads in the state highway system that ought to be improved.’ 
Assuming $10,000 as the average mileage cost for an intermediate type 
of road, an expenditure of $1.2 billion would be involved, or a total of 
$9 billion, for bringing the state road system up to standard. 


The need for improvement on the nation’s county and local road ,” 


system is largely in the form of surfacing for all-weather travel. On the 
basis of Commissioner MacDonald’s estimate that approximately 40 
per cent of the total rural road mileage ought to be improved for 
year-round service, and, assuming an average financial outlay of $3,000 
per mile, the total cost of bringing 726,000 miles of county and local 
roads up to standard would be around $5.8 billion. 

The American Association of State Highway Officials estimates that 
needed expenditures on about 135,000 miles of town and city streets 
in incorporated places of 10,000 or more population total around $2.5 
billion.* Additional improvement of about 4,470 miles of urban streets at 
an estimated cost of about $2.4 billion is involved in the proposed inter- 
regional highway system. Moreover, the capital outlay associated with 
interregional highway development is only about one-fourth of the 
expenditures that must be made to modernize completely all main con- 
necting city thoroughfares.” Allowing for a duplication of around $1 
billion between the estimated cost of modernization and the Highway 
Officials’ estimate for urban roads and streets, an outlay in the neighbor- 
hood of $9 billion is needed. These estimates do not include improve- 
ments on about 155,000 miles of streets and roads in municipalities of 
less than 10,000 population, of which an estimated 45,000 miles require 
improvements to bring them up to accepted standards. Assuming an 


* Hearings before the House Comittee on Roads, Federal Aid for Postwar Highway Con- 
struction, 78th Cong., 2nd sess., 1944, p. 88; National Interregional Highway Committee, 
Interregional Highways, H. Doc. 379, 78th Cong., 2nd sess., 1944. 


* Hearings before the House Committee on Roads, Federal Highway Act of 1940, 76th 
Cong., 3rd sess., 1940, pp. 198-200. 

t Hearings before the House Committee on Roads, Federal Aid for Postwar Highway 
Construction, 76th Cong., 3rd sess., 1940, p. 88. 

°C}. H. E. Hilts, “Planning the Interregional System,” 20th Proceedings, Highway 
Research Board, 1940, p. 71. 
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average cost of $20,000 per mile, an expenditure of $900 million is 
required in smaller municipalities, making a total of $12.4 billion re- 
quired on city and town streets. 

City service streets, the last segment of the highway system, include 
only those streets necessary to give access to dwellings, and are depend- 
ent on housing and population density. Assuming an average popula- 
tion density of 17 persons per gross acre of area, including land and 
sidewalks, service street construction costs would average a little more 
than $100 per capita or almost $350 per dwelling unit. Robert W. 
Hartley and Eleanor Wolkind estimate that there are roughly 5.7 mil- 
lion dwelling units now in need of adequate service streets at a cost of 
around $2 billion. 

The amount of airport development believed to be needed in the 
United States today depends considerably on the degree of optimism or 
pessimism with which one regards the outlook for air traffic. The pro- 
gram encompassed by the federal airport aid program includes the con- 
struction of 3,050 new airports and the improvement of 1,625 existing 
fields at 4 total cost of approximately $1 billion [in 1944 costs] exclu- 
sive of land and buildings. Subsequent revisions have raised that to 
around $1.5 billion in 1940 costs.® 


Educational Facilities 


Ray L. Hamon of the U. S. Office of Education estimates conserva- 
tively that an overall investment in plant and equipment of $500 per 
child is necessary to bring elementary and secondary educational fa- 
cilities up to reasonably adequate standards. As reported for the school 
year 1941-42 the total value of all public elementary and secondary 
school plants was $7.8 billion or an average of $371 per pupil. The 
difference between $500 and $371 is $129, which multiplied by 25 
million students enrolled in primary and secondary schools gives in 
round figures $3.2 billion in investment required to bring facilities to the 
$500 average. To this amount should be added $500 per child for the 
5 million children between the ages of 5 and 17 which were reported by 
the Bureau of Census as not being in public or private schools in 1940. 
This gives a total need for elementary and secondary schools of $5.7 
billion. In addition, an estimated $2.5 billion of construction in 1947 
costs or $1.25 billion in 1940 costs is required to expand college and 
university plant facilities to take care of increased postwar enrollment. 
Still another $2.5 billion in investment is needed to provide equipment 
for the additional plant. Thus a total expenditure (exclusive of equip- 


* National Airport Plan, House Doc. 807, 78th Cong., 2nd sess., 1945; Civilian Aero- 
nautics Administration, The 1947 National Airport Plan, 1947. 
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ment) of $6.95 is needed to bring the nation’s educational plant up to 
adequate standards.’ 

Fairly definite standards of library service and facilities have been 
formulated by the American Library Association.® There are now 
35,000,000 people in our country who are without library service of any 
kind, and more than 2,000,000 Negroes live in political units which 
provide library service only to the white population.” The American 
Library Association has not yet made a quantitative study of the 
nation’s public library needs, but the National Resources Planning 
Board has estimated that a total investment of $400 million is required 
to bring library facilities up to adequate standards.*° 


Health Facilities 


‘In accordance with the- prescribed standards of the United States 
Public Health Service, there should be 4.5 general hospital beds per 
1000 population, 5 mental and nervous disease hospital beds per 1000 
population and 2 tuberculosis hospital beds per death annually from the 
disease. Detailed estimates of need for hospital facilities are now being 
made on a state-to-state basis with funds provided in the hospital con- 
struction grant-in-aid act passed by the 79th Congress. Pending com- 
‘pletion of these studies, the Health Service has estimated that 165,000 
new general hospital beds are needed to bring these facilities up to the 
4.5 bed per thousand people standard, and 66,000 beds are needed to 
replace obsolete hospital facilities, making a total of 231,000 general 
hospital beds. At an average cost of $6,000 per bed, $1.4 billion are. 
required to provide these needed facilities." The conservative nature of 
the above figure is evident by the fact that the Commission on Hospital 
Care, using a somewhat different approach, estimated in October, 1946 
that 195,000 additional general hospital beds were needed.” 

Approximately 75,550 tuberculosis beds are needed, including 59,550 
additional beds and 16,000 replacement beds. At an average cost of 
$5,000 per bed, about $400 million of outlay is required. Adequate 


"Ray L. Hamon, “Billions Needed for Postwar Schools,” The Nation’s Schools, March, 
1945, pp. 33-35, and Ernest V. Hollis and Associates, Plant Expansion Plans of Colleges, 
Office of Education, February, 1948. 

€ American Library Association, Postwar Standards of Public Libraries, 1943. 

? Eliza A. Gleason, The Southern Negro and the Public Library (University of Chicago 
Press, 1941), pp. 95-97. 
` 0 National Resources Planning Board, National Resources Development, Pt. I, 1943, 
p. 73. 

Hearings before Senate Committee on Education and Labor, Hospital and Construc- 
tion Act, 79th Cong., ist sess., 1945, pp. 60-62. 

2 Commission on Hospital Care, Hospital Care in the United States, 1946 (preliminary 
draft). 
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treatment of nervous and mental diseases requires an additional 115,556 
new beds and 97,000 beds for replacement of obsolete facilities. At an 
average cost of $3, 000 per bed, the total cost of the 212,556 needed 
beds would be $600 million. 

Tn addition to regular hospital facilities of various kinds, a minimum 
of 2,700 health centers are needed to bring basic public health services 
within reach of all people who live outside of the metropolitan areas. At 
- an average cost of $50,000 these facilities would involve an investment 
_ of $130 million. Total hospital and health center needs, therefore, 
aggregate $2.5 billion in 1943 costs or $2 billion in 1940 costs. 

On the basis of its well-recognized standards, the Public Health 
_ Service has also made an inventory of public water supply needs in the 
United States. Altogether, 4,863 communities need totally new systems 
at an estimated cost. of $135 million and 6,455 communities require ex- 
tensions or improvements to existing systems amounting to around $380 
million or a total of little over $500 million. An additional $90 million 
is required to provide water-softening facilities to the estimated 20 mil- 
lion people now using water of excessive hardness. This estimate has 
been revised upward drastically by the Health Service as a result of a 
comprehensive survey carried out during 1946. On the basis of a 3,850 
community sample, it appears as if the total need is approximately 
$1.5 billion.” 

The United States Public Health Service believes further that every 
incorporated community of more than 200 people should be equipped 
with a complete sewer system and adequate sewage treatment. A study 
in 1944 showed that 7,718 communities of over 200 with a total popula- 
tion of 4.8 million needed new sewer systems and 5,553 communities 
with a total population of 10.7 million needed extensions to existing 
sewer systems. In addition, 2,804 communities needed new sewerage 
treatment plants in connection with existing sewer systems. Altogether 
an estimated $2.2 billion in 1942 costs will be required to meet these 
needs. As a result of a more detailed sample study in 1946, it appears 
that the total need is considerably larger than the earlier inventory 
showed. If the sample is fairly representative of the country as a whole, 
an outlay of $4.4 billion in 1946 prices or around $3 billion in 1940 
prices will be necessary to bring sewerage and water pollution abate- 
ment facilities up to reasonably adequate standards.** Milk pasteuriza- 


“H. W. Streeter and Ray Raneri, National Inventory of Needs for Sanitation Facilities: 
I. Public Water Supply, Reprint No. 2535 from Public Health Reports, January 7, 1944; 
United States Public Health Service, Drinking Water Standards, 1946, Reprint No. 2097 
© from:Public Health Reports, March 15, 1946; Engineering News-Record, June 30, 1946, 
p. 3. 


** National Inventory of Needs for Sanitation Facilities: III, Sewerage and Water Pollu- 
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tion plants constitute another very minor segment of health construc- 
tion needs [roughly $7 million in 1940 costs], but the degree of public 
interest therein is problematical.” 

Farm sanitation is a special phase of the health problem that is 
strongly affected with a public interest. The Public Health Service esti- 
mates on the basis of 1940 Census data that 5.3 million new or im- 
proved water supplies are necessary for reasonably adequate rural 
living at an average cost of $50 each, or a total cost of around $265 mil- 
lion. The Public Health Service also estimates that 5.1 million indi- 
vidual home sewage-disposal facilities, representing either entirely new 
or replacement construction, are needed at an average cost of $35, or a 
total expenditure of $178 million.** Possibly one-third of these farm 
sanitation needs among marginal farm families, or $150 million, might — 
justifiably be financed under public work arrangements on private 
lands. 


Recreational Facilities 


Fairly definite standards for community and neighborhood indoor 
and outdoor recreation have been formulated by the Federal Security 
Agency and the National Recreation Association.” Unfortunately, data 
on existing recreational facilities throughout the country are too sketchy 
to permit a precise estimate of the nature and extent of plant and equip- 
ment now in use. Moreover, the concept of what constitutes recreational 
facilities varies so greatly over the country that even if data were avail- 
able, they would be subject to great internal inconsistencies. But it is 
possible to arrive at some overall estimate of the present need for com- 
munity and neighborhood, indoor and outdoor, recreational facilities. 
There are 10,000 communities in the United States which are large 
enough to support a year-around directed recreational program through 
local funds. Excluding any combination of recreational facilities with 
school or church plant and equipment, as is now the trend in many 
cities, these 10,000 communities need an investment in the neighbor- 
hood of $4 billion. This does not include expendable equipment and the 
cost of land, nor does it cover commercialized facilities such as golf 
courses and summer camps. There are 6,000 other incorporated towns 
which require approximately $500 million for permanent plant and 


tion Abatement, Reprint No. 2566, Public Health Reports, July 7, 1944; Engineering 
News-Record, June 20, 1946, p. 3. l 

* John Andrews and A, W. Fuchs, National Inventory of Needs for Sanitation Facilities: 
JI, Milk Pasteurization Facilities, Reprint No. 2540 from the Public Health Reports, 
February 11, 1944. f j 

18C. H. Atkins, National Inventory of Needs for Sanitation Facilities: IV. Rural Sanita- 
tion, Reprint No. 2568 from Public Health Reports, July 28, 1944. 

7. Lee Brown, Planning for Recreation Areas and Facilities in Small Towns and Cities, 
Federal Security Agency, 1945, pp. 1-6. 
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equipment, or a total of $4.5 billion for community and neighborhood 
facilities. 

In addition to metropolitan recreational facilities, a number of other 
large non-urban developments are needed to bring the nation up to 
reasonably adequate standards. State parks require an estimated addi- 
tional 4 million acres at an average cost of $500 per acre, or a total 
of $2 billion to bring them up to reasonably adequate standards. Sev- 
eral million additional acres are also needed to round out the national 
park system at approximately $2 billion plus $135 million for com- 
pleting existing developments. 

There are approximately 1,300 miles of parkways in various stages 
of completion throughout the nation. An estimated additional 10,000 

` miles are needed to complete a comprehensive system of national park- 
ways, of which existing proposals include 4,000 miles. At an average 
cost of $150,000 per mile, the total cost of parkways would be about 
$1.5 billion. 

Adequate recreation facilities would justify the acquisition and de- 
velopment of about 10 per cent of the shore line along the Great Lakes, 
Gulf of Mexico, and Atlantic and Pacific Oceans. This would supply a 
a mile of coastline for each 120,000 people living within 100 miles of 
these shores at a cost of approximately $1.5 billion. The total cost of 
acquiring and developing non-urban recreational facilities would 
amount to $7.1 billion, of which roughly $4 billion would be for land 
costs. Overall recreational construction needs in the nation, therefore, 
total approximately $7.5 billion. \ 


Regional Development 


The discussion of regional development will be confined to four major 
types of regional works: irrigation and power projects, flood control, 
river and harbor development, and miscellaneous developments. The 
Bureau of Reclamation has prepared an inventory of 415 irrigation and 
multiple purpose projects which it believes are practical at the present 
time. This proposed program would bring 10.8 million acre’ of new land 
into cultivation and provide supplemental water to 10.6 million more 
acres now in agricultural use but needing additional water. This pro- 
posed program would also supply 4.2 million kilowatts of electric power 
at a total cost of $4.8 billion.” 


“Estimates on park development based upon National Resources Planning Board 
Publis Works and Rural Land Use (1942), Recreational Use of Land in the United 

| States (1939), and unpublished materials of the National Resources Planning Board. 
* Hearings before the House Committee on Irrigation and Reclamation, Settlement of 


Returning Veterans on Farms and Reclamation Projects, Pt. 1, 79th Cong., ist sess., 1945, 
p. 30. 
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The Army Corps of Engineers has established fairly definite criteria 
to guide its flood control program. Congress has made monetary au- 
thorizations of $2.27 billion and total authorizations of approximately 
$4.5 billion. In addition, the Corps has recommended a list of projects 
to Congress and has many other surveys of projects in progress. Total 
authorizations constitute from ‘one-fourth to three-fourths the volume 
of work that needs to be done to bring the country up to reasonably ade- 
quate standards. This means that there is a reservoir of flood control 
needs in the neighborhood of $7 billion in 1947 costs or roughly $3. 5 
billion in 1940 costs.” 

The Army Corps of Engineers has also been charged with the chief 
responsibility for developing and maintaining the nation’s rivers and 


harbors. According to their six-year program, expenditures of roughly » 


$2.3 billion will be necessary to complete projects now authorized. An- 
other $1.7 billion in projects have been recommended to Congress for 
authorization. In addition, there are projects under survey totaling at 
least $1 billion which will be necessary to complete before river and 
harbor facilities are brought up to what the Corps regards as reasonably 
adequate standards. This will involve a minimum outlay of $5 billion in 
1947 costs or $2.5 billion in 1940 costs.” 

In addition, there are other miscellaneous projects and programs 
involving waterway and power development which do not come under 
the regular jurisdiction of the Army Corps or Bureau of Reclamation. 
Probably the biggest single project is the Great Lakes-St. Lawrence 
development whick has been under consideration for many years and 
is estimated to cost in the neighborhood of $400 or $500 million in 1946 
costs.” Lesser construction programs are contemplated by the South- 
western Power Administration, the Tennessee Valley Authority, the 
Bonneville Power Administration in the Pacific Northwest, and the In- 
ternational Boundary Commission along the American-Mexican border. 
Altogether miscellaneous waterway and power development will involve 
an outlay of at least $500 million in 1940 costs. 


Other Public Buildings 


There is a large, somewhat indeterminate, area of need for mis- 
cellaneous public buildings including post offices, county agricultural 


” Most. of these estimates are to be found in Hearings Before the House Subcommtitee 
on Appropriations, War Department Civil Functions Bill, 1948, 80th Cong., ist sess., May- 
July, 1947. 

a Army Corps of Engineers, Schedule of Public Works Construction Program: Appro- 
priation Title, Maintenance and Improvement of Existing River and Harbor Works, 1947, 


2 Hearings before a Senate Subcommittee of the Committee on Foreign Relations, 
Great Lekes-St. Lawrence Basin, 79th Cong., 2nd sess., 1946. 


) 


HOWENSTINE: PUBLIC CONSTRUCTION NEEDS 361 


buildings, court houses, city halls, welfare institutions, armories, etc. 
Unfortunately, there are few reliable data available on the nature and 
scope of these needs. 

The standards for adequate post office service have been well defined 
through years of experience. No postal station is eligible for a federal 
building until its annual receipts reach $10,000. On September 28, 1945, 
the Public Buildings Administration submitted a list of about 4,020 
eligible federal building projects to Congress covering the most urgent 
needs and totaling almost $800 million in 1945 costs.” No studies have 
been made concerning the expenditures required to bring the nation’s 
post office plant up to adequate standards, but it is estimated to be at 
least three times the size of the minimum urgent needs. Two billion 

\dollars in 1940 costs, therefore, appears to be a fair estimate of the 
nation’s post office needs. 

County agricultural buildings are badly needed in many rural com- 
munities. According to the Department of Agriculture’s Office of Plant 
and Operations, there is a reasonable need for a central building when 
three’or more agricultural offices in the same town are without adequate 
housing. Of the nation’s 3,000 agricultural counties, an estimated 2,500 
have three or more agricultural offices with unsatisfactory housing. At 
an estimated average cost of $60,000 per building, a total cost of $150 
million would be involved. 

No measures are available concerning the need for county court 
houses, town halls, armories, welfare institutions, auditoriums and other 
public buildings, but some projection can be made on the basis of plan- 
ning data for the categories “other public buildings” and ‘“miscellane- 
ous public facilities” collected by the Bureau of Community Facilities 
of the Federal Works Agency. By December 31, 1946, 841 applica- 
tions for planning advances had been received from state and local gov- 
ernments covering projects amounting to $547 million, and the Bureau 
had recorded 2,615 other projects in the design or completed plans stage 
without federal assitance amounting to $3.7 billion.* Assuming that 
these projects in the planning or contemplated planning stage represent 
20 to 25 per cent of the public buildings required to meet reasonably 
adequate standards, an expenditure in the neighborhood of $15 billion 
in 1946 costs, or roughly $10 billion in 1940 costs, is needed for mis- 
cellaneous public buildings. 


° Public Buildings Administration, Public Building Construction Projects Outside of the 
District of Columbia, September 25, 1945, presented to House Committee on Public 
Buildings and Grounds relative to Hearings on H.R. 4276, 1945. Revisions in progress will 
raise the figure to well over $1 billion. 


** Federal Works Agency, Report on Plan Preparation of State and Local Public Werks, 
December, 1946, pp. 50, 64, 69. 
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Housing 


Eleanor Wolkind of the National Housing Agency has made one of 
the most careful studies of the nation’s housing needs. Twelve and six- 
tenths million new non-farm dwelling units will be needed during the 
ten-year period 1946-55. Four and one-half million of these units will 
be needed at monthly rentals of less that $30 [1944 prices], which is 
generally considered to be the average cutoff point between that part of 
the housing market which private investment will find it profitable to 
enter, and that part of the market in which it will be necessary for the 
government to participate to insure new building. As the minimum sales 


price of a standard dwelling unit in 1944 prices was around $3,000, 4.5: 


> 


million new non-farm houses would cost around $13.5 billion or $10.3 
billion in 1940 prices.” 

This volume of housing will by no means be all public, for there are 
many imponderables in the future housing picture. But under present 
circumstances it is reasonable to assume that roughly one-fifth of the 
$10.3 billion low-income housing need, or around $2 billion, represents 
the minimum probable public investment that will be required to ob- 
tain adequate housing for the masses. The soundness of this assumption 
is suggested by the fact that in 1945, local housing authorities sub- 
mitted applications for three-year urban low-rent housing programs 
alone totaling $1.9 billion.”® 

Farm dwellings, in general, are decidedly inferior to those of urban 
families.” An analysis of 1940 Census farm housing data reveals that 


of over 7.1 million farm dwellings, 2.8 million are so small or so . 


dilapidated that they require replacement, 2.1 million require repairs or 
enlargement, and only 2.2 million are considered adequate. 

The average cost of making the necessary improvements per house is 
estimated at $2,700 for replacement and $1,350 for repairs and addi- 
tions. The cost of meeting the above rural housing needs would be 
$7:5 billion for replacement and $2.8 billion for repairs, making a total 
of $10.3 billion. 

It is questionable just, how much public participation will be required 
before the $10.3 billion rural housing need is met. In fact, there is seri- 
ous doubt whether any governmental subsidy at all is justified for rural 
housing per se. Assuming, however, that principles of equity and sound 
economy justify public participation in helping to bring rural housing 
up to standard, a reasonable estimate of the government’s responsi- 


* Eleanor Wolkind, Housing Needs (National Housing Agency, 1944), pp. 3-6. 

* Testimony of Philip M. Klutznick, Hearings before Senate Committee on Banking 
and Currency, General Housing Act of 1945, 79th Cong., 1st sess., Pt. I, 1945, pp. 224-27. 

27 See Interbureau Committee on Postwar Programs, The Farm Housing Problem, United 
State Department of Agriculture, 1945. 
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bility might be 10 per cent of the total need, or about $1 billion. The 
conservative nature of this estimate is again suggested by the three-year 
housing programs for low-rent rural housing submitted to the Federal 
Public Housing Authority in 1945.” 


Rural Electrification 


The Rural Electrification Administration has outlined a five-year 
' postwar program to be undertaken by private utilities, co-operatives, 
and public agencies to provide service to almost 3.7 million rural fami- 
lies. This will involve a total expenditure of $1.4 billion, consisting of 
$750 million for wiring of premises and about $700 million for plumbing 
installations. Servicing of the 1.7 million families not included in the 
‘five-year program will require an additional investment of around $2.5 
billion at an average cost of around $1,500 per family.” This latter 
group of families, however, represents the marginal fringe and prob- 
ably will never be serviced without some degree of public assistance. 
Ten per cent of cost, or $250 million, appears to be a conservative 
estimate of the needed public expenditure for rural electrification. A 
total outlay of $4 billion is therefore needed for rural electrification, the 
great bulk of which will be carried out on a private, self-liquidating 
basis. 
Territorial Construction 


Outside continental United States other large construction needs are 
to be found in the territories. Such needs, however, cannot be measured 
solely by the standards that have been set up for different types of con- 
struction in the states, for strategic factors are important criteria in 
many instances. The Division of Territories and Island Possessions 
in the Department of the Interior has as one of its long-range purposes 
the compilation of an inventory of public construction needs in all ter- 
ritories. In the meantime, fragmentary studies suggest the general mag- 
nitude of such needs. 

Alaska is the largest of the territories and contains many needs of a 
strategic nature. A Federal Works Agency study in 1946 revealed 
municipal and territorial construction needs totalling $36 million.*° An 
Interdepartmental Committee for the Development of Alaska was es- 
tablished in 1947 at the request of President Truman to prepare a 
comprehensive report on Alaskan developmental needs, exclusive of 
military works. Preliminary investigations indicate that total public 


= Testimony of Philip M. Klutznick, op. cit., p. 235. 


3U, S. Department of Agriculture, Rural Electrification after the War, 1945, pp. 2, 12 
and unpublished data of Rural Electrification Administration. 


® Lester M. Marx, Report on Public Works Needs—Alaska, Federal Works Agency, 1946. 
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construction needs in Alaska will run into the hundreds of millions of 
dollars." 

The Panama Canal Zone has a large contemplated program. On 
December 1, 1947, President Truman transmitted a Report to Congress 
calling for a $2.5 billion outlay to convert the present locks system to 
a sea-level’ canal.*? 

Public construction in the Virgin Islands is now proceeding under 
Public Law 510 (78th Congress) enacted in December 20, 1944, 
authorizing a program of roughly $10 million. Half of the program 
had been contemplated at the end of 1947. Although public facilities 
in the Islands are still far below those in the states, it is doubtful if the 
economy of the Islands justifies a greatly enlarged program, particu- 
larly in view of the fact that some movement of population out of the 
Islands may be desirable on economic grounds. 

Puerto Rico has no federally financed public construction program, 
since Puerto Rican revenues, bolstered by the U. S. rum tax which is 
returned to the local government, are adequate to finance such activi- 
ties. Although Puerto Rico is faced with a population problem greater 
than that of the Virgin Islands, some conception of the magnitude of 
Puerto Rican needs is suggested by the $51 million six-year program 
and the $218 million post-six-year program which the Puerto Rican 
government has compiled.** 

No studies of Hawaiian public construction needs are available but 
moderately ambitious programs are contemplated in the Islands. The 
Pacific Islands constitute another potentially large investment in pub- 
lic construction for military purposes. S. 1675 (80th Congress) lists 
$100 million of proposed Navy projects for Guam, S. 1676 (80th 
Congress) proposes $18 million for Army facilities in the Marianas, 
but ultimate military construction outlays in the Pacific Islands are 
secret and dependent to a large degree on the course of international 
politics. Altogether, the above survey of territorial needs indicates that 
potential public construction runs into the billions of dollars. 


Conclusions 


This study is by no means an exhaustive inventory of all public needs 
but it does cover the major categories of public construction. Altogether 


“The Interdepartmental Committee presented its first report to the President in early 
1948, outlining the nature of the problems involved but withholding a detailed analysis of 
construction needs for further study. 

= Report of the Governor of the Panama Canal Under Public Law 280, 79th Congress, 
ist Session, 1947. 

2 Puerto Rico Planning, Urbanizing and Zoning Board, Fourth Six-Year Financial Pro- 
gram for Fiscal Years 1947-48 to 1952-53, 1947, p. 22. 
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TABLE I.—INVENTORY OF PUBLIC CONSTRUCTION NEEDS 
(1940 Costs) 








Dollar Volume 
Type SS UELAESa UUme 
(billions) 





A. Transportation 
1. Street and highways 30.2 

a. state highway system 9 
b. county and local roads 5; 

2 

2 


pee 


c. city and town streets 
d. city service streets 


2. Airport development 1; 


~, B. Educational Facilities 7.35 
1. Elementary and secondary 5; 
2. Colleges and universities 1 
3. Public libraries 


C. Health Facilities 6.25 
1 Anepitale and health renters a 
2. Water supply systems 15 
3. Sewerage and water pollution abatement facilities 3.0 
4, Farm sanitation 1 
5. Milk pasteurization plants — 


D. Recreational Facilities 7.5 
1. Community and neighborhood 4.5 
2. Non-urban (exclusive of land costs) 3.0 


E. Regional Development 11.3 

1. Irrigation 4 

2. Flood control 3. 

) 3. Rivers and harbors 2 
4, Miscellaneous developments 


F. Other Public Buildings 12.15 
1. Post Offices 2.0 
2. County agricultural buildings 15 
3. Other buildings 10.0 


G. Housing 3.0 
1. Non-farm ' 2. 
2. Farm 1 


H. Rural Electrification -25 25 


EEE 


Total 78.4: 


an investment of roughly $78 billion in 1940 costs or in the neighbor- 
hood of $120 billion in 1947 costs is required to bring public physical 

` facilities, exclusive of territorial facilities, up to reasonably adequate 
standards. 
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The above inventory, moreover, considerably understates the amount 
of public construction that will be needed in the next several decades. 
Since it measures only the gap between existing facilities and current 
standards, it makes no provision for expanding needs due to popula- 
tion growth and urbanization. It takes no account of the increasingly 
large amount of construction that is necessary to maintain and replace 
existing structures because of depreciation and obsolescence.** It 
makes no allowance for higher standards in public facilities and services 
which the public is certain to demand as the years go by. Furthermore, 
it does not cover needs for land development and public services which 
would certainly be included in any compensatory employment program. 

It is apparent, therefore, that while there is no inexhaustible reservoir À 
of public works that can be drawn on as an employment stabilizing ⁄ 
force, the magnitude of worthwhile needs is far larger than many people 
have been led to believe and certainly sufficient to buttress a com- 
pensatory public construction policy aiming at stabilizing the construc- 
tion industry for some time to come. Then even after public facilities 
have reached reasonably adequate standards and population reaches a 
stationary state, an annual capital outlay in the neighborhood of $1 to 
$2 billion will be required to offset depreciation and obsolescence. 

“One of the outstanding features of the forthcoming Twentieth Century Fund study 
by Robert W. Hartley and Eleanor Wolkind on Estimates of Capital Requirements is its 
measurement of the amount of public outlay that will be needed for population growth, 

‘depreciation and obsolescence. Preliminary calculations are to be found in J. Frederic 


Dewhurst, “Estimated Capital Requirements for 1946-1960,” Dun’s Rev. (Sept., 1945), + 
pp. 14-16. 
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Repercussion Studies at Oslo! 


I propose to bring before you certain ideas which form the basis of the 
work that is under way or is planned for the next few years at the University 
Institute of Economics in Oslo. We designate this work as Repercussion 
Studies, It is financed in part by the University and in part by the Rockefeller 
Foundation. In brief, the object is to find out what will happen when certain 
measures, such as fiscal measures or definite wage policies or the like, are 
applied to the economic system. We conceive of these studies in a very broad 
and inclusive way. When I am through explaining their character, you may 
even find that we are aiming at something which is too formidable to be prac- 
ticable. However, we have been more or less specializing in unsolvable prob- 
lems of this type and rather like to play with them, and we certainly want 
to be optimistic even in the face of difficulties that seem formidable. 

The first feature of the work which I would like to mention is that it is 
definitely econometric in character. When certain measures are applied to 
the economic system, any resourceful economist can, of course, list a number 
of effects. But these often run counter to each other so that the net result of 
the measure will depend on a quantitative comparison of the strengths of 
several tendencies. Hence the need for an econometric approach, and for 
an approach that is broad enough to embrace the whole economic system in 
n determinate way, Rant of tha ralntinne may ha warkerd nut m less detail than 
others, but in prińċplė thé systemi sAGULU Ve elusive euuugh lu make Ib 
dotorminato. Tho objoct of the analysis will he the Norwegian erannmy That 
is to say, the study will be modeled over the burning economic problems of 
our Norwegian community today. This will make the problems realistic. The 
studies will, however, be handled as far as possible so as to bring out general 
principles that may also command interest elsewhere. The significance of these 
problems would be due not least to the fact that they have emerged in a type 
of social and economic democracy which has certain desirable features and 
which is not too large to be unwieldy from the research point of view. 

A second feature of the study is that it is based on our national budgeting 
work, I believe that Norway was one of the very first countries to take up 
work on national budgeting. The work was started in the Oslo Institute some 
ten or fifteen years ago. In the course of a number of years the problems re- 
garding the principles of this accounting were thoroughly discussed and tenta- 
tive work on actual data was done so as to check how our principles would 


*This paper was originally presented to the International Economic Club of the staff 
of the United Nations. 
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work in practice. As a result, the foundation was laid and trained personnel 
was available when the undertaking was launched on a large scale by our 
Department of Finance in 1945. At present the national budget plays a very 
large role in the whole financial policy of our country. 

The great number of separate accounts are arranged in a pyramid system 
and the main magnitudes are squeezed down into a standardized set of 
symbols. This is memotechnically a great help in tracing the definitional rela- 
tions between the quantities. Further, these definitional relations are de- 
picted in a standardized graphical exposition. 

A third feature of the work, and the most important, is the analysis of the 
structural relations that connect the various variables in the national budget- 
ing system. The national budgeting system itself is only a framework to keep 
track of the variables involved. The essence of the problem, that part of it in 
which the questions that are really significant from the repercussion view- 
point emerge, is this system of structural relations. A few examples will suffice 
to indicate what I have in mind when I speak of structural relations. Take, 
for instance, the relations that show how the consumption of a certain com- 
modity depends on the price and on the income in the consumer group and 
on some other factors. Or, take the relations that show how the expectations 
of business enterprises determine the investment activity. These ideas were 
studied intensively in the fundamental work of Knut Wicksell some forty 
years ago and have in our day been brought into popularity through the writ- 
ings of Keynes. As a further example, I may mention, on the one hand, the 
connection that exists between multiplier and acceleration effects and on the 
other, the way in which the time curve of the starting of capital production 
determines the time curve of the carry-on-activity in the capital producing 
industries. This type of problem was studied in an essay on impulse problems 
and propagation problems in economic dynamics which I published some years 
before the war in the volume in honour of Cassel. Further, we have the impor- 
tant group of problems centering around the supply structure of labour. These 
examples will be enough to indicate what I have in mind when I speak of 
structural relations. 

From the viewpoint of repercussion studies, it is essential to look somewhat 
closer into the nature of these structural relations. For one thing, it must be 
pointed out that a structural relation is conceived of as one in which the 
variables are capable of a partial variation. That is to say, the relation is con- 
ceived of as expressing what would happen if all the variables involved were 
kept constant except two, and these two varied together. Further, we must 
consider how autonomous the relation is. This point is often neglected. From 
the viewpoint of repercussion studies, however, it becomes of crucial im- 
portance. The idea of autonomy can be explained as follows. Take any equa- 
tion and ask the question: is the technical and institutional setting which 
surrounds it and the behaviour of the individuals involved such that this 
particular equation will kold good even though other equations involving the 
same variables are destroyed through technical, institutional or behaviouristic 
changes: or through the fixation of some specific variables in the system, for 


=~. 
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instance through a specific economic measure. This, it seems, is the only way 
in which it is possible to define a “causal” relation as distinguished from an 
incidental covariation between economic magnitudes. 

Obviously, this feature of an equation is an exceedingly important one 
when a question of repercussion comes up. The nature of an equation in this 
respect should if possible be discussed in quantitative terms. Some sort of 
coefficient should be attributed to it expressing its degree of autonomy. 
Similar coefficients may be applied to parts of the equation. Without going 
into detail I may say this much, that the autonomy coefficients will have 
properties to a large extent similar to those of probabilities. They will in a 
sense express the probability that the relation in question exists under certain 
assumptions regarding the existence or non-existence of other equations, or 
parts of equations. The smaller the range of assumption needed in order to 
assure a certain level of probability, the larger the autonomy of the equation, 
or part of equation, in question. Coefficients of this sort will be equally im- 
portant, I believe, in a planned economy and in an economy that is based 
essentially on free enterprise. 

The question then is, how can we proceed in order to arrive at a workable 
cyetem of etructural equations? Jn the first place, a eansiderahle amnnnt nf 
speculative thinking must be done. We must use both the theoretical approach 
and as much common sense as we can. At present we are working at the Oslo 
Institute on a register trying to put on record all sorts of ideas with regard to 
structural equations that have been forwarded so far. Two men are working 
on the job—one economist and one mathematician. A brief statement of the 
relations as they existed in the original version is made, together with a 
translation into our own standardized system of symbols, These equations will 
_ then be scrutinized very thoroughly, particularly with a view to throwing out 

any equation that does not have a high degree of autonomy but is only an 
expression for an incidental covariation. 

The further we can go in the direction of eliminating these incidental equa- 
tions from the system and getting down to equations of as high a degree of 
autonomy as possible, the more sure we will be of having a system which we 
can rely upon when we are going to answer questions regarding repercussions, 
Że., questions which will in certain cases violate some of the equations in 
our system, or change some of the structural coefficients in these equations. 

Having through this a priori approach arrived at a preliminary conclusion 
regarding a desirable system of relations to be considered, the question arises 
how to get information about the numerical character of the equations, ż.e., 
information about the magnitude of the coefficients entering into them. This 
raises a difficult question which is usually not considered as carefully as it 
merits. 

Let me give you a simplified example of the difficulty I have in mind. Sup- 
pose you are considering a system of three variables. You may measure them 
along the axes in a three-dimensional space. A set of observations of these 
variables would be represented by a scatter of points in this three-dimensional 
space. Suppose you are trying to analyze a demand relation, one of the three 
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variables standing for the quantity of a certain commodity, the second stand- 
ing for its price, and the third for the income of the consumers. This is 
tantamount to assuming that, apart from random disturbances, your scatter 
will be distributed along a certain surface in the three-dimensional space. To 
try to determine the numerical character of this demand relation from the 
statistical observations would mean that you let the shape of the scatter 
of points determine the coefficients of the equation. But now suppose that the 
statistical data at hand satisfy also some other relation, for instance, a supply 
relation. That would mean that the scatter of points not only lies in the first 
surface but also in a second surface, the supply surface. In other words, the 
scatter of points would not be spread out over the demand surface but would, 
apart from random disturbances, be concentrated along a specific curve in 
the demand surface. Obviously in this case, it would be impossible from the 
nature of the scatter to get complete information about the nature of the 
demand surface. In other words, we would not have any information about 
demand in the sense of a relation that expresses what would take place if the 
variables involved underwent a partial variation. Thus, if by any chance the 
data at hand satisfy not only that specific relation which you happen to think 
of at the moment and on which you try to get numerical information, but 
also satisfy some other relation, then it is in point of principle impossible to 
get the kind of numerical information you are after. You will see immediately 
that in a great number of cases, indeed in most cases, the data which usually 
present themselves to us in economic statistics are of just this kind. It is very 
seldom indeed that we have a clear case where the statistical data can actually 
determine numerically an autonomous structural equation. In most cases we 
only get a covariational equation with a low degree of autonomy. 

This situation is extremely important from the repercussion viewpoint. 
We must look for some other means of getting information about the numerical — 
character of our structural equations. The only possible way seems to be to 
utilize to a much larger extent than we have done so far the interview 
method, i.¢., we must ask persons or groups what they would do under such 
and such circumstances. In doing so we must, of course, watch our step very 
caréfully to avoid bias in the answers. A number of pitfalls exist in this field. 
But, after all, I think that the possibility of getting reasonably reliable answers 
is better than would appear at first sight. There are two things we may do 
in order to assure the answers to be as reliable as possible. In the first place, 
we may use questions which are worked out in such a way that the informa- 
tion we seek does not come directly from the answers themselves but rather 
from the solution of a ‘system of equations connecting these answers, że., 
we try to conceal as much as possible from the interviewed persons or groups 
the true object of the interviewing. In the second place, we will have a check 
on the answers by noticing whether or not the relations we derive from them, 
check with the covariational equations which we derive from the usual kind of 
statistics. Proceeding along such lines it should be possible to work out a 
system of corrections to be applied to the answers so as to adjust for most of 
the bias. Of toi it is impossible to state any general rule concerning this. 
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Each particular field of enquiry must be judged on its own merits and care- 


‘fully studied. 


In connection with the structural equations, I should like to mention also 


certain pertinent mathematical developments. In the first place, we have the 


approach of dynamic equations subject to shocks. This was the fundamental 
idea of the Russian economist and statistician Slutsky and of other mathe- 
matical statisticians of the Russian school and of the English statistician 
Yule. It has also been the object of a considerable amount of work done at 
the Oslo Institute before World War II but so far unpublished. 

In the second place, we have the confluence analysis approach, as was 
developed in a series of papers of the Oslo Institute between 1931 and 1935, 
and subsequently extended through the works of the Dutch mathematical 


< statisticians Koopmanns, now with the Cowles Commission, and the Nor- 


-~ wegian Reiersol. Finally, we have the estimation theory for structural equa- 


tions which was presented by Professor Jerzy Neyman and his associates at 
the 1947 Atlantic Cily meeting of the Institute of Mathematical Statistics 
(published in Econometrica, January, 1948). There is a basic connection be- 
tween these different types of approach to the confluence problem. They are 
different ways of throwing light on the same basic problem. This underlying 
similarity of the object studied should be brought out more clearly. This would 
go a considerable way towards creating a tool which would be very valuable 
in the attempt to obtain structural equations. 

When we have arrived at a reasonably satisfactory system of structural 
equations, determined not only in the sense of knowing the abstract character 
of the equations, but also in the sense of knowing roughly their numerical 
character, then the question is to find out, first, what sort of evolution would 
obtain in a system of the sort under consideration if the system were allowed 


‘to evolve without disturbances; and second, what the evolution will be if 


i 


a stream of random shocks is poured out over the system; and third and 
finally, what sort of evolution we can expect if certain control measures are 
introduced into such a system. To give an answer to this is the final goal 
we are striving for. 

The work before us entails a considerable amount of computation, The 
computational part of the problem becomes, indeed, all the more important 
the more one strives to obtain solutions that leave the highest possible degree 
of freedom to the individual, because then the measures applied must be all 
the more refined. Even the solution of rather simple systems involves a great 
deal of computation as exemplified hy the set-up used in the essay on propa- 
gation problems. In the much more generalized problem about which I am 
now talking, we need a mass computation of solutions in order to take account 
of various alternatives with regard to the possible magnitudes of the struc- 
tural coefficients involved and also to take account of various alternatives 
with regard to the actions and measures considered by responsible authorities. 
Therefore, a considerable development of the computational technique is 
needed. That is one reason why I was charged by my University to investi- 
gate the possibilities of the big computational units which have beer? de- 
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veloped in this country during the war. I am referring particularly to the 


units that have been constructed at Harvard and at the University of Pennsyl-' 
vania and to the unit which is now being built at Princeton. I feel convinced _ 
that if the services of such units could be put at the disposal of the econome- 


trician, he would be able to attack problems which he could not have dreamt 
of attacking before. Developments of this technique will, I believe, come to 
revolutionize the whole field of econometrics, and particularly will it open 
the way for making econometrics a more useful tool in so far as practical ap- 
plications are concerned. 

Such are the problems of the econometrician today. If we can make some 
progress, however slight, towards their solution, we will be doing a real service 
to the individual governments which we want to serve and to the organs of 
the United Nations which attempt to improve economic matters on an inter- 
national scale. The task is a formidable one, but we have to face it squarely 
and attack it with optimism and with all possible enthusiasm, in view of the 
great issue that is involved. 

RAGNAR FriscH* 


* The author is professor of economics at the University of Oslo. 


Demand Elasticity and Control of Public Utility Earnings 


Buyer response to price changes, usually expressed graphically by a down- 
ward-sloping demand curve, is an accepted fact among economists, but the 
regulators of public utility firms rarely give attention to it as reasonable 
earnings are determined. These commissions do not trouble themselves with 
studies of market-demand schedules. To solve price-output relationships, they 


choose a simple, matter-of-fact rule: past sales, measured in several different ` 


ways, are assumed to be the sales at the new prices. They use an implicit 
assumption of perfectly inelastic demand. Such a view of demand conditions, 


already recognized by other writers, appears more as an indifferent adminis- 


trative attitude toward demand schedules than as a reasoned foundation on 
which the commissions intend to construct an efficient and wise control. To 
deal with the regulatory practice, this note first sums up the recent varia- 
tions of commission behavior, next considers the evidence on price elasticity 
of demand that does and does not support the behavior, and then presents 
analysis of some effects of the rule on reasonable earnings control, utilization 
of plant capacity, and investments. 


I 


As shown in Table I, only 2 out of 90 decisions indicated any allowance 
for buyer responses to price changes. Only twice in this ten-year sample of 


*Cf. C..Woody Thompson and Wendell R. Smith, Public Utility Economics (New York, 
McGraw-Hill, 1941), p. 269; Robert F. Bryan and Ben W. Lewis, “The ‘Earning Base’ 
as a ‘Rate Base,’ ” Quart. Jour. Econ., Vol. LIT (Feb., 1938), p. 342; Melvine G. de Chazeau, 
“Reply,” Quart. Jour. Econ., Vol. LIT (Feb., 1938), p. 351. 
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decisions did the commissions consider the revenue effects of their price 
regulation. (In four other decisions, which are included in the no-response 
group, the commissions referred to price-output relations but made no ap- 
parent allowances for them as earnings were computed.”) In one of the two 
cases a commission was concerned with an interesting proble in price differ- 
entiation: the revenue effects of various token rates for bus service.” Using 
the experiences of other companies, the commission calculated an increasing 
revenue reduction as (1) the differential between the straight fare and the 


TABLE I.—SALES BASES For PUBLIC UTILITY Prices—Commission Decisions, 1937-1946* 


Number of Decisions 


Response to Price Change 2a 

No Response to Price Change 88 
Sales of past full calendar year 35b 
Sales of current year 19 
Sales of second year before decision 16 
Sales base not mentioned or not clear 5° 
Some average of past sales 3 


Past full year and current sales 3 
Sales of third year before decision 3 
Sales of fourth year before decision 1 
Sales of previous 12 months 1 
Sales of one month of current year 1 
Estimated future sales 1¢ 
* Only the cases reported in the Public Utilities Fortnightly were examined. And the follow- 
ing kinds of cases were excluded: court, rate-structure revision, railroad, motor carrier, street 
* lighting, refund, sliding scale, dismissed, part of system (e.g., rural). 
a In four other cases the commissions recognized probable responses to price changes, but 
still treated the price changes as though no increases in sales were expected. 
b Includes several cases where the twelve-month calculation of sales started sometime during 
the last half of the preceding year. 
e This figure is higher if only the definite and none of the “apparent” decisions are recorded 
under other captions. 
d While commissions occasionally estimated demand changes, this was the only case in 
which the future demand seemed to be the basis for a revenue calculation with a price change. 


average token fare increased, and (2) the outlay for a token bundle decreased 
(e.g., the revenue reduction was expected to be greater at 3 for 20 cents than 
6 for 40 cents.) The other case concerned a general increase in telegraph 
rates, and a consequent loss of traffic as long as telephone and air-mail rates 
were fixed.* Relying on managerial judgment rather than demand studies, 
Western Union expected a mere 1.5 per cent decrease in sales with an average 


*Re Boston Consol. G. Co. (Mass.), 30 P.U.R. (N.S.) 260, 273 (1939); Re Georgia 
P. & L. Co, (Ga.), 31 P.U.R. (N\S.) 129, 165 (1939); Re Springfield G. L, Co. (Mass.), 
_ 38 P.U.R. (NS.) 184, 187 (1941); Re Jersey Central P, & L. Co. (N.J.), 66 P.U.R. (N.S. 
` 129, 136 (1946), 
* Re Syracuse Transit Corp. (N.Y.), 59 P.U.R. (N.S.) 170, 186-7 (1945). 
*Re Western Union Teleg. Co. (F.C.C.), 64 P.U.R. (N.S.) 216, 244 ff. (1946). 
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price increase of 15 per cent. It anticipated a high price inelasticity of de- 
mand. And while the Federal Communications Commission preferred a more 


“scientific” analysis of the price-output relation, the company’s anticipations | 


were accepted.® 

Experience is the main criterion in public utility regulation. Avoiding meas- 
urements of probable demand changes or elasticities of demand, commissioners 
use the revenue data that already are parts of company histories. Putting 
the problem in this simple manner, a commission needs to do no more than 
choose a base period for the revenue calculations. As Table I shows, the 
regulators choose a variety of base-revenue periods. The last full calendar 
year is the favorite, the current year and the second preceding year receive 


about equal attention, and the remainder of the choices are scattered among ~ 
a miscellany of bases such as the third or fourth preceding year or even the 


sales of une muulh of the current year.® 

Represented more often in the ninety decisions than any other commission, 
the Federal Power Commission always relied on some sort of past experience. 
Otherwise the FPC, like commissions in general, showed some variations of 
behavior. At first this commission, which did not become a price regulator 
until 1935, did not clarify its choices of revenue bases, Later it began to use 
a “test” year that was the first,” second,’ or third year? preceding the decisions. 
The commission made only brief explanations of these choices, saying that 
the “latest calendar year .. . is the most reliable guide for the future,” that 
the “latest full year for which there is complete data . . . furnished the best 
available guide for fixing rates,” that the costs and revenue of the third pre- 
ceding year were “representative” of relationships in the “immediate future,” 
that the choice was a “conservative ‘average’ year” or simply “fair and 
reasonable.” No discussion of the choices appeared; nor was the variation 
between the first, second, and third preceding years explained—or even recog- 
nized. Only one point was clear about the Power Commission’s behavior: 
no attention was paid to the revenue effects of price decisions. 

Summing up the available evidence, we see that public utility regulation 
focuses on cost conditions and neglects demand behavior. Commissions often 
make references to demand changes, but seldom take account of them as 


©The FCC remembered some contrary observations: when wage changes were considered 
during the preceding year, the officers of Western Union testified that increases in rates 
were certain to reduce total revenue. Facing a wage increase, they spoke of an elastic 
demand; seeking higher prices, they foresaw a quite inelastic demand. 


“Yf another person reads these ninety decisions, he probably can obtain a somewhat 
different tabulation. Commissions often are not explicit about the revenue bases that they 
use; evidence of their choices comes frequently from cost calculations or brief references 
to sales and revenue, and consequently is subject to misinterpretation. 


"Detroit v. Panhandle Eastern Pipe Line Co. (F.P.C.), 45 P.U.R. (NS.) 203, 216 
(1942); Re Southern Nat. G. Co. (F.P.C.), 65 P.ULR. (N.S.) 1, 14-5 (1946). 


X 


* Cleveland and Akron v. Hope Nat. G. Co. (F.P.C.), 44 P.U.R. (N.S.) 1, 35 (1942); 


Re Interstate Nat. G. Co. (F.P.C.), 48 P.U.R. (N.S.) 267, 282 (1943); Re Cities Service 
G, Co. (F.P.C.), 50 P.ULR. (N.S.) 65, 89 (1943); Re Mississippi River Fuel Co. (F.P.C.), 
63 P.U.R. (N.S.) 89, 97 (1945). 

? Re Canadian River G. Co. (F.P.C.), 43 P.U.R. (N.S.) 205, 225 (1942). 
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prices are fixed for the future. They never use the term “elasticity of demand,” 
and rarely make allowance for buyer responses to price changes. To measure 
the revenue effects of price changes, they turn to past revenue experiences 
where the range of choices reflects more a sense of administrative convenience 
than foresighted control. Figuring that past sales will continue at new prices, 
commissions have a most simple, and, in connection with price decreases, a 
most conservative view of demand behavior. 


Il 


If commissioners wish to do it, they can find some evidence that gives 
partial support to the implicit assumption of perfectly inelastic demand. For 
some public utility services the response to ordinary price changes is very 
low even if a long time is allowed for buyer reactions. These responses are 
likely to be so low that an assumption of perfectly inelastic demand is a de- 
fensible working rule for administrators. These services have no near sub- 
stitutes, and consumers are well habituated to their use. As I explain 
elsewhere, a high inelasticity of demand seems to be evident for domestic 
lighting with electricity, cooking use of gas, most domestic uses of water, a 
considerable part ot local telephone service. And the demand for street light- 
ing, most commercial lighting, and most established uses of electric and gas 
appliances seems to be quite inelastic—even perfectly inelastic for considerable 
price ranges in some situations. 

For other uses, consumers recognize the existence of alternatives, but they 
do not respond immediately to price changes. Reaction to price changes and 
gradual movement toward a given demand elasticity take time—as much as 
a decade or more for some services. This category of eventual response con- 
tains industrial buyers of electricity and gas who may increase their con- 
sumption at lower prices or are likely to turn away from higher prices if 
they have time to make the adjustments, space-heating buyers of gas who 
are aware of their alternative choices of coal and fuel oil, users of toll lines 
and telegraph service who can shift between long-distance calls and telegrams 
as the price differentials change, and so on.** To justify a working rule of 
perfectly inelastic demand when a considerable buyer response is expected 
eventually, a commission must be ready and willing to investigate frequently 
so that the revenue effects of past price changes are not neglected for long 
periods of time. Commissions must stand ready to raise or lower prices as 
each new relation of demand and cost seems to justify a change. Such frequent 
and regular investigations, unfortunately, are not common among the com- 
missions. 

The real explanation for the past-sales rule is not found, however, in the 
behavior of demand elasticities. Nor is it explained fully by lack-of-demand 
knowledge. Commissions, like public utility firms, do not have the information 
with which demand schedules can be constructed for considerable ranges of 


} ® Economics of Public Utilities (New York, Rinehart, 1947), pp. 582 ff. . 
“Cf. B. N. Bebling, “Competitive Substitutes for Public Utility Services,’ Am. Econ. 
Rev., Vol. XXVII (Mar., 1937), pp. 17-30. 
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prices and quantities, but they do not make a point of this deficiency. The 
explanations for the rule seem to be simple. For one thing, the commissioners 
like convenient, matter-of-fact means of control; they prefer experiences and 
facts rather than ideas, easy procedures and clean desks instead of reflections 
on regulatory consequences. The past-sales rule satisfies the clerical attitude 
of these administrators even if it misleads. For another thing, regulatory 
attention has been centered traditionally on cost measurements rather than 
demand behavior, Uncertainty, conflict, and litigation about reasonable total 
cost as well as the conservative social values and the essentially private busi- 
ness standards of the commissioners have confined most regulatory activity 
to a limited area of analysis, particularly to the topics of property value, 
depreciation expense, and rate of return. Much cost study and all demand 
analysis is out of the current administrative range of the commissions. 
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FIGURE 1 


HI 


Several economic consequences of the past-sales (perfect price inelasticity) 
rule are considered in this section. These are possible rather than certain 
consequences. And the graphic presentation should be accepted more in the 
sense of expressing general reasoning than describing actual or easily meas- 
ured facts and relationships. Nor can all variations of cost, demand, rate 
structure, management, and regulatory behavior be represented; generaliza- 
tion of practices is essential to generalization of the reasoning. The first 
problem concerns the general way in which the rule limits the measurement - 
of reasonable earnings. Next, use of the rule may compel inadvertently, an 
expansion of plant capacity, a rationing of service, or an increase in prices 
where the demand is quite elastic. Finally, under special circumstances the use 
of past sales gives instability to public utility prices—fails to assure a direct 
movement toward reasonable earnings. 
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Earnings control is supposed to equate average revenue to average cost 
for each utility company. Yet, as Figure 1 shows, use of the past-sales rule 
interferes with the equation. To describe this effect, let us assume several cost, 
demand, and regulatory conditions: (1) the commission is quite capable of 
measuring the reasonable total cost of the firm; (2) the average cost curve, 
based on measurements of reasonable total costs, decreases over a considerable 
range of output before it turns upward; (3) separate customer classes and 
price differentiation are not factors of the problem; (4) the demand curve is 





not perfectly inelastic; and (5) the commission continuously tries to equate 
the average revenue and average cost. 

In Figure 1 the company starts with a price level of P, and sales of OQ. 
Since the average revenue (AR) at P, exceeds the average cost (AC) and 
the firm has excessive earnings, the commission orders a price reduction. Using 
the existing sales of OQ; to measure the proper price reduction, the commis- 
sion orders a new price level of P}. For a brief time AR = AC at Ps. But this 
equation does not last; as the AR curve indicates, the buyers respond to the 
price reduction and are willing to purchase the quantity of OQ. at P.. Now 
the firm has excessive earnings again, and the commission reduces the price to 
Ps. This step-by-step reduction of prices goes on as long as the AC curve 
decreases and remains below the AR curve. It continues until AC = AR at E, 
or until such an equation is approximately at P, or Ps. 

The past-sales rule does not facilitate elimination of excessive earnings 
in a decreasing-cost situation. The commissions delay their own work.’? The 


“ These excesses, which remain even after the commission tries to make AR = AC, serve 
as a cushion against demand decreases. For example, if Pz of Figure 1 is in force, the 
demand must decrease until less than OQ, can be sold before the firm incurs a deficit. This 
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implicit assumption of perfectly inelastic demand works best under constant 
costs; even though the sales are larger than what the commission assumes, 
the price level remains equal to a constant average cost. But constant average 
cost is scarcely a condition that is expected continuously for public utility 
firms. 

If AR is less than AC and the company clearly deserves a higher price level, 
the rule has a reverse effect. Now the deficiency is eliminated step by step 
as shown in Figure 2. The firm, selling at P,, requests a price increase. As- 
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FIGURE 3 


suming a continuation of OQ; sales, the commission means to equate AR and ’ 
AC at P.. But now only an OQ, quantity is purchased, and the company still 
has a deficit. The deficit is climinated one step at a time as the intersection 
of AR and AC at E is approached. Thus, the rule can work to both the ad- 
vantage and disadvantage of regulated firms. 

Use of the past-sales rule may put a company in a position where, at the 
prescribed price level, the demand cannot be met with available plant capacity. 
This can happen when the firm is operating fairly close to its capacity limits 
before the price is reduced, and when the price reduction extends into an 
area of considerable price elasticity of demand. In Figure 3 the limits of plant 
capacity are suggested by the “ballooning” of the AC curve. And the AR curve 
becomes more elastic at the low prices. Otherwise the conditions are the same 
as those for Figures 1 and 2. 

Again the pricing situation starts with P,. To eliminate excessive returns 
at P,, the commission reduces the price to P; for OQ, sales. But the demand 
becomes quite elastic between P, and Pz, and now the consumers wish to pur- | 





“insulation” against demand decreases obviously becomes less as the price decreases and - 
the “steps” become shorter, but some measure of it is evident all the way to the equation 
of AR and AC at E. 


COMMUNICATIONS 379 


chase OQ; at Pz. Unfortunately the AR curve is not only below the AC 
curve at OQs, but also the cost curve does not show that the firm has enough 
plant capacity to produce this quantity. Indeed, the absolute limit of plant 
capacity, which is probably well beyond the point where the firm wishes to 
operate, seems to be about OQ,. Thus, by disregarding demand elasticity the 
regulators put the company in a position where either more plant must be 
built, stand-by plant brought into use, service rationed, or prices increased.23 
This case suggests that the rule can have some uneconomic effects on the use 
of public utility resources. 

A disparity between consumer demand and plant capacity may occur for 
some but not all buyer classes. It can be related to price structures, and be 
a matter of differences in demand elasticities. The commission reduces the 
prices in all service classifications, including those for which close substitutes 
are available. And if the prices of the near substitutes do not change at all, 
then the commission and company encounter sharp increases in sales. This 
happens when the established price relation between substitutes is broken, 
buyers notice the price difference, and a shift to the low-priced service begins. 
Such a change is significant where the cross-elasticity of demand is high. For 
example, a considerahle reduction of industrial gas rates, making gas as 
cheap or even cheaper than coal for many kinds of heating, is certain to reveal 
a considerable cross elasticity of demand. And there are other similar situations, 
such as the choice between gas and electricity for water heating, between the 
long-lines service of the Bell System and Western Union service, and between 
gas, coal, and fuel oil for space heating. 

Let us. anemose that, as in many cases, the rates are reduced in all service 
classificaŭuò jy the same percentage. For some classes, the ones with in- 
elastic or only’ slightly elastic demand, the consumption increases moderately; 
but the other types of service, having high rates of substitution (immediate 
or eventual) with other commodities, can expand a great deal. Expecting 
either a small increase or no increase at all in sales as a price decrease is 
ordered, the commission starts an extraordinary change that can press on or 
beyond the sensible limits of plant capacity.** On the other hand, a general in- 
crease in prices is followed by a significant reduction in sales to the buyers who 
have an elastic demand. Such responses to price changes are most likely to 
occur, of course, when the prices of substitutes do not change in proportion to 
public utility rates. Prices of fuel and coal do not vary directly with gas 
prices; in fact, prices of oil and coal increased during the past decade while 
the space-heating and industrial prices for gas remained quite stable. Nor 
do gas and electric prices, or telegraph and telephone rates move closely 


* And neglect of probable demand increases, which is not discussed directly in this 
paper, can have similar effects. 


* Because the buyer response to such price decreases can be spread over a few years 
or even a decade when sizable investments must be made in consumption equipment such 
as furnaces and industrial machinery, the commission, having changes in membership and 
lacking understanding of much economic behavior, does not realize that the large sales and 
the shortage of plant capacity are traceable to its pricing policy. The commission may see 
nothing more than an accumulating mass of sales. 
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together despite their interdependency. To control the use of utility plants 
as they regulate earnings, commissions can use knowledge of pricing policies 
for substitutes and rates of substitution between commodities. 

To avoid inadvertent and uneconomic expansion of plants, commissions can 
make selective use of the past-sales rule. Commissions should distinguish be- 
tween consumer groups according to the closeness of substitute commodities 
and price elasticities of demand. If the consumers have no close alternatives 
(as in the case of much residential electric service) and an inelastic demand 
over a considerable price range, the implicit assumption of perfectly inelastic 
demand is not too much at odds with the facts. At the other extreme, where 





FIGURE 4 


substitutes are close and the cross elasticity of demand is high, the commission 
either should not use the rule at all or should move cautiously with it. Perhaps 
the commission can try out small price changes, watching for the demand 
responses that are controlled basically by the price behavior of substitutes. 
Used in this manner, the rule is less likely to force new investments on com- 
panies that commonly are expected to serve “all who come,” less likely to 
lead to uneconomic limits of operation. 

Another possible effect, which is suggested by Figure 3 and is dm 
with an increasing-cost condition, is the instability of the price level. The 
commission goes in a circle, correcting excesses in earnings only to encounter 
deficiencies and altering deficiencics only to get excesses and being fortunate 
if it can achieve easily an equation of average revenue and average cost. These 
circumstances are illustrated in Figure 4. As in the other figures, the starting 
price of P, is lowered to Ps. At Pe the company can sell an OQ; instead of an 
OQ, quantity. But at OQ, the AC is greater than P,, and the company asks 
for a price increase. Assuming continuation of the OQ, output, the commis- 
sion decides that the proper price is P;. Again the commission does not get 
what it seeks: able to sell an OQ. instead of an OQ; quantity at P3, the firm 
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obtains excessive returns. Now the commission orders a price decrease to P,, 
and the company has a larger deficit than beforehand. Next, the price is raised 
to Ps; and price control goes around and around until the price is equated to 
AC at E. 

This case resembles the price-output relations under the “cobweb theorem,” 
but the conditions naturally are different. The situation is not one of pure 
competition, regulatory anticipations of sales rather than actual production 
plans are based on past prices, production of public utility service is not man- 
aged by fixed “periods” as in the case of agricultural commodities, and the 
price of public utility service is controlled by average (reasonable) costs in- 
stead of an “available” supply. Yet the past-sales rule, the assumption 
(which is stated in the first part of this section) of a persisting regulatory 
equation of average cost and price, and an intersection of the demand and 
average cost curves where the latter is increasing can create a condition, as 
shown in Figure 4, that is not wholly unlike the price-supply relationships 
in the cobweb case. And the cobweb analysis gives guidance on an expected 
price movement away from or toward the E point of Figure 4.16 A case of 
divergent price fluctuation, based on an increasing instead of a U-shaped cost 
curve, occurs when the cost curve is more elastic than the demand curve. And 
’ a case of a convergent price fluctuation occurs when, as in Figure 4, the 
upward-sloping cost curve is less elastic than the demand curve. Such direct 
convergence toward E is disturbed in Figure 4 because a U-shaped cost curve 
exists—because prices may be equated alternately to increasing and decreasing 
sections of the cost curve. An equation of P and AC is certain within the 
increasing-cost limits of Figure 4, and is possible (even assured if enough 
attempts are made) within the full range of cost behavior. 

Even though the analysis of this section is not based on actual demand 
and cost data, it still shows some likely consequences of the past-sales rule. 
Step-by-step movement toward AR = AC, the primary point of Figures 1 
and 2, seems quite demonstrable in general as long as the demand is not 
perfectly inelastic and the average costs are not constant. A gradual move- 
ment toward reasonable earnings doubtless starts farther down than P, of 
Figure 1; such an initial price and such an extraordinary amount of excessive 
earnings are used to give a clear view of the movement. Perhaps the case of 
a deficient return, which is illustrated in Figure 2, is not considered common 
because the traditional regulatory emphasis is on excessive returns. Yet in- 
creases in raw material prices, wages, and construction costs may make de- 
ficient earnings a more frequent experience in public utility industries. At any 
rate the reasoning about an upward price adjustment, controlled by the old- 
sales assumption, is no more than a reversal of the case for a downward ad- 
justment. Where the price elasticity of demand is high, the rule (as indicated 
in Figure 3) can lead to extraordinary sales changes and involve questions 
about economical plant expansion. And while commissions apparently do not 


* Mordecai Ezekiel, “The Cobweb Theorem,” Quart. Jour. Econ., Vol. LIX (Feb., 1938), 
p. 272. 


* Tbid., pp. 263-66. 
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have many such experiences either because the price changes are moderate or 
because the changes are really more selective than available evidence suggests, 
the rule still can have these possible effects. Instability of price regulation is 
not likely to be quite so accentuated as it is pictured in Figure 4. In fact, 
the potential instability of the past-sales rule can be counterbalanced by 
changing cost and demand conditions, by possible administrative or legal 
variations in reasonable cost measurements, and by the objective of an ap- 
proximate rather than an exact equation of AR and AC. 


IV 


The past-sales rule does not facilitate elimination of excessive earnings, 
promptly take a company out of a deficit situation, contribute to the stability 
of public utility regulation, or lead clearly to economical uses of resources. 
But the commissions commonly use several forms of it. To achieve better regu- 
latory effects, commissions need studies of demand behavior—any studies. 
And they also need studies of substitutes for the commodities with which they 
are dealing, inquiries that tell something about pricing policies for the substi- 
tutes and possible rates of substitution between commodities, Even estimates 
of demand schedules, whose variations from actual demand experiences 
decrease as factual information accumulates and whose effects on regulated 
earnings can be corrected in any case by restoring deficiencies or recapturing 
excesses if continuous earnings control is adopted, can be significant improve- 
ments on the present procedure. As a minimum, the commissions can give 
attention to the most obvious evidence regarding demand elasticities, and 
thereby avoid their worst errors. Reliance on known, historical facts, a com- 
mon mark of administration in general, may seem to be the safe approach in 
public utility regulation, but it actually lowers the maximum possible achieve- 
ment and administrative efficiency of a commission. 

EMERY TROXEL* 


* The author is associate professor of economics at Wayne University. 


Justifiable Price “Discrimination” under Conditions of 
Natural Monopoly: A Diagrammatic Representation 


I 


Writers in the economics of transportation and public utilities have usually 
upheld the basic idea of “discriminating” prices implict in the rate structures 
of those industries. They have done this on the ground, sometimes merely 
implied, that all parties to the transactions benefit from the “discrimination,” 
This “justification” of the “discrimination” has generally been based upon 
the propositions that (1) the firms supplying the services are natural mo- 
nopolies in the sense that under present conditions, at least, they make a 


1 See, for example, D. Philip Locklin, Economics of Transportation (Chicago, Bus. Pub. 
Inc, 1938), Chaps. 7 and 8—or J. M. Clark, Social Control of Business (New York, 
McGraw-Hill, 1939), Chaps. 17 and 23, 
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more efficient use of resources than can firms operating smaller plants, and 
(2) the products sold on the various markets are joint, if not identical, 
products. So the increased production to serve the needs of one of its groups 
of customers has the effect of lowering the average cost of serving all of the 
customers of the plant, in the long run. Thus the use of monopoly powers 
to invoke price discrimination is justified on the ground that it so increases 
production as to result in lower prices for all classes of users and higher profits 
for the industry. Some writers go on to “justify” particular rates which are 
substantially below average cost on the basis of these facts.” 





QUANTITY 


FIGURE 1 


All of these conditions and conclusions are capable of diagrammatic repre- 
sentation which will make them more concrete and evident. Such a repre- 
sentation will also make possible the theoretical determination of the “proper” 
degree of “discrimination.” It will show the conditions under which and the ' 
limits within which such “discrimination” may be regarded as “justified.” 
In the final section of the paper an attempt will be made to apply this analysis 
to an important case of monopolistic competition, thus broadening the area 
in which this kind of reasoning seems relevant. But in all cases the author 
wishes to emphasize the fact that the conclusions do not rest upon inductive 
research, but only indicate the kind of evidence which must be presented in 
order to prove a case for the “justifiable” use of discriminating monopoly 
powers. 

For the sake of simplicity, let us assume that there are only two rather 


* Clark, op. cit., p. 269. 
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well-defined groups of consumers to which a particular monopoly firm sells. 
Let us assume further that the products to’ be delivered to these two groups 
of consumers, while sold under somewhat different conditions, are physically 
alike, so that any economies of large-scale production will lower the costs 
of both. The two demand curves and the average cost curve are shown in 
Figure 1. The average cost curve is probably best thought of as a long-run 
average cost curve, based upon a proper adjustment of the size of plant (as 
well as of the more easily variable productive agents) to the scale of produc- 
tion at each level of output. It will be thought of as including all costs, among 
them the market rate of return on the investment in capital goods. 





QUANTITY 


FIGURE 2 


From the diagram, it is evident that if only one price is to be charged, the 
company, at best, will be able to break even selling ON units at a price of 
OP.* If price discrimination is practiced by the firm, however, it can set a 
price to each class of customers which will equate the marginal revenue from 
each to their collective marginal cost as illustrated in Figure 2. If the average 
costs fall for larger outputs, as they do here, sales will be made to both 
classes of customers leading to an increase in output which brings about lower 
costs and makes possible gains to both classes of buyers, as well as the seller. 
As indicated in Figure 2, the quantity sold to the “low-price” class of cus- 
tomers is calculated as if it were additional sales to the “high-price” customers. 
This is the proper result of our assumption that the commodity sold to both 

° In practice it might well be that none of the demands could be satisfied without price 


“discrimination,” but the less extreme position is illustrated here in order to make clear 
the limitations to the gains made by those willing to pay the relatively high prices, 
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Let us assume, for example, that there is a certain cost connected with the 
differentiation of the products from each other. Perhaps it involves more 
luxurious appointments, an added mechanical attraction, a different grill and 
trim, and larger size tires on an automobile to distinguish a “standard” from 
a “de luxe” model. 

All of these distinguishing features will probably raise the cost of the 
product. For purposes of graphic representation, these “special” costs, con- 
nected with only one of the two markets can be most conveniently handled as 
a reduction from the average revenue (demand) curve. The long-run average 
cost and the long-run marginal cost curves may be thought of as indicating 
the cost of the less expensive product. Since the average cost of differentiating 





QUANTITY 


FIGURE 4 


the more expensive product from the cheaper will probably decline as more 
units of the expensive product are sold, the average wet revenue curve will 
be flatter than the market demand curve and may be curved. This is illus- 
trated in Figure 4, where the information formerly put on three figures is 
found. The data comparable to Figure 2 are shown by dashed lines on 
Figure 4, The various important points are designated by the same letters 
as in Figures 3 and 4. It will be noted that in this case neither of the market 
demand schedules could have become effective without differentiation of 
product and correlative price discrimination, since the average net revenue 
, is always less than average cost. As compared with the case where there was 
no cost of differentiation, Figure 3, somewhat less will be produced, con- 
siderably less (percentwise) for the high-price market, and somewhat less 
for the other, since costs are slightly higher. Total receipts will be OBEM 
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plus OAFQ, total costs will be OCGT plus BRSE, leaving the small profit 


CRSK minus AFJC. 

In this case all of the conclusions outlined in the earlier section would seem 
to be appropriate except the comment that as demand grows the “discrimina- 
tion” would be eliminated if competition were increased. Although this reduc- 
tion of “discrimination” would be expected to result to some extent, there 
would be no reason to expect the elimination of the differential (over and 
above the differential in cost) unless there were major changes in the slope 
of the demand curves, which is unlikely in this case. 

Where a single product is being manufactured, such as “firm power,’ the 
introduction of competition can be expected to flatten the demand curves of 
each user materially, so far as an individual producer is concerned, And a 
utility commission can proceed on that assumption once “capacity” output 
is attained. Under monopolistic competition, on the other hand, such a 
flattening may not occur. And some users may be strongly attracted to ex- 
pensive “de luxe” lines even though they may freely buy more economical 
“standard” models. It is doubtful if we may fairly charge “discrimination” 
against the “high-price” customers in this case, even when capacity produc- 
tion could be had without using “discrimination.” But certainly public policy 
can be in favor of a full disclosure of the facts concerning the merits of the 
“standard” and “de luxe” machines. 

While presumption against price “discrimination” should be maintained, 
a particular case apparently could have socially acceptable results, if the 
conditions indicated above, rapidly falling average cost curves plus insufficient 
demand at any single price, are fully realized. 

D. A. WORCESTER, JR.* 


* Electric power which can be used at the convenience of the purchaser. 
* The author is assistant professor of economics at the University of Washington. 


The Marginal Revenue Curve under Price Discrimination 


Professor Troxel has made a considerable contribution in applying economic 
theory to public ‘utility practice in his recent text, Economics of Public 
Utilities. However, the twin problems of differential and marginal cost pricing 
which are basic to utility pricing theory remain a source of error and con- 
troversy since Professor Troxel has been a little too uncritical in accepting 
the positions of several writers on these subjects. The error is closely related 
to the fatal flaw in the Hotelling-Lerner marginal cost pricing theory. 

There are two common theoretical approaches to the problem of dis- 
criminatory or differential pricing. Joan Robinson’s method of using individual 
demand curves for each of the markets is more exact but it is complex and 
does not lend itself too well to marginal cost pricing analysis.1 The method 


*Joan Robinson, Economics of Imperfect Competition (New York, Macmillan, 1936), 
pp. 179-208. 
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is adapted only to discrimination between markets—not to the discrimination 
that exists when a single customer is presented with a series of prices to be 
applied on the basis of the quantity of the product taken. A second and 
easier method is that of using a single demand curve and assuming that the 
monopolist is able to apply one price to the upper section of the curve and 
successively lower prices to each of the several lower sections. Considering 
the wide variety of the ways in which discrimination may be practiced, this 
method of classifying customers is largely within the power of public utility 
management. In any event, it clearly indicates why a utility company is led to 
sell part of its output at marginal cost. In the accompanying diagram cus- 
tomers making up the demand O-Q,; would be charged P,, customers making 
up the demand Q-Q: would be charged P., and so on. 





0 Qi Q2 Q = % 


This second procedure requires several basic changes in the orthodox 
methodology of Chamberlin and Robinson. The average revenue curve will 
not correspond to the demand curve but will lie above it as soon as the second 
price is set up.? Professor Troxel has grasped this notion (pp. 624-25) but 
has failed to appreciate the corollary that under perfect price discrimination 
(where every customer is charged the maximum price, he will pay for each 
unit) the demand curve becomes the marginal revenue curve. At any rate 
he is led (pp. 634-35) to draw an orthodox and continuous marginal revenue 
curve to be applied under conditions of price discrimination. 

This is incorrect. The segregation of a certain portion of the demand to be 
sold at a higher discriminatory price breaks the marginal revenue curve at that 
output. A new and entirely different marginal revenue curve begins at the 
same output coincident with the demand price. As Professor Troxel presents 
the situation, there is no further inducement to the firm to practice price dis- 


For a discussion of this point and its implications see E. W. Clemens, “Price Discrim- 
ination in Decreasing Cost Industries,” Am. Econ. Rev., Vol. XX XI (Dec., 1941), p. 794. 
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crimination, where as a matter of fact it can be carried profitably to the 
point where marginal cost is equal to demand price. 

The diagram on page 389 illustrates the point. MR represents an ortho- 
dox marginal revenue curve as used by Professor Troxel. If a single price is to 
be charged, it will be P, as determined by the intersection of MC, and MR. 
Then it is assumed that new conditions give rise to a new marginal cost curve, 
MC,, and that the old price P, is maintained for the output O-Q,. A new dif- 
ferentiated price is to be established for additional output. The new price, 
however, will not be P, as determined by the intersection of MC; and MR, as- 
Professor Troxcl maintains, but a lower price, Pa, determined hy the inter- 
section of MC; and the new marginal revenue curve MRs. Once a certain por- 
tion of the output, O-Q,, has been segregated, the marginal revenue curve 
is broken and a new one started at the established price, P,. Similarily, the 
establishment of the price P; for the output Qi-Qs starts a new MR curve, 
MR., which may determine the third price, P4. 

The graphical method of drawing the saw-toothed marginal revenue curve 
is derived in part from Robinson’s Economics of Imperfect Competition (pp. 
30-36). The significant deviation in procedure is that after each discriminatory 
price is established, beginning with the highest, the marginal revenue curve 
is truncated and a new zero output axis is set up at the output corresponding 
to the established price. Thus after P, is determined, the new zero output axis 
relevant to MR, passes through Q, and P,. Similarly, the axis through Qs 
and P, becomes the zero output axis for establishing MR,. It follows that the 
marginal revenue obtained from selling a unit of output beyond Q, after Pi 
is established is just a little less than P, rather than the relevant point on the 
contintious marginal revenue curve MR. 

It is apparent that the more nearly complete differentiation becomes, the 
more closely the series of MR curves approaches the demand curve. It is also 
apparent that the ultimate limit of price discrimination is where P, D, MC and 
differentiated MR are equal. This is equivalent to saying that in practice 
utility companies tend ‘ta increase production to the point where marginal 
cost is equal to demand price. The widely accepted Hotelling marginal cost 
pricing theory is practically invalidated by this fact—particularly in so far 
as it applies to utility and railroad industries. The similar theory of Lerner 
and his “Rule” are also made invalid if decreasing cost industries practice 
price discrimination.* nud practically all of them do in some manner to some 
degree. 

E. W. CLEMENS* 


? Harold Hotelling, “The General Welfare in Relation to Problems of Taxation and Rail- 
way and Utility Rates,” Econometrica, Vol. 6 (July, 1938), p. 242. Professor Troxel dis- 
cusses the Hotelling thesis without criticizing its theoretical aspects. The present writer has 
taken exception to it; op. cit. n. 2. See also R. H. Coase, “The Marginal Cost FORTOTERY 
Economica, Vol. XIH (N. S.) (Aug., 1946), p. 169. 

1A. P. Lerner, “Statics and Dynamics in Socialist Economics,” Econ. Jour., Vol. XLVII 
g une, 1937), p. 253, in g and i in his Economics of Control (Macmillan, 1944), 
in general. 


* The author is professor of economics at the University of Maryland. 
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Professors Pritchard and Benoit-Smullyan on Bank-Financed 
Functional Deficits: A Reply 


In the June, 1947, number of this journal, Professors L. G. Pritchard and 
Emile Benoit-Smullyan published two critical comments! on an earlier article 
of mine.? 
Professor Pritchard holds that my conclusions “are vitiated by the largely 
false premises on which they are based.” He terms “erroneous” my view that 
the systematic creation of deposit currency requires that borrowers from the 
banking system, and the successive recipients of the proceeds of bank-created 
deposits must, in effect, lend them back to the banking system pari passu 
with their creation. 
Since my view of this matter, to the best of my understanding, explicitly 
or implicitly, underlies all of the modern explanations of the phenomenon of 
_ bank-credit creation, I am unable to perceive the point of his dissent. While 
individual banks, generally speaking, do lend (minus required reserves) only 
that which has been deposited with them, the banking system (restrained by 
reserve requirements) must continuously attract and retain the deposits to 
which its operations have given rise, if it is to be able to lend (create) any 
additional deposit money in excess of its reserves. Hence, it seems that Pro- 
fessor Pritchard is wrong in, or presenting an irrelevant argument to support, 
his conclusion that “the decisions of existing depositors, whether to ‘lend’ 
through the commercial banks or not to ‘lend’ through them, has no direct 
effect on the lending (ż.e., credit-creating) ability of the commercial banks.’ 

While correctly pointing out that banks create deposits “through a system 
process,’ Professor Pritchard finds it “obvious that when a commercial bank 
creates a new deposit in favor of a borrower, this deposit does not represent 
the savings of the borrower. Nor does the expenditure of such deposits bring 
‘about any such metamorphosis.” 

The correctness of the first statement may be granted; but the second does 
not necessarily follow.’ My analysis is implicitly based on the same logic 
by which Keynes came to the conclusion that saving and investment are 
equal.* If it can be said that changes in bank lending and investing (for 


t “Professor Poindexter on Functional Finance,” Am, Econ. Rev., Vol. XXXVII, No. 3 
(June, 1947), pp. 397-402. 


*“A Critique of Functional Finance Through Quasi-Free Bank Credit,” Am. Econ. Rev., 
Vol. XXXVI, No. 3 (June, 1946), pp. 311-23. 


"No conscious decision or intention on the part of depositors, to lend or not to lend 
their cash holdings to others (via the banking system), is necessary to qualify the system 
as a vehicle for lending (creating) credit. It is sufficient, whatever the motive, that the 
banking public persist in consenting to being owed by the banks. 

* Op. cit., p. 400. 

*Even the first statement is disputable if the assumption (implicit in all analyses of 

j competitive demand and supply) is made that the individual bank has to adjust its lend- 

/ mg policies to data which, to it, constitute parameters. 

- Keynes had the following to say on this point: It is perhaps a species of “optical 
illusion” which explains the prevalence of the notion “that a depositor and his bank can 
somehow contrive between them to perform an operation by which savings can dis- 


a 
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financing the acquisition of already existing wealth as well as the production 
of new wealth) engender changes in prices (of claims to, as well as, wealth), 
incomes and savings—through a process which produces an equality between 
saving and investment (of the bank-created deposit money)—it matters 
little that there may be a theoretical time margin of anteriority in the genesis 
of each successive installment of newly created deposits as against the cor- 
responding real savings. The resultant aggregate effect is a reflection of a 
multitude of individual decisions as to consuming or saving—which saving, 
incidentally, is, as Keynes says, “just as genuine as any other savings,” The 
Keynesian way of looking at the problem seems to me to justify a reversion 
to the old classical view that the commercial banks are merely a medium or 
‘vehicle (albeit a dynamic one) through which the banking public syn- 
chronously provides (though without conscious intent) the real substance 
which validates the supply of and prompts the demand for bank-created money 
claims.’ 

Professor Benoit-Smullyan objects to my general argument that receipt by 
the banking system of interest payments from the government is justified by 
“the cumulative real cost of vesting in the government command over present 
as against future goods”; and, inferentially, my view that “the costs of bank 
credit creation are essentially the same as those borne by the individual 
saver-lender.”’® His reasoning is that, save under conditions of full employ- 
ment, “Deficit financing is socially costless because it does not take from 
any private users what they would otherwise have enjoyed.” 

I hold no brief for the time-preference theory of interest, in a situation of 
underemployment, though, unfortunately, my formulation may well have 
implied that I do. The intent of my argument was to show merely that the 
. Maintenance of a banking system entails real costs which are unavoidable 
if recipients of money payments are to be continuously induced to keep their 
money assets in the form of deposits—-without which the banking system could 
' not generate net increases in the supply of deposit balances. In other words, it 


appear into the banking system so that they are lost to investment, or contrariwise, that 
the banking system can make it possible for investment to occur, to which no saving cor- 
responds.” The General Theory, p. 81. Incomes and prices (prices of securities included) 
“necessarily change until the aggregate of the amounts of money which individuals choose 
to hold at the new level of incomes and prices thus brought about has come to equality 
with the amount of money created by the banking system.” Ibid., pp. 84-85. “Moreover, 
except in conditions of full employment, there will be an increase of real income as well 
as of money income.” Furthermore, “it is impossible that the intention of the entrepreneur 
who has borrowed in order to increase investment can become effective . .. at a faster 
rate than the public decides to increase their savings.” Ibid., pp. 82-83. 

For the benefit of the skeptical reader, I might add that, after a recent review of the 
literature relating to this issue, I have discovered no effective refutation (in fact, no 
persistent denial of) the formal validity of this proposition. 


*It is interesting to note Keynes’ adumbration of this thought in his observation that 
“the old-fashioned view that saving always involves investment . . . is formally sounder 
than the new-fangled view that there can be saving without srivestment or investment 
without ‘genuine’ saving.” The General Theory, p. 83. 

e Cf. my article, op. cit., p. 313. 

* Op. cit., p. 397. 
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is not necessary that one espouse any particular theory of interest, such as 
the time-preference theory, in order to justify the view that money cannot be 
obtained from private individuals or agencies (banks included) without the 
payment of interest. Indeed, the very fact that, even in time of depression, 
the government has to obligate itself to pay interest on its borrowings con- 
stitutes prima facie evidence of its inability to obtain bank advances, or any 
other means of command over economic goods, at a zero rate of interest.*° 

Another of Professor Benoit-Smullyan’s contentions is that “additional” 
deficit financing, should it prove necessary in the post-transition period, need 
not be financed by borrowing at interest, because, if the policy of deficit 
financing is successful in achieving approximately full employment, “bank 
earnings will presumably remain adequate—even if a portion of the incre- 
ments in circulating medium required to service a continually expanding 
economy does not become a source of income for banks.’** However, he 
predicates this view on the maintenance of existing interest rates and the 
retention by the banks of their presently held portion of the national debt. 

The last presumption begs the question. By what device would the govern- 
ment manage to perpetuate existing interest-bearing government securities in 
bank portfolios, pari passu with their maturation? Assuming that this were 
a manageable detail, how would the government manage to maintain the 
market value, and, hence, the needed interest income, available to banks, 
from existing and new private and governmental securities—if the government 
were pumping additional new money into the econumy from whose creation 
no revenue accrued to the banks? 

In so far as competition among banks is “pure,” and the cyclical pattern 
of fiscal and central banking policy is predictable, it is difficult to find reasons 
for believing that, in an underemployment situation, the banking system could 
exact any undue recompense for the creation of new funds to finance govern- 
ment deficits. 

Professor Benoit-Smullyan states that “taxes used to make payments of 
interest on principal on the national debt will have considerably less anti- 
inflationary effect than taxes going into a retained budget surplus, and that 
consequently the piling up of an interest-bearing debt will increase the total 
amount of taxes it would be necessary to collect before tax collections began 
to have an appreciable anti-inflationary effect.”!? 

In principle, this is admittedly correct, but it is a relevant consideration 


' The possibility that the government might freely provide “green cheese” (money), 
as Keynes suggests, to satisfy liquidity preference, does not impair the validity of this 
Proposition, since all of the relevant variables (expectations, liquidity preference, prices, 
incomes, including bank income, etc.) will change in the measure that will reflect the 
arbitrarily changed economic situation and, hence, the generally estimated real (subjec- 
tive) costs incurred by foregoing liquidity as against its alternative. Hence, as an ex- 
planation of the phenomenon of interest, I see, in this connection, no practically relevant 
difference, in principle, between the real cost of foregoing liquidity—which is preferred by 
individuals and banks to illiquidity—and the real cost of foregoing the present consump- 
tion of goods over which one has command. 
“ Ibid., p. 398. 


“ Ibid., p. 399. 
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only to the extent that credit creation is carried to the point at which anti- 
inflationary taxes prove to be necessary.1* This contingency contemplates 
the creation of new money beyond the point presupposed by the logic of 
functional finance. Professor Benoit-Smullyan’s observation implies merely 
that, in determining the proper amount of anti-deflationary injections of new 
money, dué anticipatory allowance should be made for the increased effective 
demand which would result from the payment of interest to holders of 
government securities. If the tenets of functional finance are accepted, the 
greater interest costs of bank-created advances to the government are, for the 
most part, purely nominal and irrelevant. In other words, such additionally 
burdensome taxes as he refers to would be necessary or proper only if, and 
to the extent that, mistaken estimates were made of the needed deficit-financed 
injections of new money for the purpose of combatting unemployment. Hence, 
in principle, I see no net social advantage to be expected from an interest-free 
method of deficit financing except to the extent that it is a demonstrated means 
(which I believe I have refuted) of avoiding social costs equal in amount to 
those entailed in transferring required interest income to the banking system. 

Professor Benoit-Smullyan takes an optimistic view of “the possibility of 
getting anti-inflationary taxes, once there is a reasonable degree of public 
understanding of compensatory fiscal policy.” 

I am not disposed to deny this “possibility,” since it is essentially a matter 
of opinion. But, because it is relevant to the question of the advantages and 
disadvantages of interest-free (as against orthodox) methods of deficit financ- 
ing, it should be noted that successful use of anti-inflationary taxes would 
require a high order of success in disabusing the public mind of the “money 
illusion” and repression of the notoriously refractory propensities of special- 
interest groups of taxpayers. The intractable nature and magnitude of the . 
problem are emphasized by the fact that many prominent economists (who 
presumably are well informed members of the public) opposed the view of those 
noted economists who insisted that maintenance of the recent high tax rates 
was necessary to restrain existing inflationary forces. 

J. CARL POINDEXTER” 


“1 But, in so far as such taxes impinged upon the recipients of the interest payments on 
government securities, this fact would not be a relevant objection. 


H Ibid., p. 399. 
* The author is professor of economics at Roanoke College. 


The Prospect for Economic Growth: Rejoinder 


The first part of Mr. Carter’s comment, in the December, 1947 number of 
this Review, on my article, “The Prospect for Economic Growth,” which 
appeared in the March, 1947 number, indicates certain misunderstandings of 
what I said. | | 

1. I do not think my use of the terms economic growth, capital formation 
and rising standard of living can have caused confusion in many minds. 
They are related, but are not identical concepts. That economic growth in a 
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modern economy is dependent, by and large, upon capital formation is an 
economic truism which I take for granted and which, I think, one ignores 
only at his peril. 

2. I do not state that the cessation of business capital formation “prob- 
ably resulted from a cessation of saving.” Instead, I first suggest it as a possi- 
ble cause to be explored and then proceed to demonstrate, in section 2 (p. 25), 
that there was no cessation nor even a radical diminution in individual savings; 
I also show that more than half of the great business dissaving in these eight 
years, 1931 to 1938, appears to have been made up in the three years, 1939 
to 1941. 

3. I do not argue that “there must be money saving in order that there be 
real saving.” Instead, my argument is exclusively in “real” terms (see my 
note 10). Mr. Carter says, “Real saving is identical with net capital forma- 
tion.” In the aggregate, yes; at the several levels, no. (This is clearly shown 
by my Table VI.) The whole point is that the source and channeling of real 
savings changed, so that there was no net business real capital formation for 
the whole period. 

Possibly these misunderstandings were not general. But I do not want Mr. 
Carter’s remarks on “under-utilization” to pass uncontested, as I have 
the impression that this little “alibi” is a currently popular one in many 
quarters. 

That there was a period during the early ’thirties when there was under- 
utilization of all resources, capital and labor alike, no one doubts. But Mr. 
Carter’s own figures show that, by 1936, his rate of utilization of capital had 
returned to the level which he states was normal from 1923 to 1929, and that, 
by the early 1940’s, it had become higher than ever before. How does he 
reconcile these figures with the supposition that there was under-utilization, 
if he is considering the period I considered—that is, 1930 to 1943 or even 
1945? 

However, Mr. Carter’s figures are not really to the point. The thesis of 
under-utilization, in connection with the flow of goods to consumers or even 
the net national product, can only be conceived to apply to the real capital 
used in producing such product. That confines it to business real capital. 
Moreover, the concept is only applicable to business real capital in the form 
of plant (improvements) and equipment. Professor Kuznet gives us estimates 
of these items for 1919 and 1939, and a fair basis for a guess as to 1929.7 


*The figure for business plant and equipment as of Jan. 1, 1919, is the sum of lines 
1, 2, 3, 4a and 18 in Table IV 7, National Product since 1869, Simon Kuznets (New York, 
Nat. Bur. of Econ, Research, 1946), The estimate for Jan. 1, 1939, is the sum of these 
items plus additions for the years 1919 to 1938, inclusive, shown in lines 1, 2, 3 and 14 
of Tables IV, 89 (ibid.). The guess as to the same items for Jan. 1, 1929 is made as follows: 
The increase in aggregate improvements and equipment which occurred from Jan. 1, 1919 
to Jan. 1, 1939 is shown by deducting line 10, col. 5, from line 12, col. 5 in Table IV 11. 
The increase from Jan. 1, 1919 to Jan. 1, 1929, derived by deducting line 10, col. 5 from 
line 11, col. 5, same table, is about 85 per cent of this amount, Applying this percentage 
to the difference between 98.495 and 118.452, the foregoing items of business improvements 
and equipment only, gives 115.458 for Jan. 1, 1929. This may understate the 1929 figures. 
If so, the index of utilization was then lower than 1/1.51 or 1/1.33, and the increase in 
the index from 1929 to 1939 was greater than shown below. 
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He also gives us estimates, for all three years, of the flow of goods to con- 
sumers as well as of net national product, which is the usual basis for meas- 
uring economic growth.? Here are the results in billions of dollars, at 1929 
prices, with the derived indices.? 














1919 1929 1939 

1, Plant and Equipment 98.495 115.458 118.452 
2. Consumers’ Goods 50.2 76.4 85.1 
3. Index of Utilization 1 1 1 

(2 over 1) 1.93 1.51 1.39 
4, Net National Product 58.2 86.9 90.1 
5. Index of Utilization 1 1 1 

(4 over 1) 1.69 1.33 1.31 


It appears that the index of utilization improved markedly from 1919 to 
1929, but also that it improved slightly from 1929 to 1939. That certainly 
does not indicate under-utilization in 1939. If anything, it indicates the oppo- 
site. But the striking fact that these estimates bring out is the marked slowing 
down in the second period (percentages in round figures). 


1919-1929 1929-1939 
Increase in flow of goods to consumers about 50% about 11% 
Increase in net national product about 50% about 3% 
Increase in plant and equipment about 20% about 3% 


These figures seem to be in accord with the truism that, in our economy, 
economic growth depends on business capital formation. They also indicate 
that, for the whole prewar decade, things were not going well with us, chiefly, 
at least, because of the lack of adequate net business capital formation. It does 
nothing but harm to blink these facts, or to explain them in a way that, doés 
not withstand analysis and that only serves to distract attention from the real 
trouble. It seems likely that really careful estimates would show that, from 
1936 to 1945, there was a higher rate of utilization than in any period since 
fixed capital became so important in our economy. In fact, the rate was prob- 
ably so high as to constitute a serious threat for the future unless net business 


capital formation is resumed on a large scale.* 
C. RernoLtp Noves* 


” These are the figures for the full years 1919, 1929 and 1939. See Table I 19 (zbid.), 
under “Peacetime Concept.” The comparison of plant and equipment, as of Jan. 1, with 
output for the subsequent year is not too inexact. 

3 These indices are in the form of reciprocals of those of the type Mr. Carter uses, 

It seems hardly proper to state the variations in a magnitude in the form of an index 
which varies inversely with the magnitude. 
-4 Estimates of capital consumption are based on quantities of capital, not on quantities 
of output. Therefore, the true using-up of capital may have far exceeded estimated capital 
consumption. Moreover, replacements and additions can no longer be made at the old 
costs on which these estimates of capital consumption were based. 


* The author is chairman of the National Bureau of Economic Research, Inc. 
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Economic Theory; General Works 


Studies in the Theory of Welfare Economics. By Mervin W. REDER. (New 
York: Columbia Univ. Press. 1947. Pp. 208. $3.00.) 


In the next generation economic theorists may become as extinct as the 
passenger pigeon. The majority of the postwar students of analytical ability 
are, to paraphrase William James, off pursuing the bitch-goddess fiscal policy. 
Perhaps this is as it should be. But it is almost with nostalgia that one turns 
to Professor Reder’s theoretical analysis of welfare economics at the most 
abstract level. 

The author, not yet thirty, is nevertheless of prewar vintage and has had 
the inestimable privilege of studying at three great economics centers— 
California, Chicago, and Columbia—and under such teachers as Lange, 
Hotelling, and J. M. Clark. In addition, he has brought to the subject a keen 
interest and a fertile, creative mind. The result is a work that should help 
to illuminate some of the obscurities of the important subject of welfare 
economics. 

The book is only two hundred pages in length. It is divided into three parts. 
The first section of eight brief chapters summarizes and extends the existing 
theory of the “new welfare economics” (ż.e., the body of thought that tries to 
go as far as it can without introducing specific ethical interpersonal, welfare 
judgments). The second section is primarily in the nature of a digression, ex- 
pounding in clear Janguage some of the recently developed theories of dynamic 
analysis. At a first reading this section can be skipped entirely with little 
distortion of continuity. The final brief section is entitled, “Welfare Eco- 
nomics and Full Employment.” It deals at the most abstract level with 
certain fundamental welfare issues raised by a full-employment policy.* 

Throughout the book there is no reliance at all upon mathematical sym- 
bolism, which should immensely widen the book’s influence. Extensive use is 
made instead of graphs, and these, for once, are well drawn and produced 
on a large enough scale to be easily comprehended.’ 

As befits a work begun as a Ph.D. thesis, there are numerous references to 
the literature and attempts to identify the contributions of different writers. 


*The third section’s analysis logically follows that of the first section, but with one 
cross reference to the second section. This reference is to the definition of “aggregate excess 
supply price,” referred to as being on p. 150 but probably, because of a printer’s error, 
intended to refer to p. 162. 


* The drawing on p. 56 appears in error in that the marginal curve to the long-run unit 
cost curve bears a false relation to the latter curve and to the short-run marginal cost 
curves. Again on p. 108, curve II should probably pass through the origin, falling from the 
second into the fourth quadrant. Neither of these slips is of amy consequence. 
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It is more a reflection of the present state of economic theory than upon 
the author that: (1) there is not a single reference to a contribution in any 
language other than English, and almost none to a writer not now living in 
England or the United States; (2) with the exception of Marshall and Edge- 
worth, hardly a paper is cited that appeared before this quarter of the 
twentieth century; (3) there is not even one reference to such non-economic 
theorists as Max Weber, Thorstein Veblen, Karl Marx, or, mirabile dictu, John 
Maynard Keynes. 

This shows what a cosy little circle modern economic theory really is. 
Even Allyn Young, who died as recently as 1928, would hardly know the 
names of most of the writers, much less be familiar with their concepts. But 
within the confines of this rather narrow circle, there seem to be a few 
serious mistakes of omission. The first is a failure to refer to Abram Bergson’s 
contributions, both in his The Structure of Soviet Wages (Cambridge, Har- 
vard University Press, 1944) and more importantly in his fundamental 1938 
article in the Quarterly Journal of Economics. This latter is an especially 
serious omission since Bergson was the first to create a “general welfare 
economics” which co-ordinates the “old” and the “new” welfare economics 
by means of the concept of a “social welfare function.” Secondly, the author 
seems unaware that the true grandfather of the “new welfare economics” 
(with an assist from Edgeworth) is Pareto, and that Barone is his intellectual 
son. This is an historical slip that he could not have made had he been 
acquainted with Bergson’s paper. However, Reder is in good company in this 
regard, since neither Lerner, Hicks, nor Kaldor seemed to be aware of their 
historical predecessors. Also, if we are to be meticulous in assigning credit for 
priority in independently rediscovering the basic principles of the new welfare 
economics, insufficient credit has been given in the recent literature to the 
early articles of A. P. Lerner in Economica and the Review of Economic 
Studies, Because welfare economics is rather an intricate study, which until 
now one could as easily puzzle out for oneself as learn from previous state- 
ments, there has been a tendency for each writer—once he sees the light— 
not to realize that others had already glimpsed it, and announced, albeit 
cryptically, its longitude and latitude. Other omitted writers could be men- 
tioned—e.g., J. E. Meade and R. F. Kahn—but it would be captious to except 
from the author of a single slim book comprehensive coverage. None of the 
mentioned shortcomings would seriously impair the book’s function in making 
available to the interested reader the present state of the new welfare eco- 
nomics. 

Finally, to bring this perfectionist’s catalog to a close, the nonspecialist 
will not be troubled—-but the advanced student may well be—by an occa- 
sional lack of ideal precision in the footnote references. For example, on page 
20, footnote 14, the reader may gain the impression that the cited work of 


3 As I discuss later, it is a more serious defect—from this viewpoint—for Reder not to 
have mentioned or analyzed Professor Scitovszky’s important qualification to the new 
welfare economics, (See T, de Scitovszky, “A Note on Welfare Propositions,” Rev. Econ. 
Studies, Vol. IX, No. 1, [Nov., 1941], pp. 77-88). This is an incomprehensible oversight, 
since it involves points of substance, not merely of historical orientation. 
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Lange attempts to resuscitate individual cardinal utility. Again, on page 27, 
there is a reference to Viner’s and Scitovszky’s discussion of collective in- 
difference curves, but it is made in connection with the slightly different prob- 
lem of production (rather than preference) conditions, in connection with 
which Viner had not raised the same doubts. This is a small matter. But it 
is important that a Scitovszky’s use and definition of collective indifference 
curves—a brilliant contribution, by the way—does not so much counter the 
Viner objection as in a sense reinforce it. In any case, an extremely important 
aspect of the new welfare economics is involved and is worth developing. 

It would be ungracious to dwell upon what are after all only minor blem- 
ishes in an important work—particularly since the author is so unpretentious 
in his claims, alleging at many places simply to be expounding already estab- 
lished doctrines. In this he is surely over modest, since there seems to be no 
subject that he touches upon which he does not have new light to shed. 

A few specific comments may be briefly noted. Throughout the book the 
author confines himself to the new welfare economics, never going beyond 
the weakest interpersonal ethical axioms. This is his privilege, but it is to be 
hoped that on some future occasion he will relate the new to the general. 

From Chapter I on, Reder identifies “a move which could make some people 
better off and no one worse off” with a certain defined “algebraic sum of 
compensating taxes and bounties.” The definition of this magnitude is done 
too briefly (perhaps some indifference curve diagrams might have helped) ; 
and there appear to be some important glossed-over ambiguities, especially if 
choices between far-apart situations* have to be made. (Even on the “local” 
level there may be significant difficulties with the concept, unless it is made an 
especially simple tautology.) 

In Chapter IJ, seven marginal conditions of welfare are set down, and 

clearly demonstrated. These are all correct but should not be interpreted as 
all being independent, since some can be derived from others. Also, the list 
could be lengthened. It is perhaps desirable to note that the welfare conditions 
always fall into two main categories (once we exclude interpersonal compari- 
son): namely, individual preference conditions and technological production 
conditions. In Chapter ITI, Reder skillfully shows how the game of perfect 
competition can achieve these optimum marginal conditions. He seems on less 
solid ground in asserting (p. 40) that perfect competition will also achieve 
the necessary secondary inequality conditions for an optimum. Chapter IV 
provides an excellent commentary on the welfare implications of impure com- 
petition, the section on partial versus general welfare economics being espe- 
cially original. Chapter V extends the analysis of “external effects” to the con- 
sumption as well as production sphere. 

In the remaining three chapters of Part I, new ground is broken. The pres- 
ent reviewer found the discussion of uncertainty very interesting, and the 
- analysis of the “compensation question” in terms of ex post and ex ante a 


*Thus it seems doubtful if one could justify adding a fourth gasoline station at an 
intersection just because it could by some sort of pricing recover its costs; yet an unwary 
reader might regard this as a valid inference from the Reder definitions, 


a 
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brilliant and novel contribution. But Chapter VI, on advertising, left him 
a little cold. 

Part II, on dynamic analysis, explains in simple diagrams what has hitherto 
been stated primarily only in complex mathematical symbols. This defies sum- 
mary in a brief review; suffice it to say that students of theory, with no inter- 
est in welfare economics as such, will find this a valuable reading reference. 

One of the most important contributions in the Part III discussion of full 
employment is Reder’s demonstration that providing stand-by jobs for any- 
one unemployed could, in a dynamic society, impair optimal resource alloca- 
tion. He proposes, therefore, a possible “modifed full Pp eR program,” 
but with the following concluding observation: 


Broadly speaking, one of the advantages of our great wealth is that we can 
afford to waste. As we become increasingly rich, it becomes increasingly un- 
necessary to scrimp in order to get the very utmost from our resources, Even 
if we were to grant (which we do not) that guaranteeing every individual a 
job in his current occupation were subversive of welfare, viewed ex post, we 
would still argue that we are rich enough to bear the loss in the name of social 
peace and good order. 
PAuL A. SAMUELSON 


Massachusetts Institute of Technology 


Konkurrenż und Planwirtschaft-Beitraege zur Theoretischen Nationalékon- 
omie, (Bern: A. Francke. 1946. Pp. viii, 240.) 


The Swiss Association of Economists and Statisticians formed a study 
group for economic theory in 1944. This was preceded by informal but 
regular meetings of economic theorists for the exchange of ideas. Papers were 
presented at the meetings and were critically reviewed by the participating 
members. Eight of these papers, revised after the discussion, are published in 
the volume under review. 

Competition and economic planning are the two topics discussed in the 
papers. Five authors deal with prices, pure competition, monopolistic com- 
petition and dynamic economics. The three other writers deal with specific 
problems of economic planning. The papers do not form an integrated book, 
nor are the problems analyzed from the same theoretical position. The main 
purpose of the studies was to stimulate theoretical investigations, and to 
review critically the recent tendencies in economic theory. How did the 
writers proceed and what were their findings? 

Professor Alfred Amonn examined the relationship between price theory 
and governmental price policies. Most governments have engaged in more or 
less deliberate price policies. Fixed minimum prices are usually set too high, 
leading to an excess of supply over demand. Excess supply calls for produc- 
tion quotas. Price control has thus engendered production controls. Similarly, 
governmentally fixed maximum prices are usually set below the equilibrium 
price. This generates an increase in demand which exceeds supply. Rationing is 
introduced to limit the increase in consumption. Set maximum prices thus give 
rise to control of consumption. The author does not believe that these price 
policies actually enhance economic welfare. He advises governments to aim at 
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prices that correspond to equilibrium prices in competitive markets. How- 
ever, the problem of how a government agency could ascertain the equilibrium 
price is not discussed in the paper. 

The “model of perfect competition” is analyzed by Professor Walter A. 
Joehr. Two problems are considered: assumptions and conclusions of the 
theory of pure competition; relevance of theoretical models for the reality of a 
capitalist economy. The assumptions are condensed to ten, the conclusions 
are stated in twelve specific points, each of which contains the essential and 
generally accepted features of the model of pure competition. The same 
clear treatment is not accorded to the problem of how relevant the model is 
for economic policy. Any economic theory, it is said, must satisfy three condi- 
tions: it must explain how economic actions increase economic welfare, how 
such actions conform to the prevailing ethical principles of society, and how 
far the basic institutions of the existing economy are justified. The analysis 
of these problems is the function of economic “morphology.” However, the 
analysis of the market processes is the subject matter assigned to “Katal- 
laktik.” This second branch of economics deals with the actual transactions 
in markets, The attempts to develop an “a-kausale Katallaktik” (Schumpe- 
ter) are rejected. It is said against them that a purely competitive economy 
never did exist. 

However, how can the actual market processes be analyzed? The author’s 
answer is: through the construction of models. The competitive model shall 
be followed by models for monoply, cycles, chronic under-employment, in- 
flations, deflations, etc. Approximating reality through an endless series of 
models is thus the theory of the author. This combines the approximation 
thesis with the “sequence analysis.” Neither one has been very successful. 
Their combination does not inspire much hope. The approach involves an 
analytical dismembering of economics in many parts which hardly can be 
synchronized in one systematic theory. It is therefore not surprising when 
Joehr does not tell us how the series of models can be integrated with his 
two other branches of economics. 

In his “theory of market forms and market relations,’ Dr. Emil Kueng 
reviews in detail the theories of homogeneity and substitution of products. 
He considers preferences and sales efforts as forms of “psychological differ- 
entiation” which are handled in the same fashion as differences among prod- 
ucts. His main interest, however, is in the problem of exchange between 
homogeneous and heterogeneous goods. In the relations between one prime 
market with homogeneous products and several secondary markets with 
heterogeneous products, he finds some market forms—like pure monopoly and 
monopsony—-not very meaningful. In spite of excluding some of these forms, 
Kueng concludes that in the interaction between two prime markets there 
are no less then 81 possible combinations of market forms. No attempt is made 
to assess the practical significance of these logical possibilities. 

What is the role of “competition in the model of a dynamic economy”? 
This is the problem analyzed by Dr. Boehi. For him, dynamics comprises those 
changes in economic activity which increase or reduce the employment of 
productive agents and thus affect the total aggregates in the economy. These 
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changes in the aggregates, the author believes, cannot be successfully analyzed 
with a system of simultaneous equations. Following the suggestion of Frisch 
(in his “propagation” paper of 1933), Boehi constructs a model of dynamic 
equations. The principle of a general interdependence among the aggregates 
is maintained. Interaction is not simultaneous. Production plans of the pres- 
ent are based upon market conditions and prices of the preceding period. 
Present decisions and aggregates thus depend upon earlier magnitudes. The 
element of time is thus introduced into a system of inter-related aggregates, 
leading to periodical fluctuations of the magnitudes involved. In such a sys- 
tem of dynamic change there is no tendency towards an equilibrium. The co- 
existing magnitudes do not interact directly and can thus not adjust them- 
selves to each other. Even if all the conditions of pure competition should 
prevail, the result of such competition would not be an equilibrium situation. 
Instead, the different degrees of sensitivity and lags among the magnitudes 
would result in continuous oscillations which—the author believes—would 
be akin to the cyclical fluctuations of capitalist economy. 

Dr. Duetschler, in his study on the “starting point to a general dynamic 
theory,” believes that the system of simultaneous equations can be success- 
fully employed in analyzing dynamic problems, Following Foehl and occa- 
sionally Keynes, he describes a model of six equations, in which five present 
a “foundation for a whole group of models.” The sixth equation contains his 
starting point of dynamics. If this “monetary equation” is zero, or money re- 
mains neutral, one can calculate the ratio of growth in the economy. By as- 
suming tentative values for his constants, the writer arrives at a rate of growth 
of 8.3 per cent per annum. If this net addition cannot be digested by an 
economy, clearing crises will eliminate the excess savings and thereby clear the 
way for new investments. The study is concluded with a discussion of what 
would happen to savings and investment if one would assume inflationary - 
instead of neutral money. l 

The papers on economic planning deal with the types of planned economy 
(Emil Walter), the price ànd allocation problems in a socialist economy 
(H. G. Bieri) and the relations between economic planning and governmental 
regulations (Eugene Bougras). The second paper is of theoretical significance. 
Essentially it takes the position of Lange and Lerner and insists that the 
pricing problem can be solved in a modified socialist market economy. 

ARTHUR SCHWEITZER 

Indiana University 


Economic History 


American Economic History. By Broapus MITCHELL and Lourse PEARSON 
MItcHELL. (Boston: Houghton Mifflin. 1947. Pp. xi, 928, $5.00.) 


The Mitchells have added another very acceptable text in a field already 
reasonably well supplied with books written with what seems to be in the 
process of becoming a formalized organization of the material. It is definitely 
a more readable and interesting text than the majority of American economic 
histories. As an example of vigorous, interesting exposition, Chapter VII 
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carries the reader along, by re-creation of emotional patterns, through ex- 
cellent treatment of and quotations from parliamentary and colonial debates 
of the period. There is an excellent basis of factual material, but it is worked 
into the flow of ideas so that a feeling of excessive undigested statistics is 
avoided. This text probably would be a little light for work at the junior- 
senior level, at least when compared with Professor Chester W. Wright’s 
Economic History of the United States, but it should fit well into courses 
in the freshman-sophomore group. 

Many teachers of the subject are likely to feel that the use of almost two- 
thirds of the book to deal with developments up to the end of the Civil War 
period is placing an undue emphasis on the earlier stages of our history. This 
feeling increases when with a reading of the book considerable detail is en- 
countered on such subjects as the Harrisburg Protectionist Convention (pp. 
334-36), the various unsuccessful canals (pp. 356-64), or evils of the slave 
trade (pp. 478-88); and then in the latter portion of the book such events 
as the depression of 1873-1879 (p. 614), costs and financing of the First 
World War (pp. 777-79), or our international financial transactions during 
the decade of the 1920’s (p. 790) are dismissed with brief discussion or mere 
mention. It would seem that for an understanding of current problems and 
institutions this relative emphasis is open to question, But perhaps this is 
only a matter of personal opinion since the authors appear to have made this 
choice deliberately, as in their foreword they state “we have tried to give 
adequate attention to the opening span not only for the sake of recounting 
events in those long years but because developments then were of formative 
influence on our later national life.” 

The general organization is in the traditional pattern. The first seven 


_ chapters deal rather fully with the establishment of the American colonies 


and the developments which led to the Revolution. Explanation of British 
policies in the light of mercantilist doctrine is accomplished somewhat better 
than in most American economic history texts. 

The next seven chapters deal with the Revolution and the formation of the 
new government up through the War of 1812. The treatment follows well- 
accepted lines, but the chapters dealing with the failure under the Articles 
of Confederation and the development of the Constitution are very well done. 
A reasonable compromise is reached between Professor Beard’s views in his 
Economic Interpretation of the Constitution of the United States and the 
views of those demanding complete adoration for the founding fathers and 
their document. This approach is well summarized in their conclusion that 
“there is plenty of evidence of disinterested patriotism as well as designs 
of property” (p. 235). The underlying forces of the Whiskey Insurrection 
are well used to create an understanding of the conflict of interests between 
the frontier and the East. 

Nine chapters are then used to cover the ensuing period up through the 
Civil War. The usual organization is followed, with chapters dealing with pro- 
tective tariff, internal improvements, banking, shipping, labor and industrial 
conditions, slavery, and the Civil War. Except for the extremely brief handling 
of the 1837 depression and complete acceptance of the Whig views on the 


404 THE AMERICAN ECONOMIC REVIEW 


struggle over the Second Bank of the United States, the treatment is good. 
The chapter on “Slavery and the Slave Trade” with its emphasis on the 
“seamiest side” brings out the emotional and ethical aspects of that great 
struggle in a way that many histories have avoided, but this concentration 
on the abolitionist viewpoint is not likely to increase its popularity and sale 
with that segment of Southerners who prefer the scent of magnolia blossoms 
around stately plantation houses to the smell of the hold of a slave ship 
in their recollections of ante bellum days. 

The next eight chapters deal with developments following the Civil War 
up to the First World War. The growth of business combination is well 
handled with sufficient detail concerning the Standard Oil Company and the 
American Tobacco Company to give the student an understanding of actual 
devices used to secure monopolistic control. The economic problems facing 
the Supreme Court in its decisions under the Sherman Anti-Trust act are also 
well treated. But the remainder of the material in this section tends to suffer 
from excessive condensation for a book of this over-all length. Such items as 
business cycles, price movements, technological change, and population move- 
ments receive brief attention. Some confusion results from the tendency to 
throw unrelated material together without proper transition. Chapter XXIX 
particularly suffers as a catch-all collection. 

The Mitchells’ text follows the usual organization pattern of arranging 
the material following the First World War around the major cyclical move- 
ment of business, although this significant factor in economic development 
has been almost entirely overlooked in the organization of the first part of 
the book. It seems odd that after years of careful research by economists into 
business cycles and their history, most economic historians should continue 


to follow the lead of social and political historians in making brief reference 
to panics and then treating depression periods such as 1837-1843, 1873-1879 ` 


or 1893-1897 as of minor importance. 

It is in this last section of the book that the only important bias in his- 
torical interpretation overcomes objective treatment. Probably this is due to 
the fact that the events are so recent in the memories of all of today’s writers 
that some bias is impossible to avoid. The nature of the bias in this text is 


well illustrated by the following quotation: “The depression following 1929 . 


was not just an unhappy episode, but a true crisis in the historic sense. As 
later events were to indicate, only collective action, led and supported by 
government, could attack collective ills. But President Hoover repeated the 
creed of reliance on individual action” (pp. 813-14). The treatment, how- 
ever, is not an uncritical acceptance of New Deal policies. Quotations from 
Raymond Moley are used to show that the primary objective of early bank- 
ing measures was the rehabilitation of American capitalism, not its destruction 
(pp. 819-21). In dealing with the causes of the 1929 collapse and evaluating 


the various attempts to secure recovery, there is an emphasis upon mal- _ 


distribution of income which implies the acceptance of a rather naive under- 
consumption cycle theory (pp. 792-96, 799-800). The TVA experiment is 
given very favorable treatment, but an interesting criticism is found on page 
878 where it is pointed out that “it docs not have direct representation of 


` 
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labor and consumers in its management.” The economic developments of 
World War TI are treated briefly but excellently, considering the recentness of 
this experience and the space allotted to it. 

Here then is one of the better basic texts for the freshman-sophomore 
courses in American economic history. It is readable. Not only is the factual 
material there with a minimum of errors, but it is presented in such a way 
that students should be attracted to the subject rather than repelled by ma- 
terial which necessarily must stress a large amount of statistical information. 
Extreme advocates of the “Old South” or the NAM “line” are likely to be 
dissatisfied by certain sections of the book, but it is to the credit of the 
- Mitchells that they did not dodge issues upon which they had basic convic- 
tions, Teachers of American economic history should certainly examine this 
text when considering a new adoption. 

R. M. HAVENS 

University of Alabama 


Commonwealth—A Study of the Role of Government in the American Econ- 
omy: Massachusetts, 1774-1861, By Oscar and Mary FLUG HANDILIN. 
(New York: New York Univ. Press. London: Geoffrey Cumberlege, 
Oxford Univ. Press. 1947. Pp. xiii, 364, $3.50.) 


This volume is the first of four projected studies of the relationships be- 
tween the state governments and the economy before 1860, sponsored by the 
Committee on Research in Economic History. ‘This is a field which has been 
relatively neglected by scholars. With the trend toward greater participation 
by the national government in economic affairs, such studies will be especially 
welcome for the information that they will reveal about the past attitudes 

held by our citizens toward this controversial subject. 
‘For anyone who believes that the economy of the United States grew 
from the beginning of our national existence in an atmosphere of laissez faire, 
the findings of the authors of this book will come as a revelation. While the 
Revolution broke the political ties with Britain, there was no tendency in 
Massachusetts to subordinate the role of government in economic affairs. 
Out of the unsettled conditions during and following the war, there emerged 
the conception of a Commonwealth “. . . with an identity and interests of 
its own, apart from those groups within it” (p. 30). Expounded by the more 
articulate and sophisticated members of the community, this concept sym- 
bolized to the common people the power of association that they had ob- 
served from first-hand experience. For a weak state, anxious to increase its 
economic independence, it seemed only logical that the government should 
take a prominent and active part in the management of productive enterprise. 
“All looked to the Commonwealth, the guardian of the common interest, to 
breathe life into the productive system. From the growth of the economy would 
_ the state’s own stature grow, and, growing, suffuse the entire community 

with well-being” (p. 53). 

' Only a lack of financial resources and a fear of debt limited the role of 
government in Massachusetts largely to the granting of privileges. These took 
a number of forms, including franchises, bounties, land grants, stock sub- 
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scriptions, the power to regulate fees in the case of doctors, and the like. The 
exclusive or monopoly features of such aid were justified on the grounds that 
the economic activities involved would contribute directly or indirectly to the 
well-being of the community. Initially the state operated through already 
established groups ot the towns. To encourage desirable but costly projects 
which the state, the local governments, or existing institutions were unwilling 
or unable to undertake, the state more and more resorted to the formation 
of new associations through the granting of corporate charters. The power 
to assess members for capital, in addition to the right to levy tolls, conduct 
lotteries, or exercise monopoly power, made such grants attractive. 

Had the merchant class who held the dominant political power at the end 
of the Revolution been able to maintain its position, the resulting pattern in 
Massachusetts would have born a marked similarity to the mercantilist 
policies being followed concurrently in Prussia or Russia. But political power 
in Massachusetts rested on a broad democratic base. As a result, privilege and 
. incorporation soon lost their exclusive character and became widely accessible 
to the whole community. It became increasingly difficult to link specific proj- 
ects with the common weal. 

This diffusion of privilege coupled with a growing interest in reform gradu- 
ally changed the concept of the state’s role in the economy. On the one hand 
there was a demand for curbing the abuses of privilege by stronger regulation 
or by ending the granting of exclusive rights. At the same time there was a 
call for the state itself to provide services such as education, or the build- 
ing of roads and bridges which individuals or groups of individuals were un- 
willing or unable to supply. These considerations had led by the 1850’s to 
a re-examination of the proper sphere of the government in the economy, 


“Somewhere, everyone knew, the state could act directly, somewhere it could .- 


legislate as arbiter, and somewhere it had no place at all” (p. 260). But as 
late as 1860 there was no disposition to adopt the attitude that governmental 
action and regulation were in themselves unacceptable. Only as the economy 
of Massachusetts became more inextricably a part of a national pattern and 
the regulatory power of the federal government began to overshadow the state 
after the Civil War, did the foreign ideology of the British classical econ- 
omists, reinforced by the conception of social Darwinism, lead to any wide- 
spread opposition to state action as such. 

The authors of this volume are to be congratulated for putting the de- 
velopment of public policy in the United States into a clearer perspective. 
In so far as Massachusetts was typical of other states, and the authors be- 
lieve it was, there was no doctrinaire acceptance of the idea of laissez faire 
in this country until well after the middle of the 19th century. The large 
number of footnotes testify to the mass of material used in the preparation of 
the volume. These references, in addition to extended notes on primary sources 


and an unusually complete bibliography, will be of great aid to others who wish > 


{ 


to follow the trail marked out by the authors or who desire to explore some , 


of the interesting allied problems their study suggests. 
Harotp F. WILLIAMSON 
Yale University 
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National Economies 


Soviet Legal Theory: Its Social Background and Development. By RUDOLF 
SCHLESINGER. (New York: Oxford Univ. Press. 1945. Pp. viii, 300. $5.00.) 


In his preface, the author has traced limits to his inquiry in that he has 
forbidden to himself, from the very outset, any interpretation of the legal 
theory of the Soviet Union from other than its own standards. Depriving 
himself voluntarily of a frame of reference external to values which are the 
object of his study, Mr. Schlesinger narrows down his investigation to the 
presentation of the Soviet point of view on the evolution of Soviet legal theory. 
To quote the author: “The study of revolutionary Russia can make the maxi- 
mum contribution to science and social reconstruction in other countries only 
if it starts from Russian rather than from imported, Procrustean standards.” 
One hesitates to follow the author in all possible implications of this stand- 
point. If it is true that every phenomenon of social life has to be studied in its 
proper setting in order to be understood, this elementary truth does not mean 
at all that one has to renounce the benefits of comparison, especially if one 
has in view a “contribution to science and social reconstruction in other 
countries.” 

The book contains ten chapters. In the introductory chapter, the principles 
of inquiry are established in agreement with the thesis stated in the preface. 
Arguing from the positivistic point of view the author announces his purpose 
to deal with the theory of law only, and not with “the law itself in its work- 
ing” although “a theory apart from its intended working would not be a 
relevant theory from the sociologist’s point of view” (p. 16), which seems to 
be that of Mr. Schlesinger. Thus only “intended working” will be considered, 
and not the actual working, however interesting and revealing it might be. A 
` ‘new limitation appears in this approach, which is bound to reflect upon the 
findings and their value. 

In the chapters which follow, the author deals with the evolution of this 
“intended working.” His point of departure is very important for the under- 
standing of this evolution. It is the theory of state and law found in the 
writings of Marx and Engels and in Lenin’s State and Revolution written on 
the eve of the October Revolution. Both the fathers of Marxian socialism and 
the leader of Russian bolshevism look upon the state as an instrument of class- 
domination out of place in the future classless society. According to this theory 
the road to this society leads from the dictatorship of the proletariat—the last 
form of state—to the “withering away” of all public power when no classes 
remain, From this point of view law expressing the force of the state would 
necessarily yield to social norms non-sanctioned with compulsion, as soon as 
public force becomes useless. Would these norms be based on moral pressure 
alone, or social habits followed automatically? This last problem has not been 
dealt with more specifically in the founders’ writings. 

The evolution of Soviet legal theory is a process during which, from this 
Initial denial of state and law in a classless society, Soviet theoreticians 
gradually arrived at the idea of socialist state and socialist law. Mr. Schles- 
inger makes us follow with him this process through the First Revolutionary 
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Period (Chap. ITI, years 1917-1921), the New Economic Policy (Chaps. IV-V, 
years 1922-1927) and the two Five Year Plans (Chaps. VI-VII, years 1928- 
1938). Chapter VIII is devoted to the study of “Present Problems of Soviet 
Legal Theory,” and the author deals in it with the period on the eve of World 
War If. Although the text itself contains very few references to war years, 
the inquiry seems to include the evolution of Soviet legal theory down to 
1943 (data relative to 1943 are mentioned in notes). There is, however, no 
special study dealing with the impact of the war on Soviet legal concepts, and 
one regrets it, for in a society so sensitive to appeals of emergency this im- 
pact probably was not negligible. Mr. Schlesinger examines one after another 
the changing theoretical concepts, first in tracing a broad picture of the 
economic and social background, and then explaining the pragmatic con- 
siderations leading to the change of the “intended working” of law. The survey 
of social and economic, conditions has been done in a substantial manner, 
and it adds greatly to the value of the book. This is especially true of the part ~ 
of it dealing with “The Victory of Economic Collectivism” (pp. 166-94). 
The evolution of Soviet legal theory, in this presentation, appears as a series 
of changing ideological tools serving the purposes of the Soviet government, , 
different at different epochs. Has this evolution arrived at its final stage, or 
may new changes be possible, hidden in the mystery of future developments? 
One hardly can exclude the possibility of further evolution in view of the 
pragmatic character of Soviet legal theory and the experience of past meta- 
morphoses. 

The field covered by the book includes Constitutional Theory, Criminal 
Law, Matrimonial Law, Civil Law and Labor Law. Rules of procedure are 
referred to from time to time at different occasions. The author’s attention 
is, however, not equally distributed among these different categories of law, 
with their peculiar theoretical aspects. Most attention is given to civil law, 
and next to it comes labor law. Very little place is devoted to constitutional 
theory. 

In Chapter IX, on “The General Aspects and Prospects of Law as a Regu- 
lating Factor in a Socialist Society,” Mr. Schlesinger gives us his explanation 
of this preference for civil law. He is mostly interested with those aspects of 
Soviet legal theory which, according to him, represent characteristics of so- 
cialist society, being independent of the pressure of external or internal 
emergencies of the moment. Less important, from this point of view, seem 
to be “features of the Soviet legal system such as an attitude to political 
justice that can only be interpreted as a continuation of the Civil War; the 
acceptance of the principle of analogy in an interpretation hardly compat- 
ible with the principle of the security of the Law; the intermingling of politi- 
cal propaganda with justice, even in everyday cases, and, in Constitutional 
Law, a balance which results solely from the co-ordination of distinct social 
interests within the party-caucus” (p. 264). As we see from the context, these 
characteristics of Soviet criminal and constitutional law are not essential for 
the author, and he considers them as provisional. On the same grounds, 
“there is no sense in dwelling on special features of Soviet Administrative Law 
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once we have resolved to regard its essential basis, the One-Party régime, as 
a non-essential condition” (p. 265, note). Soviet matrimonial law is “left 
aside for the reason that its general features correspond rather to a con- 
sistent bourgeois democratic revolution than to a socialist one . . . i.¢., com- 
pletely equal status of women, freedom of divorce, etc.” (zbid.). One may 
ask the author, for he is not too clear on the subject, what is the criterion 
enabling him to discriminate between the essential and non-essential aspects 
of present Soviet law? 

What mainly interests Mr. Schlesinger is the evolution of Soviet theory with 
regard to civil law. The theoretical importance of this evolution is undeniable, 
for among all categories of law, civil law is the one most closely associated 
with the idea of property. It seems to be the very expression of the economic 
system based upon individual enterprise, and naturally there seems to be 
a contradiction between civil law and a society based not upon individual but 
collective economic activity. If, nevertheless, there has been civil law in the 
Soviet Union, its theoretical and practical meaning, in its evolution, inevitably 
will draw the attention both of students of law and of those of the Soviet 
system. 

The evolution of civil law in the Soviet Union corresponds to three different 
periods. During the years of War Communism, Soviet legal theory was en- 
tirely dominated by the idea of the future “withering away” of all legal norms 
according to which “Matrimonial Law and Labor Law were bound to.form 
the main elements of socialist Law” (p. 54). This idea implies that there is no 
place for civil law in a socialist society, and in the period of War Communism 
which had to play the role of a prelude to such a society, so little attention 
was given to civil laws that there is a question whether there was civil law 
in Soviet Russia in 1917-1922 (pp. 79-83). The second period was that of the 
New Economic Policy, during which a sector of private enterprise coexisted 
with that of collective economy. For the sake of economic relations within 
the private sector as well as of relations between the two sectors of economy, 
civil law had to be brought back into legislation. In order to justify the 
existence of a bourgeois conceptual system within a collectivistic society 
Stuchka and Pashukanis, in 1924, evolved the commodity exchange con- 
ception of law to which Chapter V of the book is devoted. This theory actually 
was a restatement in Marxian language of the traditional premises of civil 
law in bourgeois countries. What was particular to the theoreticians of the 
New Economic Policy period, was their accent on the provisional character 
of civil law in a country which expects to become socialistic in the future. 
This point of view was in agreement with the basic idea of the future “wither- 
ing away” of all legal norms, not yet challenged at that period. 

The third period, that of Five Year Plans, discarded the commodity ex- 
change conception; no sector of bourgeois economy remaining in the Soviet 
Union, this theory, an outgrowth of a mixed economy, did not have any practi- 
cal justification under new conditions. However, civil law remained in a 
soctalist society. During the years of the New Economic Policy, its concepts 
were used not only to regulate the relations between enterprises of the private 
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sector or those between an enterprise of the public sector and a private enter- 


prise, but also as a legal fiction between socialised enterprises, It-proved to be 
a device on the part of the state to supervise the efficiency of its employees 
(p. 248) on the basis of economic accountancy in state enterprises, to which 
the fiction of autonomy is given in order to increase their responsibility. 
Civil law (or rather pseudo-civil law) “as between Soviet State undertakings 
is, indeed, part of Public Law—for it is a mere instrument of the most im- 
portant part of State Administration” (p. 257), an instrument so useful and 
efficient that it has been kept in spite of its bourgeois origin, under the old 
traditional Roman name. The Soviet economic system, in using this tool, in- 
directly acknowledges its debt to the legal and economic experience of free 
enterprise society. 

Thus, in the last period of its evolution, Soviet legal theory arrived at the 
rehabilitation of civil law in a socialist society. In writings of Soviet legal 
thinkers it appears as a permanent component, along with other categories 
of law. But classes of society against which the revolution of October 1917 
was directed have been completely eliminated in Soviet Union. Should it 
not mean that the “withering away” of the state and legal norms based upon 
its power is about to begin? There is no such “withering away” in view at the 
present moment. This is being justified by the existence of a threatening capi- 
talist: environment. It seems, however, that Soviet legal theory accepts the 
existence of state and law even under a completely communist regime (when 
there will be no threat any more), at least “the compatibility of a com- 
munist order of society with the continued existence of State and law forms, 
since Stalin’s letter to the propagandist Ivanov and his report on the 1939 
Congress, a recognised part of the Bolshevist creed” (p. 244). From its point 
of departure in Lenin’s State and Revolution Soviet legal theory gradually 
arrived at the rehabilitation of the idea of state. 

A chapter on “Soviet Conceptions of International Law” closes the survey. 
They are treated in their historical evolution. A not too extensive bibliography 
and an index are added to this volume so heavily loaded with content. 

Mr. Schlesinger has written a book which fills out a gap, being the only 
historical presentation of Soviet legal theory in English, as far as I know. It is 
on the whole an objective treatment of this very difficult matter, and it 
cettainly will be useful to students of Soviet legal and economic history. 
It should only be regretted that its reading is not an easy task because of its 
heavy and involved language. 

Marc SZEFTEL 

Cornell University 


Russia’s Postwar Economy. By Harry Scuwartz. (Syracuse: Syracuse Univ. 
Press. 1947. Pp. 119. $1.00.) 


Professor Schwartz, known by his frequent comments in the daily press and 
elsewhere on various aspects of Soviet economics and politics, now presents 
a small volume summarizing his views and information on Russia’s postwar 
economy. Anyone who has attempted to work with Soviet statistics cannot 
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but admire this latest performance of the author. The booklet is replete with 
statistical tables containing most valuable estimates of Russian industrial 
and agricultural output before the war, as well as in the years immediately 
following its end, and indeed it supplies a wealth of information available 
hardly anywhere else. 

Students of the Russian economy, thus heavily in the debt of Professor 
Schwartz, would have been even more gratified had the author taken them 
more generously into his confidence, and explained in some detail how his 
very interesting estimates were actually arrived at. The revealing of the 
procedures involved in securing many of the crucial statistics might have 
served well in inducing the reader to share Professor Schwartz’s belief that 
his “description is . . . accurate within a relatively small margin of error.” 
As it is, a great deal of the information has to be accepted on faith in the 
author’s assertion that it represented a “very careful study and collation of 
the great mass of fragmentary economic information appearing in Soviet 
periodicals . . .” which enabled him “to put together a giant jigsaw puzzle, 
all of whose pieces are not available.” Such faith is probably wholly warranted 
—and yet there are many passages in the study that make it difficult to sup- 
press some doubt about the author’s accuracy and his understanding of the 
Soviet economy. 

It is the latter that appears problematical whenever Professor Schwartz 
ventures into generalizations. On page 40, for instance, he observes that 
‘|. . im an economy such as that of the USSR, which is trying to do so 
much in so short a time, rearrangements of priorities can achieve results only 
at the expense of other sections of the nation’s economic effort.” This indeed 
is a sad fact, but it happens to be one of those things that plague incessantly 
all full-employment economies. If resources are shifted from one sector of the 
economic system to another, more will be employed in the latter and less in 
the former. This is by no means peculiar to the USSR and no useful purpose is 
served by presenting features as peculiarly Russian that characterize any 
economic system. 

Similarly confusing is another conclusion arrived at by Professor Schwartz 
(p. 114). “. . . IL Is Incuncelvable that under conditions ot democratic capi- 
talism a country could make as much over-all economic progress as the USSR 


has made during the past 30 years with so little of that progress filtering - 


down to ordinary people in the shape of more and better food, consumer 
goods, and housing.” This statement, if it means anything, could be inter- 
preted in any number of ways. It could be argued, for instance, that if 
the volume of saving in Russia had been determined by the preference of 
the population rather than by a decision of the government, consumption in 
the last two decades might have absorbed a larger share of the Russian na- 
tional product, reducing investment accordingly. Whether more would have 
“filtered down to ordinary people” is, however, not certain since “over-all 
economic progress,” and therefore total national product might have been 
smaller. It is also clear that if the economic effort under the successive Five 
Year Plans had yielded a larger total product, more “over-all economic prog- 
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ress” could have been achieved and more could have “filtered down.” But 
what is it that Professor Schwartz is trying to convey? That the allocation 
of the Russian resources between investment and consumption was erroneous, 
that total output was not as large as it could have been, or that he in general 
has a hunch that matters on the whole could have been a great deal better 
than they actually were or are? 

Such hunches are substituted passim for analysis and factual accuracy. 
They are particularly irritating in the later chapters of the book, where the 
author not only grossly exaggerates Russia’s role in the world economy but 
also presents a wholly inadequate analysis of its foreign economic relations. 
Discussing the objectives of the Soviet postwar foreign economic policy, 
Professor Schwartz observes that one of its goals was “. . . to secure as much 
economic help as possible from abroad for the internal reconstruction, and 
development...” (p. 81). As the record shows, this misses the entire point. 


It was frequently expected during the war that the urgency of securing foreign ‘ 


help would be the most important factor determining Russia’s foreign policy. 
In actual fact the Soviet government subordinated this consideration to a 
number of other—political—aims that have been dominating Russia’s foreign 
policy since the termination of the war. No more accurate is the assertion 
of the author that the second objective of Russia’s foreign economic policy 
was “to secure and maintain the maximum amount of economic control and 
rights in foreign countries whose future output can be tapped to supply 
the USSR.” This procedure was employed by the Russians to some extent 
only in former enemy countries such as Hungary, Rumania, and the Soviet 
zones of Germany and Austria, but there is no indication that it was ex- 
tended to other countries within Russia’s zone of political influence (Poland, 
Yugoslavia, Bulgaria, and Czechoslovakia). The reverse would be nearer to 
the truth—Russia was supplying some of these countries with badly needed 
food and raw materials. 

Altogether incomprehensible is Professor Schwartz’s statement that “in 
its trading activities, the USSR has markedly favored bilateral agreements 
between buyers and sellers, in preference to free multilateral trade favored 
by the United States” (p. 83). Such a policy would have been manifestly 
absurd, since all Russia could have been interested in was to sell its exports 
as dearly and to buy its imports as cheaply as possible. But a quick glance 
at the statistics might have convinced Professor Schwartz that the Soviet 
foreign traders were not guilty of this particular error. Russia’s foreign trade 
during the interwar period was about as multilateral as that of any country. 
Only if and when a trading partner of Russia imposed import and exchange 
restrictions and insisted on balancing his trade with individual countries for 
balance-of-payment reasons did Russia endeavor to balance its trade with 
that particular country. 

In his concluding assessment of Soviet economic strength, Professor 
Schwartz envisages that “. . . Soviet military economic power will increase 
steadily in the foreseeable future and may within the lifetime of man now 
living exceed that of the United States or of the United States and Western 
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Europe if to Soviet resources are added those of its satellites in Eastern 
Europe and Asia” (p. 116). The fantastic character of this forecast will be 
obvious to anyone who is at all familiar with Russia’s actual and planned 
production of the most important commodities. Should even Stalin’s ambi- 
tious goals be actually attained, the USSR will be producing in 1960, 80 
per cent as much steel, about as much coal, and less than % as much petro- 
leum as the United States produced in 1941, and there indeed is no reason 
to assume that the United States’ production will remain stagnant for the 
next ten to fifteen years. 

It is regrettable that such—I will be forgiven the harsh word—irrespon- 
sible speculations find room in academic publications normally maintaining 
standards of reliability and objectivity. At a time when many media of opinion 
outdo each other in the generation of heat, should not at least the academic 
economist and his publisher endeavor to spread a little light? 


PAUL A. BARAN 
New York, N.Y. 


Economic Systems; Postwar Planning 


The Litile Less: An Essay in the Political Economy of Restrictionism. By 
A. S. J. Baster. (New York: Macmillan. 1947. Pp. vi, 161. $2.00.) 


This little, disarmingly simple book invites comparison with several others, 
in a similar vein, which have appeared recently--among them, Hayek’s . 
The Road to Serfdom, Frank Graham’s Social Goals and Economic Institu- 
tions, and the recent collection of essays by the late Henry Simons, Economic 
Policy for a Free Society. (In justice to Mr. Baster, I do not include Henry 
Hazlitt’s Economics in One Lesson, although its argument, too, is similar.) 
There are differences: The Little Less is not as concerned as Hayek’s book 
with the political consequences of economic planning, although it accepts the 
latter’s thesis; and, being explicitly directed at the “general reader,” it is 
less thoroughly and cogently reasoned, and hence of less interest to the 
professional economist than the latter two. But the fundamental philosophies 
—indeed, the precise programs—of all these books are identical. 

The Little Less consists mainly of a satiric survey of the “lunatic years” 
between 1919 and 1939, when the economic man became an addict of re- 
strictionism, through private arrangements or under government auspices. 
This very witty essay strikes the reviewer, at first glance, as an altogether 
delightful, devastatingly effective, ironic history, as Mr. Baster applies the 
reductio ad absurdum technique to demonstrate the nonsense of seeking 
prosperity by producing less, working less, transporting less, growing less, and 
trading less (these are the titles of individual chapters). 

On second thought, however, one wonders whether this book will indeed 
contribute to the enlightment of the electorate. It is of course essential that 
economists point out the stupidity of restrictionism as a long-range policy— 
and the long range, after all, is but a concatenation of short ranges! But 


‘nay not this kind of negative treatment, “for laughs,” of the policies of the 
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1920’s and 1930’s, by appearing to gloss over the problems which gave rise 
to them, by appearing to offer as an alternative only laissez faire, fail utterly 
to convince readers with memories, and in others merely reinforce vulgar 
prejudices against “bureaucracy,” against any pragmatic social efforts to meet 
the complex problems of modern industrial society? 

To take only a few scattered examples of this double-pronged danger that 
Mr. Baster’s worthy message will go astray: 

1. He ascribes the lack of a private building boom in Britain, immediately 
after World War I, to rent controls, which made building unprofitable. Even 
after the removal of controls, however, the industry failed to supply decent 
rental housing for the great mass of people between the well-to-do and the 
very poor (the latter being assisted by government subsidy). Considering 
this record—considering also the fact that the free British capital market 
during these years, lured by the promise of higher returns which never ma- 
terialized, instead helped build modern apartments for German and Austrian 
workers—-may not the mistake have been too little, rather than too much, 
government intervention? . 

2. He pokes fun at the restrictionist solution to the farm problem, and to 
the problem of other sick British industries, overburdened with surplus, ob- 
solete equipment. But the implied prescription—to leave the reallocation of 
very immobile factors of production, in the depth of depression, to the grind- 
ing action of a free but very imperfect market—-might not merely have 
purged the patient, but killed him too. This aspect of the problem at least 
deserves consideration. 

3. Similarly, the wastes of restriction of entry into transport industries 
(“transporting less”) must be weighed against the wastes of free entry. The 
awkwardness of deciding what exchange rates to maintain, under Exchange 
Equalization Account operations, must be weighed against the awkardness of 
setting up and defending stable rates under some international standard. The 
uneconomic character of bilateralism must be weighed against the possibility, 
recently stressed by Professor Frisch, that insistence upon nondiscriminatory 
‘commercial policy need not always maximize the wealth of nations. 

The economic problems which face us today involve no simple choice be- 
tween absolutes, between right (government or private restrictionism) and 
wrong (a free market), but call for the application of ingenuity and intel- 
ligence to devise the best possible solutions. Government controls, necessitat- 
ing increasing delegation of legislative and judicial power to administrative 
agencies, may indeed threaten democracy, as Baster maintains; but the 
solution surely is not simply to abolish all such agencies, or categorically to 
refuse to create any more from now on. 

The penultimate chapter, “The Political Economy of Freedom,” is Mr. 
Baster’s answer to these criticisms. This is a judicious, if unoriginal, state- 
ment of the liberal position, which at least is not liable to misinterpretation. 
Here are all the familiar ingredients of the (18th century) liberal philosophy 
and programs teday, well and simply stated: the political, economic and 
moral advantages of a system of economic freedom, the primary obligation 
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of the government under such a system to preserve and make more effective 
the impersonal market regulator—by attacking restraints of competition, 
preserving free entry, helping make choices more intelligent than they are 
today by making available better information, lessening glaring inequalities 
of wealth and hence of opportunity, controlling the money supply in the 
interest of greater stability, regulating or taking over public utilities, narrowly 
defined—and the assumption that these policies will be at least workably 
effective. 

The Little Less, then, is not a vulgar polemic for a “return to normalcy.” 
The only trouble is that too much of it—indeed the most effective part of 
it—sounds like one. 

ALFRED E. KAHN 

Cornell University l 


Planned Chaos. By Lupwic von Mises. (Irvington on Hudson: Foundation 
for Econ. Education, 1947. Pp. 90. 65¢.) 


Professor Mises’ pamphlet is an attack upon “interventionism” which “is 
setting the stage for the final overthrow of the voluntary society, the market 
economy and constitutional government.” We shall become nazis or Stalin- 
ists if we take a single step toward imposing controls upon ourselves. The 
choice is between “the democratic process of the market . .. and the ex- 
clusive rule of a dictatorial body” (p. 29). 

Mises backs away a little from the pure anarchy into which he leads us. 
The “prevention and suppression of antisocial activities benefit the whole of 
society” (p. 63). But having made this concession to those who support 
regulation of public utilities and minimum wage legislation, he plunges for- 
ward again in sweeping denunciation, “. . . the supporters of the welfare state 
are utterly antisocial and intolerant zealots.” “Every advocate of... planning 
is a potential dictator (who) worships violence and bloodshed” (p. 65). 

This is the “all if anything” fallacy in its most blatant form. As well might 
a boy refuse to comply with a request that he take off his hat in the house 
by insisting that if he lets his elders begin to undress him, there would be no 
stopping place ghort of nakedness. 

And what a separation he makes of the goats from the sheep. “No economist 
ever dared to assert that interventionism could result in anything else but 
in disaster and chaos. The advocates of interventionism—foremost among 
them the Prussian Historical school and the American Institutionalists— 
were not economists” (p. 21). Thus farewell to Commons, Mitchell, J. M. 
Clark, and Wolfe, former presidents of the American Economic Association, 
and a host of others. 

Mises reiterates the position taken in his Socialism that “economic calcula- 
tion” is impossible under socialism, without a word to unwary readers that 
this position has been challenged, not to say thoroughly discredited. Marx’s 
“inevitability of socialism” is defined as outside human volition (p. 35) and 
the whole of Marx is disposed of by saying, in reference to a particular 
matter, he “erred on this point no less than in all his other statements” (p. 
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38). What a gulf there is between this and the appraisal of Marx by dozens 
of economists who might be mentioned at random, such as Seligman, Com- 
mons, and Schumpeter. 

The severest strictures against this pamphlet concern the quotations from 
Laski and the Webbs. With flagrant misrepresentation he has them support 
his thesis that democracy and planning are incompatible. The quotations 
from Laski are from a 1933 book in which he never once refers to the matter 
that Mises says that he discusses. In that book Laski was concerned only with 
a socialist government coming to power in the face of bitter opposition. 
Mises could easily have found expressions by Laski on the point at issue in 
later books, with references to himself, but they would not have suited his 
purpose. 

The wrong that Mises does the Webbs is even more reprehensible, if that 
is possible. Quoting from their statement of the argument of Soviet leaders 
that public discussion must be suspended between the promulgation of a 
decision and the accomplishment of the task, he attributes that view to them, 
despite not only the clarity of the statement but the presentation of their 
own contrary view on the preceding and following pages. They speak, for 
example, of “the imperative necessity of continual adventure in thought” and 
say that when “the Soviet Government feels as secure as the British Government 
does, there seems no reason why popular lectures and speeches at open meetings, 
- and discussions in cheap pamphlets and newspapers, should be any more 
restricted than they are in Engand.” But Mises draws from their book the 
tortuous conclusion that “a socialist government must never concede any 
freedom of speech and the press” (p. 31). What colossal calumny! 

This pamphlet is a travesty on scholarship. It is published by a body with 
the name of (God save the words) The Foundation for Economic Education, 
among whose officers and directors are listed the well-known economists, 
Leo Wolman, Fred R. Fairchild and W. A. Paton. Never in the history of 
modern economics, one may guess, has a work of such low quality come from 
presumptively respectable sources. It is, furthermore, an ominous document. 
Such a piece of work from within the fraternity of scholars in defense of the 
status quo portends increasing difficulty in making bridges to the future. 
If Mises and his fellow anti-planners are strong enough they will bring us 
Planned Chaos. 

H. Gorpon HAYES 

Ohio State University 


National Income and Product; Income Distribution; 
Consumption Statistics 


National Income and Product Statistics of the United States, 1929-46. Sup- 
plement to the Survey of Current Business, July, 1947, U. S. Department 
of Commerce. (Washington: Supt. Docs. 1947. Pp. 54. 25¢.) 

National income statistics, which were once the concern only of the narrow 
technical specialist, have long since become the required basic equipment for 
the general economist. A first prerequisite for empirical testing of economic 
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theories relating to unemployment or inflation is the precise definition and 
measurement of the basic components of the national income. Great progress 
has been made along these lines in recent. years. The present supplement is 
in a real sense the result of extensive work by economists and statisticians 
in many parts of the world over a long period of years. More directly, how- 
ever, the advance which it represents over previous work is the result of more 
than five years’ intensive work of the Department of Commerce in revision 
of both concepts and data. Fortunately, the revisions of the concepts were 
made in consultation with a body of national income experts from all over the 
world. This provides a basis for the progressive standardization of national in- 
come statistics in all countries where such data are now being published, a proj- 
ect which is being pushed forward under the sponsorship of the United Nations. 

Three basic concepts are commonly used in the field of national income 
statistics. The first is the gross national product, which measures the market 
value of the total output of goods and services produced by the national econ- 
omy in the accounting period, before allowance for capital consumption. 
Goods used up in the process of production during the accounting period are 
excluded from the total. This means that the national product originating in 
each industry is measured in terms corresponding to “value added,” not in 
terms of “value of product.” The gross national product is estimated as the 
sum of the purchases of goods and services by consumers and the government, 
gross private domestic investment in durable goods currently produced, and 
net foreign investment. 

The national product equals the gross national product after deduction of 
allowances for capital consumption. It measures the market value of the net 
output of goods and services produced by the national economy. 

The third and best known series is the national income which measures the 


total factor costs of the goods and services produced by the economy. It is 


estimated as the aggregate compensation of employees, profits of corporate 
and unincorporated business, net interest and rental income of individuals. It 
. differs conceptually from the net national product in that it includes net gov- 
ernment subsidies and excludes indirect business tax liabilities and business 
transfer payments. 

The supplement presents a number of important changes in the definitions 
of the various series. The gross rental value of owner-occupied houses is now 
included as an imputed item in the gross national product (and the net im- 
puted rent after allowance for depreciation is included in the net national 
product), thereby placing such income on a par with actual rental income. 
Interest on the government debt is excluded from the gross national product 
and the national income, as it is assumed not to represent payment for 
goods or services currently produced. On the other hand, income in kind to 
the armed forces, and the government’s contribution to military life insurance 
and to family allowances of members of the armed forces are now included in 
the military component of the national income. 

In addition, a number of revisions have been made in the national income 
series to bring it in line with the gross national product series. Corporate 
profits are now measured before rather than after taxes, so that the national 
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income becomes a consistent estimate of earnings of both labor and property 
before tax. Depletion, unlike depreciation, is no longer allowed as a charge 
against national income, because new discoveries of national resources are 
not treated as part of the gross investment. Like the gross national product, 
the national income is now measured exclusive of inventory profits or losses. 

For analytical purposes, the supplement presents a system of consistent and 
interrelated income and expenditure accounts for the major sectors of the 
nation’s economy—the national account, the consolidated business account, 
the government account, the rest of the world account, the personal account 
and a gross savings and investment account. Conceptually, gross savings are 
of course equal to gross private investment plus the government deficit. As 
incomes and expenditures are now measured independently, however, there 
is usually a statistical discrepancy between the measures of aggregate income 
and expenditures which must be included as a balancing item. Since savings 
are small relative to the gross national product, the statistical discrepancy.’ 
may be fairly large relative to saving. In view of the critical importance of sav- 
ings for such general economic problems as inflation or unemployment, it is es- 
sential to keep the magnitude of the statistical discrepancy down to a minimum. 

The national income statistics are presented in the supplement in great 
detail by types of income and expenditure, by industrial origin and by legal 
form of organization. The latter is of especial importance since it permits 
an analysis of the distribution of income originating in corporate enterprise 
as distinguished from total enterprise. The series are continuous back through 
1929, 

The present series mark an important advance over the previous official 
estimates. For analytical purposes it would be desirable to push the work 
forward in at least three additional directions: (1) appropriate price deflators 
need to be developed for the major components of the gross national product ~ 
to permit calculation of the series in constant prices; (2) considerable addi- 
tional information is needed on distribution of personal income, expenditure, 
and saving by income size; and (3) the statistics available for the years prior 
to 1929 need to be brought in line with the present series. In the meantime, 
however, the data in the supplement provide statistical material necessary 
for testing many important hypotheses now current in the field of macroeco- 
nomics. Incidentally, they necessitate a reworking of the analyses of the prob- 
lem of postwar effective demand which have been made by a number of in- 
vestigators in recent years. 

Jacos L. Mosax 

Washington, D.C. 


- Business Cycles and Fluctuations 


Cycles, the Science of Prediction. By E. R. Dewey and E. F. Dakin. (New 
York: Holt. 1947. Pp. 267, $3.00.) 
This is a book which many will welcome for different reasons. It popular- / 
izes the results of studies of a number of investigators who have looked for 
trends and cyclical flucuations in natural and economic behavior. For the 
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student who wants to judge for himself whether cyclical analysis is on solid 
ground or not, this book makes available a number of the necessary records 
in simple graphs. For the business man who is expecting the much heralded 
postwar depression and is pretty sure that if it doesn’t show up in 1948 it 
will certainly come with a vengeance before 1952, this book may be taken 
(mistakenly) as the definitive work in cycles, for it predicts a downturn in 
economic affairs after 1947 and an upturn after 1952. 

This is the kind of book that can be reviewed from various angles and 
various attitudes. The scientific tone of the title would impel some reviewers 
to put on their mathematical caps, reach for their mathematical tools and 
tests, and apply them to the material collected in this book, hoping thus to 
determine the validity of the cycles, the accuracy with which they reproduce 
the past, and the reasonableness of expecting them to continue to cycle into 
the future. The title would cause other reviewers to button up their mental 
~ processes with their usual skepticism and immediately take a negative at- 
titude, especially toward the regularity and predictability of economic cycles; 
for if regular cycles prevail, why is there so much irregularity, and besides, 
to grant that regular predictable cycles exist would call for changing the con- 
trary notions they have held throughout their professional lives. 

My own approach is unlike either of these. The reader should know that 
mine is colored by the fact that for many years I, too, have looked hopefully 
among all kinds of long-range historical data for the existence and causes of 
“cycles” and repetitions of history. These have interested me, not so much as 
a basis for scientific prediction, as an aid in the art of prediction—the art 
consisting of an understanding of facts in past and present tendencies as a 
basis for making assumptions with regard to their future. Some of the reg- 
ularities I have found have proved useful, some disappointing, but none that 
sooner or later do not become irregular for one unexpected reason or another. 

I welcome Cycles, The Science of Prediction as a popular volume which 
brings together much of the information with regard to cycles in economics, 
biology, and astronomy, and applaud the authors for capturing the interest of 
many business men and others at a time when all of us are wondering about 
the course of business aud ullet dffaiis after tlie preslese war In history. But 
while I am favorably predisposed to this kind of material, I cannot accept 
(1) the basic premise with regard to the tapering off in the growth curve 
of our national economy; (2) the proof of the existence of one of the longest 
of the four major economic cycles; (3) the exact timing of the other three; 
and (4) the general attitude of inevitability. To point up the need for cau- 
.tion, particularly among business men who find this book convincing with 
regard to the predicted depression for 1948-52, it should be noted that one of 
the Dewey and Dakin predictions can now be checked. Their cycles projected 
into 1946-47 led them to expect that the commodity price level in 1946-47 
would not reach the 1919-20 peak. Apparently the expected downward pull 
of the cycles was confused with the price restraints exercised by O.P.A., for 
with the removal of those controls, prices in 1947 did reach and exceed the 
1920 peak. 

The book begins with demonstrations of “patterns of growth of organisms,” 
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taken from Pearl’s studies, such as body weight of rats and pumpkins, of 
populations of yeast cells, fruit flies, and human populations of the United 
States and several other countries, It then presents the record of growth trends 
for basic industries: manufactures, exports, imports, iron and steel, railways, 
shipping, automobile and horse-drawn vehicles, and several agricultural arid 
mineral products. The latter economic data are treated with the same basic 
significance as that ‘assigned to the growth curve for the: population of flies 
contained in a bottle. 

The next section of the book is devoted to examples of rhythmic cycles in 
natural phenomena, also drawn from the works of others, among them 
Huntington, and Warren and Pearson. They include records of cycles in 
fishing for Canadian salmon, in offerings of lynx skins to the Hudson’s Bay 
Company, in reports of tent caterpillars in New Jersey, in the measures of 
ozone at London and Paris, in the number of foxes brought in for bounty in 
Norway, in the measures of the solar constant, and of atmospheric electricity 
at London, in the records of death from pneumonia and influenza, in the 
records of long-period fluctuation (150 years) in redwood and pine, and 
short-period fluctuations (every 22 seconds) in the growth of the crocus, 
and in the annual record of 11-year cycles in sunspots and magnetic activity. 

The middle section of the book is devoted to chapters on the 54-Year 
Rhythm, the 9-Year Rhythm, the 314-Year Rhythm, and the 18-Year 
Rhythm. These are followed by several chapters on Causes, on Analysis and 
Synthesis, on Timing a Business, on War and Its Dislocations, and Postwar 
Trends and Postwar Rhythms. The part of the book that undoubtedly has 


caught the popular interest is the summary chart. on pages 188-89 which . 


shows the “approximate timing of four major eS in the American 
Economy” from 1900 to 1980. 


The 54-year and the 1844-year rhythms are shown to be heading down- — 


ward to a low in 1952. The 9-year rhythm reaches a low in 1951, and the 41- 


month rhythm reaches a low in the last half of 1948, a peak of 1950, and - 


another low in the last half of 1951. 

These tendencies fit so well the expectations of many business analysts 
that the “reality” of some of the rhythms is being too readily accepted. The 
authors themselves paid too little attention to the wide “margin of error” 
in the timing of the turning points in the various rhythms. 

My chief criticism with the first part of the book is that it treats alike the 
declining rates of growth of such different things as pumpkins, horse-drawn 
vehicles, and steel production. In the case of canals, railroads, and horse-drawn 
vehicles, a decline in their rate of growth means that other competitive means 
of transportation have emerged to replace them. But when a pumpkin stops 
growing, it is not because some other vegetable takes its place. Nor was it 
necessary to “sell” the growing importance of cycles by arguing that the 
United States has become a mature economy with diminishing prospects for 
long-time economic growth and expansion. Unfortunately, the authors believe 
this to be a fact but their proof is most inadequate. In fact, their love for the 
use of the growth curve for determining longtime trends leads them to most 
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peculiar results. One of these applications, to the steel industry, must be re- 
futed for much harm can be done- to the country if the steel industry (which 
“reflects both the physical and psychological drives of a nation like the 
United States” [p. 29]) were to take the Dewey and Dakin analysis as sound 
and with it bolster their current tendency to underestimate steel requirements 
for sustained full employment. 

On page 29, iron and steel production in the United States is shown to rise 
along a steep logarithmic trend from less than 0.2 million tons in 1830 to 
about 20.0 million tons around 1905. Between 1905 and 1929 the rate of 
expansion tapers off, but production rises to over 50 million tons in 1929 and 
to about 90 million in 1944—directly in line with the rate of growth from 
1905 to 1929. The growth curve fitted by Dewey and Dakin, however, flattens 
out after 1910 and becomes practically horizontal at about 40 million tons 
and is so projected to 1960. (. .. “an average annual production of approxi- 
` mately 40 million gross tons is the mean about which future fluctuations will 
probably oscillate” [p. 30].) Anyone not wedded to the notion that we are 
about to enter a stationary period with no annual increase in total production 
would read the same longtime record as pointing to 100 million tons or more 
for the 1940’s, nat 4N The fitting of growth curves is useful, but it must 
be handled with one’s statistical eyes open; otherwise, it will show what 
we want it to show. 

The authors make much of a 54-year rhythmic cycle which they think is 
“apparent in many aspects of economic life of the United States.” Its average 
length, they say, seems to be almost exactly 54 years. In spite of the fact that 
such a long cycle is accepted, largely for theoretical purposes, by such 
economists as Schumpeter, it is difficult to see how one can obtain an exact 
average length of 54 years when most of our economic data do not extend 
over more than one and a half, and at most, two such cycles. It is significant 
that the only U.S. evidence presented has to do with only one aspect 
‘of our economic life, namely, the annual level of wholesale prices—and 
even this evidence is not used in full. On pages 70-71, a 54-year regular cycle 
is fitted to a wholesale price index from 1790 to 1945. In the whole period, 
there is only one segment for which the correspondence is fairly close; the one 
from the 1840’s to the 1890’s. The same wholesale price index carried back 
to 1720 does not show any such 54-year cycle, and if the present price level 
is to return to the level called for by the low point of the 54-year cycle 
ending in 1952, prices would have to tumble in the next three years back to 
where they were in the 1890’s—not impossible, but highly improbable. 

Other evidence of the 54-year cycle is equally unsatisfactory. This holds for 
the proof derived from the record of wheat prices in England, shown as 
deviations from trend (p. 72), and for most of the proof reproduced on 
pages 70-82 from Kondratieff’s original study of the longtime cycle. Here, 
too, the best “proof” is in terms of wholesale prices for England and the 
United States (p. 82), but there are no 54-year cycles here. One shows prices 
rising sharply from 1790 to 1800, then a general decline to about 1850. The 
second shows prices rising from 1850 to 1860-65, then declining to about 
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1896. These do not look like regular 54-year cycles. The most that can be 
said for Kondratieff’s other evidence (wages, coal production, pig iron, lead, 
and English consols and French rentes) is that they show long but highly 
irregular waves. Most of the complete waves during the last half of the 
19th century are only of approximately 30 to 45 years’ duration. I would 
welcome solid evidence of the existence of a 54-year cycle, but I am disin- 
clined to imagine one where the data do not show it. 

At the end of the book the authors rightly say that “a rhythm can be con- 
sidered significant only if it has repeated itself so many times and so regu- 
larly that it cannot reasonably be the result of chance” (p. 236). This 
standard they fail to, and in fact hardly can, apply to their 54-year rhythm. 
The U.S. industrial system must be allowed to grow for another century to 
provide a time span for, say, four or five 54-year cycles, to provide any kind : 
of valid average. 

The 9-year rhythm is much more of a reality. It shows up in this book in 
deviations from moving averages in wholesale prices in England and in the 
United States and in U.S. prices of common stock, and in the records of an 
unnamed manufacturing company. But anyone inclined to use the 9-year 
rhythm in common stock prices shown on page 91 will do well to note that 
the correlation between the regular 9-year pattern and the course of 3-year 
moving averages of stock prices is not particularly high, especially for indi- 
vidual years. This holds particularly for the period from 1855 to about 1920. 

The 34-year rhythm is the most common in economic data and in 
business-cycle literature. In so far as cycles have been used in business fore- 
casts, this 34-year rhythm has probably been the most useful of all. 

But even the presentation of the evidence for the 3-year cycles leaves 
much to be desired. On pages 103-5, it is argued that a monthly series (indus- 
trial production), when converted into a different series by the “rate of 
change technique” (January compared with the previous January, etc.), is a 
more sensitive method of revealing cycles. Beyond removing the trend factor 
and obtaining a series of greater variability, very little is gained by this 
device. Note that the rate-of-change presentation of industrial production in 
Figure 2, pages 104-5 for the 3-year period 1926-28, or the 3-year period 
1930-32, or the 3-year period 1940-42, shows no correspondence to the super- 
imposed 314-year regular cycle. 

My criticism of both the 9- and the 3-year cycles presented here is that ` 
much more exact measurements need to be applied than can be derived from 
moving averages. These not only conceal important individual yearly or 
monthly fluctuations, but also produce average figures which do not apply to 
a particular year. 

The evidence for the 18-year rhythm is also quite striking. It is limited 
almost entirely to the field of construction and real estate. Efforts to show its 
existence in pig iron production (p. 129), in marriages (p. 20), and in rail- 
road stocks (p. 131) by illustrations taken from Warren and Pearson are ~ 
not at all statistically convincing. The authors fail to recognize that its next 
peak and bottom may have been set forward by the wer-deferred demand 
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and that it might be quite drastically altered by the adoption of a long-range 
national housing program. 

Other cycles of different lengths and from different fields are introduced 
in the chapter on “Causes, Correlations, Conjectures.” These include a 33- 
month rhythm in residential building, a 23-month rhythm in textile produc- 
tion, a 34-market-day rhythm in sugar prices, a 14.8-year rhythm in prices of 
cattle and black pepper. This chapter also reproduces the comparisons made 
by Garcia-Mata and Schaffner between measurements of sunspot activity and 
industrial production, between solar radiation and business activity, between 
solar radiation in 1929 and monthly stock market prices in London and New 
York, and between sunspot numbers in 1932-33 and London and New York 
stock market prices. These are introduced for their variety and for the pur- 
pose of suggesting that the economist’s desire for neat explanations of definite 
causes and effects should not blind him to the possibility of hidden causes 
which may lie behind the economic facts ordinarily accepted as causal. 

With the authors’ views that things are not necessarily what they seem to 
be, many today will agree, but they fail to turn this point of view on them- 
selves. They should have pointed out that, even if their prediction of a decline 
in building activity, industrial production, and commodity and security prices 
during the period 1948-52 should come true, we would be warranted in doubt- 
ing that it was all due to the four major rhythms in the American economy so 
boldly portrayed in the chart on pages 188-89. Many a forecaster has been 
right for the wrong reasons. 

There is one major shortcoming in the technique employed by Dewey and 
Dakin that may not be overlooked. Each of the four major rhythms is 
presented separately and the reader is given the conclusion that a business 
depression between 1948 and 1952 is inevitable, but the authors do not make 
what would seem to be an obviously necessary test. They should have com- 
bined their four cycles in some way into a composite so as to demonstrate 
with what fidelity these four cycles reproduce the record of general business 
activity, or national income, or some other measure of the national economy 
of which they are presented as the dominant elements, 

There is also one major fault in their philosophy. Part of this I have already 
referred to in my disagreement with them that we are like the Drosophila in 
Pearl’s bottle “reaching the upper asymptote of our curve.” The other part 
has to do with their view of the inevitability of things human and economic, 
that “apparently no conscious planning will in itself serve to change whatever 
trends are now established.” Society is not as helpless as all that. For ex- 
ample, the authors thought the failure of the price level to rise during World 
War II was due to the downward pull of one of their cycles and that, in 
1946-47, these same downward trends would keep the price level from rising 
to that reached in 1919-20. They fail to note that O.P.A. was planned to 
stabilize prices, that it did so during 1943-46, and that by removing O.P.A. 
it was “planned” to allow prices to soar to the levels the authors didn’t ex- 
pect. If the agricultural price level doesn’t sink to the low levels of 1921 or of 
1932, it may be because the support price program was planned to moderate 
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the generally expected postwar trend. Life.in the Tennessee Valley has departed 
from the established trend as a result of the Tennessee Valley Authority. The 
established rhythm of the real estate cycle could be drastically affected— 
lengthened, heightened, or flattened—by any one of several housing bills 
now in Congress, and if atomic energy becomes an industrial and agricultural 
reality, many established trends will consciously be made to trend differently. 


aa 


For the economic statistician the book is marred by many evidences of . 


a readiness to accept the inadequate findings of others as proof'of their own 
belief in the existence of regular 54-, 18-, 9- and 3-year cycles, but these are 
“forgivable” in a book intended primarily to create wider interest in cyclical 
analyses. It is most unfortunate that the book is pervaded by the regrettable 
attitude expressed on page 227, as follows: “. . . The reader now familiar with 


this method of analysis will not expect the crisis really to be avoided or ` 


halted by any preventive measures which the government might decide to 
take. In the present limited state of human knowledge as to the ultimate 
nature of these rhythms and their correlations, we shall suspect that any 
action adopted by government would be ameliorative in character without 
being curative. Probably the most we can hope for would be some kind of 
palliative action if the blows fall.” 

' My general impression of the book, and of the stage we have reached in our 
ability to predict, I would summarize thus: 

“Cycles?” —Definitely “yes,” 

“Regularity and inevitability?” —in nature, “certainly”; in economic 
activity, “yes” if the activity is related to basic rhythms i in nature, but “no” 
or “not necessarily, yes” if it is dependent chiefly on man. 

“Science of prediction?”—Natural phenomena, “of course”; economic 
phenomena, “no” or “not yet.” 


“Art of prediction?’’—“VYes” with many evidences of success—some for. 


right, some for wrong reasons. 


Louis H. BEAN 
Washington, D.C. 


Income and Employment. By THEODORE MORGAN. (New rok: Prentice-Hall. 
1947, Pp. xv, 280. $3.25.) 


In this relatively small volume, Mr. Morgan has brought together an 
extraordinarily large amount of information on eliminating economic fluctua- 
, tions. While it is likely to be most useful as an advanced text, it will also 
interest economists wishing a straightforward summary of much factual and 
theoretical work in the field. 

Mr. Morgan starts with an explanation of the meaning and uses of national 
income concepts, which is marred only by the fact that the figures and concepts 
used are those of the Department of Commerce before the recent revision. 


*Two minor criticisms may be noted: (1) as I understand it, the government’s con- 
tribution to the national income is measured entirely by its payments to labor, so that 
in actual practice it is incorrect to state that “payments the government makes... to per- 
sons from whom it buys other (than labor) factor services, make up a part of the national 
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The second chapter presents sufficient information regarding price indexes 
(including a brief reference to the wartime controversy over measuring the 
“cost of living”) to pave the way for a discussion of real income and em- 
ployment. The next three chapters are devoted to trends in production and 
employment, to the relationship between prices and production, and to the 
main components of production. The first discusses the long-run rise in real 
income (about 3.5 per cent annually), in real income per worker (about 1.2 
per cent annually), and in real income per man hour (about 3 per cent an- 
nually in those areas of the economy where estimates of man hours are avail- 
able.) The chapter on prices and prodtiction concentrates on the behavior of 
prices during the business cycle and develops, quite neatly, the familiar con- 
cept that the highly elastic supply of output and stable prices characteristic 
of periods with large unemployment gradually give way to highly inelastic 
supply and rapidly rising prices at full employment. The final chapter of the 
three covers Colin Clark’s concept of primary, secondary, and tertiary indus- 
tries, Leontief’s input-output relationships, and changes in prices and outputs 
of selected industries between 1929 and 1937. 

The remainder of the book is devoted to the maintenance of employment, 
with the exception of the last two chapters which deal with the probable 
effect of a successful full-employment policy on prices and with measures 
to reduce the impact by increasing labor mobility and locating industry where 
it is most needed socially. In a weak passage, the cost of unemployment during 
the 1930’s is set at 16 per cent of the real income of the period—an estimate 
based on the assumption that real income could have been increased only as 
much as employment. If, instead, actual real income is subtracted from a 
continuance of the 1909-1929 trend line—to which we have now returned— 
_@ fairer estimate of the waste of our resources (amounting to around 25 
per cent) is obtained.? A fuller consideration of the loss caused by depression 
than that given by Mr. Morgan seems warranted if students who have no 
personal recollection of the 1930’s are to be impressed with the need to under- 
take unorthodox measures. 

After setting acceptable unemployment at 3 millions, or 5 per cent of the 
labor force, the volume goes on to consider why consumption, investment, and 
government expenditure sometimes fall under the level necessary to maintain 
full employment. The discussion of consumption includes some interesting 
estimates indicating that the marginal propensity to consume had a quite con- 
stant value of 75 per cent between 1921 and 1940, while the average pro- 
pensity in each of the five decades before 1929 was equally stable at 88 or 


income” (p. 6); and (2) it seems wrong to argue that the national income at market 
prices is “the best measure of production to use in questions concerned with the trend 
of economic welfare” (p. 15) when this measure may be altered by a shift in the pro- 
portion of direct to indirect taxes, which may have no effect on actual weltare. 


* This results because any tendency of unemployment to be concentrated on the less 
efficient workers is far more than offset by the short hours worked by those who remain 
employed. Using Morgan’s own figures (p. 32) over the decade of the 1930’s employment 
averaged 9.5 per cent and real income 16 per cent below the 1929 level; similar estimates 
for 1930-1936 are 12 and 23 per cent. 
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89 per cent. Throughout, Mr. Morgan, while generally following the Keynes- 
ian model, makes it clear that “durable consumer goods is a peculiar class 
of consumer goods having a dynamics of its own” (p. 98)? and is well aware 
that a simple division between consumption and investment is not wholly 
adequate when half of all goods produced with a life of over three years are 
destined for direct use by consumers.* 

The discussion of investment is straightforward, covering the marginal 
efficiency of capital and the rate of interest, the actual behavior of invest- 
ment in the interwar years, and the relationship between investment and in- 
come as influenced by both the multiplier and the principle of acceleration. In 
developing the multiplier, Mr. Morgan stresses that any increase in spending 
—whether on investment, consumption, or by the government—is likely 
to have a multiplied effect on income, and that this effect takes time to realize. ` 
I find this approach a pleasant contrast to the rabbit-out-of-a-hat manner in 
which the multiplier is frequently manipulated, and highly desirable in a 
volume likely to have wide circulation. The saving-investment equality is 
also presented without tricks, although I would have preferred a bit more 
emphasis on the fact that the equality is an act of definition rather than of 
God—especially when presented as Saving (adjusted for transfer payments, 
social-security contributions, and rounding error) is equal to Investment 
plus the Government Deficit. 

After casting a quick glance at some doubtful analyses and proposals (in- 
cluding Say’s law, rigid wages, stamped money, Major Douglas’ social 
dividend, and the 100 per cent reserve plan), the volume suggests that actual 
expenditures may perhaps fall $15 billions below the full employment level 
of the gross national income in 1950 ($206 billions in 1944 prices), and then 
considers how this possible gap can be filled within the general framework of 
our free enterprise type of economy. A variety of measures to stimulate con- 
sumption are put forward, including encouragement of higher living standards 
through increased social security, redistribution by progressive taxation, and, 
if ultimately necessary, a job guarantee by the federal government in con- 
junction with the states. Even greater reliance is placed on measures to 
stimulate investment; I found the discussion of a proper social environment 
and improved tax policy particularly interesting. 

. The chapter on fiscal policy is disappointing. One gets little feeling that 
the success or failure of government action to maintain employment is likely 
to. have serious repercussions on our way of life. The discussion remains rela- 
tively abstract throughout. True, under the heading of “Qualitative Aspects 


? Mr. Morgan might have been even more impressed with the importance of fluctuations 
in consumer durables if he had not misinterpreted a graph of Hansen to conclude that 
“spending for durable consumer goods does not fluctuate by a greater percentage than 
spending for other consumer goods” (p. 97). For Hansen’s graph (Fiscal Policy and 
Business Cycles [New York, 1941], p. 52) is on an absolute, not a percentage, basis. The 
percentage decline in durables was actually over 60 per cent, while other consumer spend- 
ing fell a bit less than 40 per cent. 


*This includes residential construction and is Terborgh’s estimate, quoted by Morgan 
on p. 98 n. 
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of the Budget,” Mr. Morgan does give examples of general types of expendi- 
ture he would like to see encouraged; but it is essential to do more than this, 
and especially to distinguish between the secular and cyclical. problem. I 
would guess, for example, that during the first couple of years expenditures 
on the TVA had a negative multiplier of at least three; but Mr. Morgan 
is content to leave the matter with the comment that further expenditure 
on the TVA model has “the special merit of stimulating additional private 
investment” (p. 228)! However true this may be on a secular basis, it seems 
practically certain that we will be hit by a cyclical problem first and that 
we will certainly not want at that time to scare away private investment by 
setting up a Mississippi Valley Authority. 

Again in comparing various budgetary methods of stimulating the economy 
Mr. Morgan suggests that a $6 billion deficit resulting from increased expendi- 
tures may be taken as roughly equivalent to a $9 billion deficit resulting from 
reduced taxes. But in actual practice the percentage of federal expenditures 
which are “non-income-increasing” has been greater than the percentage of 
recéipts which are “non-income-decreasing.”® I am convinced that we will 
not be ready for the next depression unless we are willing to sully ourselves 
with the sordid administrative details of how we can get specific expenditures 
expanded and particular taxes remitted, within our political framework and 
budgetary procedures, sufficiently fast to prevent collapse. 

But it is perhaps unfair to berate Mr. Morgan for failing to do in a volume 
of this sort what the profession as a whole has so largely failed to do. In 
general, his book represents a highly competent job—so much so that I am 
looking forward to using it in intermediate courses on economic fluctuations 
next year. Not only has he assembled much of the most important informa- 
tion bearing on the problem but he is to be especially commended, to my way 
of thinking, for having presented the Keynesian tools both simply and un- 
controversially. 

Henry H. VILLARD 

Hofstra College 


Public Finance; Fiscal Policy; Taxation 


Theorie und Praxis der Modernen Einkommensbesteuerung. By FRIEDRICH 
NEUMARK. (Bern: A. Francke. 1947. Pp. 456. Sw. fr. 35.) 


Professor Neumark’s Theory and Practice of the Modern Income Tax is 
a revised and enlarged version of a work which has already appeared in two 
Turkish editions. We may expect further editions in still other languages. 
There is hardly any monograph in recent literature on the income tax which, 
in its encyclopaedic comprehensiveness, can rival this study. 

The book is intended to appeal to the interest of both the tax theorist and 
the tax practitioner. Furthermore, the author seems to be a true believer in the 
too often neglected maxim that particular experience should not be generalized 
without being confirmed by comparison. He therefore surveys and evaluates 


°H. H. Villard, Deficit Spending and the National Income (New York, 1941), Chap. 20. 
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the income tax policies of countries with such different social, political and 
economic structures as Great Britain, France, Germany, United States, Italy, 
Switzerland and Turkey. Although an author who resides in Turkey faces 
unusual difficulties in collecting recent information from distant and widely 
scattered nations, the analysis is rather complete covering general develop- 
ments up to 1946, As a survey of a wealth of institutional facts and trends 
in many countries, this study contrasts favorably with the predominantly 
national approach followed by most monographs in the income tax field, for 
instance, by the monumental two volume study on L’lmpéi Sur le Revenu. 
Traité Théorique et Practique (Paris, 1926), by Edgar Allix and Marcel 
Leclerclé. The author has not only utilized institutional material from numer- 
ous countries, but he shows throughout his familiarity with the theoretical views 
of almost all leading foreign scholars in this special field. 

Without much condensation and frequent short cuts, a subject as broad 
as this could not be handled in a single volume. The author, therefore, is 
quite justified in concentrating on the modern income tax, ignoring its many 
rudiments and forerunners in the seventeenth and eighteenth centuries. Other 
limitations in the coverage, however, are somewhat arbitrary. The author con- 
fines his discussion to what he calls the “genuine income tax” which he de- 
scribes as characterized by the identity of tax source, tax object, and tax base. 
This proposition implies that a genuine income tax cannot be shifted. Income 
taxes, which are passed on to other groups, cease to represent the genuine 
type. This, for instance, applies to a tax on business profits which, during 
a period of prosperity, may be shifted to the consumer. 

Apparently the author was unaware of the dilemma created by the above 
definition. On the one hand, he admits that a tax on business income, to some 
extent and under certain conditions, can be transferred to other social groups. 
The prospect of shiftability seems to him even greater in the case of a corpo- 
rate income tax (pp. 159-60). On the other hand, he does not hesitate to con- 
sider the corporate income tax as a form of the “genuine” income tax. A 
similar inconsistency occurs in another case. Although contrary to a widely 
accepted view, the author emphasizes that, under modern conditions of labor 
organization, a tax on wages can be passed on (p. 154), he takes it for 
granted that such tax still belongs to the official family of the genuine income 
tax. 

Although the theoretical part has been greatly condensed, it offers sys- 
tematic information on almost all current issues. It also treats some problems 
of fiscal policy, in two separate sections, by discussing the usefulness of the 
income tax for the attainment of nonfiscal objectives and for counterbalancizig 
business-cycle fluctuations. Without leading to new conclusions, this analysis 
is conspicuous by a predilection for middle-of-the-road positions and by a 
desire to do justice to every school of thought. The author, for instance, agrees 
with Alvin H. Hansen, Beardsley Ruml and other progressive minds that, in a 
modern tax system, social and economic objectives cannot be ignored. He sub- 
scribes to the scornful statement by the late Lord Josiah Stamp that “taxa- 
tion for revenue only” is hardly more than a “Victorian slogan.” Nonfiscal 
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purposes, therefore, seem to be perfectly legitimate. Due to its productivity 
and flexibility, the income tax ranks high among those taxes which can 
assist in securing full employment and stabilizing business conditions (pp. 
96, 133). 

Yet the author rejects the opinion that nonfiscal purposes should be given 
priority. Beardsley Ruml’s dicta that “national states no longer need taxes 
to get the wherewithal to meet their expenses” and that “the social and eco- 
nomic consequences of any and all taxes have now become the prime considera- 
tion in the imposition of taxes” are branded as an “extremist attitude” (p. 
89).2 While in this highly controversial atmosphere a gift for compromise 
has its merits, the discussion, in the reviewer’s opinion, has outgrown the stage 
where sweeping generalizations are helpful. Without the introduction of more 
specific sets of conditions, no further progress can be expected towards a 
solution of these familiar issues. 

It is difficult to convey an adequate impression of the wealth of informa- 
tion to be derived from the second part of the book. Although the American 
reader will not gather new facts from the section dealing with the federal 
income tax, he will take note of the author’s criticisms and recommendations 
for improvements. 

One of his main targets is the narrow concept of taxable income. The 
privilege granted to imputed income like the rental value of the house owned © 
by the taxpayer or the “service or satisfaction income” of the farmer, seem to 
him “unbelievable” (p. 341). From a similar point of view, he advocates the 
abolition of the remaining exemption of government securities even if this 
change should result only'in a negligible fiscal gain (pp. 364-65). He further en- 
dorses several other reforms widely debated during recent years such as com- 
-pulsory joint returns, the reorganization of the corporate income tax and, as in 

l she case of Great Britain, the simplification of the tariff by merging surtax and 
normal tax (p. 380). ; 

The study is simply written and clearly organized. Students of public 
finance will use it for some time to come as a general reference work on the 
income tax. 

Fritz KARL MANN 

The American University 


Money and Banking; Short-Term Credit 


L’Ordinamento Bancario e U Aitivita Creditizia. By GIANNINO PARRAVICINI. 
(Milan-Rome: Rizzoli. 1947. Pp. 194. L. 400.) 


This is the third in a series of monographs on the Italian economy. Coming 
after Giuseppe Medici’s vivid and stimulating study on Italy’s agricultural 
problems, this book on Italian banking is something of a disappointment. It is 
almost exclusively descriptive; only casually is there an attempt at viewing 
banking and credit policy as an integral part of economic policy; virtually no 


*“Tax Policies for Prosperity,” Am. Econ. Rev., Vol. XXXVI, No. 2 (May, 1946), 
p. 268. 
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attention is paid to the interrelationships between political structure and bank- 
ing policy and controls which were so much in evidence in Italy’s recent his- 
tory. | 

By these limitations, much of what would be of interest to the non-specialist 
is lost. To give some examples: The book describes the divorce of investment 
and commercial banking during the interwar period, but the consequences for 
the relationships between industry, the banks, and the ‘Treasury are not 
touched upon. No analysis is made of the effects of indirect State ownership 
on the management of the three largest commercial banks. The multiplica- 
tion of the functions of the Banca Nazionale del Lavoro during the interwar 
period is described, but the author fails to mention fascist patronage of this 
bank as the prime reason for this development. 

In spite of these shortcomings the study contains not only valuable in- 
formation ‘but sound technical judgment. While written before the credit 
restrictions of August, 1947, the author foreshadows (p. 183) Einaudi’s anti- 
inflationary policy which was to make postwar economic history. In this con- 
nection it is of interest to note that legal reserve requirements were originally 
imposed in Italy not so much to control the aggregate volume of credit, but 
rather as a means of strengthening the solvency of individual banks, Reserve 
requirements were not stated in terms of a percentage of total deposits, but in 
terms of the excess of total deposits above a given multiple (20 times in the 
original law of 1926, raised later to 30 times) of the capital and reserves of 
each bank (p. 13). From the beginning of the legislation these reserves which 
were to be held at the Bank of Italy were of the “secondary” type inasmuch 
as they could be held in cash or invested in government securities. These 
original characteristics of Italian credit control are combined with the more 
usual type of reserve requirements in Einaudi’s measures of last fall according 
to which the banks are to hold in cash or government securities 20 per cent 
of all deposits in excess of ten times the capital and reserves, or 15 per cent of 
total deposits, whichever is smaller. 

After introductory chapters on credit control and the Bank of Italy, the 
author proceeds to describe in detail the main groups of banks following the 
definitions of the Banking Law of 1936, which remains largely in force. Aside 
from the ordinary commercial banks, the two principal groups are the “banks 
subject to public law” (among which there are the former banks of issue of 
Southern Italy, the Banco de Napoli and the Banco di Sicilia) whose manage- 
ment is entirely state-controlled, and the “banks of national interest” (the 
three largest commercial banks) whose statutes differ only slightly from those 
of the ordinary banks but whose stock is owned in its majority by the In- 
stitute of Industrial Reconstruction (IRI), the Italian counterpart of the 
RFC, Data on the number of banks (including branches) and deposits in 
relation to population show the wide regional disparity of banking facilities 


in contrast to the nation-wide uniformity of interest rates on deposits and 


loans, which is imposed by minute regulations on all banks by the central 
control organs. In the author’s opinion, this uniformity is harmful not only 
because it eliminates competition, but because it prevents the banks in 
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Southern Italy from offering sufficiently attractive rates and is thereby partly 
responsible for the widespread hoarding of bank notes in these regions. 

The book finally passes in review the various forms of credit. A great num- 
ber of specialized credit activities which were sponsored in Italy during the 
interwar period are described, but what strikes the reader is the disproportion 
between proclaimed purpose and achievement. Special legislation, enacted 
mostly during the ’thirties, provided ample credit facilities for “autarchy,” 
colonial development, low-cost housing, film and hotel industries, development 
of Southern Italy, etc. But invariably the author finds that the loans actually 
extended as a result of such legislation were insignificant in amount. Here 
again, the reader is left to piece together the evidence and to draw his own 
conclusions, for the author is prevented by his political agnosticism from 
telling us whether the banks sabotaged the government’s program, whether 
the program itself was ill adapted to the ends sought, or whether unforeseen 
events prevented its execution. 

A final chapter on credit problems during the reconstruction period warns 
against incipient deviations from the principle of separation between com- 
mercial and investment banking as well as against the ever-increasing reliance 
UL IMUUSLLY UL Lieusuty SuUslules. Tusteadl, te aulu, algues ably fur ue 
continuation of strict credit controls and the strengthening of private capital 
markets through public supervision of new issues and the development of 
investment trusts. The recent spectacular breaks on the Italian stock ex- 
changes will no doubt lend weight to these conclusions, 

ALBERT O. HIRSCHMAN 


er 


Washington, D.C. 


; Monnaie et Conjoncture. Vol. I, La Monnaie et les Théories Monétaires. By 
B. V. Damatas. (Paris: Presses Univ. de France. 1946. Pp. 399.) 


This young French economist, student of the late Professor F. Simiand, 
has already made a name for himself, most recently with La Réorganisation 
de V Economie Mondiale. 

In the introduction to the work under review he declares that his aim is 
to formulate a theory of a dynamic economy which will give what he calls a 
synthetic interpretation, one that corresponds more accurately to reality. 
The idea of an equilibrium is accepted, even made the cornerstone, but he 
rejects classical and neo-classical ideas as to how to achieve such an 
equilibrium. He believes that the solution lies in the realm of monetary and 
business cycle problems (p. 10).. 

According to the author, this first volume is not a systematic treatise on 
money; he intends rather to present those monetary problems which in his 
opinion are the cause of the present disorder in the economies of the world. 
Actually, most of the volume deals with the question of the value of money, 
while the corresponding problem of the stability of its values is treated in 
the last chapter, but deferred for full discussion to the second, as yet unpub- 
lished volume. 

In the first few chapters, the origin, functions and different categories of 
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money are developed along conventional lines. Considering that the author 
stresses the fact that the work is intended for the economist and not for the 
layman, the exposition of this first part sometimes seems to be on a rather 
simple, introductory textbook level, as a matter of fact so simple that now 
and again one has the impression of a “search for the obvious.” 

He then proceeds to present and criticize the quantity theory and. Irving 
Fisher’s equation of exchange. The criticisms of both clarify and refine the 
general concept rather than refute it. Damalas lays great stress upon the 
fact that M ought not to be identified with the amount of money in exist- 
ence but only with that part of the stock of money which actually gets on 
the Market. “It is not the existence of the sum total of money which in itself 
exerts an influence upon prices, but the influence arises from the utilization 
of the money, from the encounter of the money with the goods on the market” 
(p. 107). Furthermore, he emphasises the mutual causality between price 
level and quantity of money. The contention that the general price level is 
determined and determined only by the factors M, M’ and V, V’ is criticized 
as an overemphasis on the monetary side of the equation. In contrast, he 
stresses the change that may be brought about by variations in P which in 
turn react on M, M’, V, V’ or on both (p. 114). 

He then discusses Professor Albert Aftalion’s ideas, which pervade the 
whole book. Aftalion’s theory of revenue is based on the fundamental equa- 
tion R = PQ, R being the total ‘national money income, Q total production, 
and P average price. Aftalion maintains that a change in R will often also 
result in a change in the quantity of money. A change, however, in the na- 
tional income resulting from an increased yield of investments abroad, may 
bring about a rise in the price level in the country of the investors without 
any change in the total amount of money. 

This is not the place to examine how far such an idea fails to conform to 
the fundamental precept of the quantity theory. Aftalion’s psychological 
theory appears to be an extension of the revenue theory. His chief example is 
the German hyperinflation of 1923. The final rapid depreciation of the mark 
cannot entirely be explained by changes in M or V but by psychological 
factors, especially the certainty of further decline in the rate of exchange, 
as immediately reflected in the internal value of the mark. Also, in other 
respects human tendencies are stressed. Aftalion, calling the psychological 
factors qualitative elements, reasons that money is valued also as means for 
saving and hoarding. The “penchant à l’éparnge” or, to use Keynesian 
terms, the propensity to save and to hoard, is certainly a factor of consider- 
able importance and one that may be called psychological. But Damalas 
himself seems to. realize the difficulty of developing a special “psychological” 
theory. After all, human actions and behavior are always psychologically 
conditioned. “All economic theories are psychological theories” (p. 179). “If 
one speaks of an economic phenomenon, psychological factors are always 


included. . . . Action always takes place through the medium of the hump- 


being” (p. 315). It seems to the reviewer that Aftalion’s psychological aj r 
proach is less novel than it is made out to be in Damalas’ book. 


1 Albert Aftalion, Monnaie, Prix et Change (Paris, 1940), pp. 253-57. 
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Professor Bertrand Nogaro’s objections to the quantity theory are treated 
less extensively by Damalas, but again one has the impression that no really 
new point is made when the author states: “The identification of two very 


- different things, disposable money and money spent (monnaie disponible et 


monnaie dépensée |[author’s italics]), makes no sense with regard to the 
general equation of transactions” (p. 194). 

The second part of the work deals with the theory of international trade in 
rather the same thorough, but wordy and repetitious manner. Many inci- 
dental problems are discussed such as that of value in general. Criticisms 
appear, e.g., on the Walrasian mechanism of economic equilibrium, Haberler’s 
use of opportunity cost to explain the theory of international trade; some 
of them are not too convincing. The theory of comparative cost is accom- 
panied by a general discourse on the influence of the cost of production on 
price along Marshallian lines. But Damalas’ conclusions differ considerably 


‘from this line of thinking, e.g., protectionist measures appear as the only 


practical solution. The undeniable immobility and rigidity of the factors of 
production have pushed the world, especially continental Europe, along the 
path of protectionism. As France is now discussing customs unions, it is in- 
leicoling lu Lews liu Picuel suitu declare that noarky all Frongh coonomintn 
are protectionists because, as Damalas quotes with approval from M. G. 
Lecarpentier, “France is just one of the number of countries which in the 
long run would be killed by free trade” (p. 248). 

The theory of the rate of exchange and, lastly, the discussion of the stabil- 
ity of money, involving elaboration of Cassel’s purchasing power parity 
theory, returns to Aftalion’s psychological concepts. Often they do not amount 
to much more than a special emphasis on the role of anticipation and expecta- 
tion. Thus Damalas quotes from Aftalion that the “normal” sequence of (1) 
change in circulation, (2) change in price, and (3) change in rate of ex- 
change might also read: (1) premonition as to circulation, (2) change in 
rate of exchange, (3) change in prices, followed by (4) change in circulation 
(p. 323). 

It is difficult to evaluate this work. While dealing with two different 
subjects, the volumes will form one organic unit. With this reservation it 
may be said that the present volume does present an interesting discussion 
of monetary problems without contributing, however, profound or original 
ideas. A more concise, less repetitious presentation would have made it less 
tedious reading at times. To the Anglo-Saxon economist it seems odd that the 
whole book, except on one very minor point (p. 350), never even mentions 
Keynes. On the other hand, Professor André Piatier who has added a brief 
but interesting preface, does put Damalas’ central theme into parallel with 
Keynes’ approach. He states the theme as the idea that modern capitalism 
must lead unavoidably to a disequilibrium between production and consump- 
tion, że. a constant tendency for production not only to grow, but to out- 
grow consumption. The present volume, however, is not concerned with this 
theory. It is to be hoped that the coming volume will develop Damalas’ 
fundamental, and as far as can be judged, original idea. 

H. H. BERNT 

Elmira College 
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Money, Credit, and Banking. By Ray B. WESTERFIELD. Rev. ed. (New York: 
Ronald Press. 1947. Pp. 1096. $5.00.) 


Any appraisal of the usefulness of this text necessarily depends upon the 
reader’s opinion of what constitutes good pedagogical method. 

In the foreword Westerfield writes: “It is the belief of the author that the 
institutional side of money, credit, and banking, in both its descriptive and 
historical aspects, is decidedly necessary to a proper understanding of their 
theory; that theory cannot be considered in vacuo; and for this reason a 
great deal of factual material is interspersed throughout the book.” 

I sympathize fully with this opinion. My perplexity, however, stems from 
hours of soul-searching regarding the best means of preparing a twenty-year- 
old boy to receive technical factual material most sympathetically. Should 
the author proceed by first devising the most logical outline he can conceive 


and then pour into the proper categories the materials that he has gathered 


in years of investigation and research? If so, he will have to plead daily that 
the facts that are adduced will be found to be necessary sometime. Or, should 
the instructor’s method be to pose problems in the beginning, to keep on 
posing problems, and show that the solution of these problems requires a 
certain type of factual material as well as concepts that are adapted to the 
analysis of the data? And, should not his own presentation be brief enough 
to permit the student to digest a little of other writers if for no other reason 
than to enable the student to escape from the instructor’s mannerisms and 
errors? 

To illustrate the latter type of procedure, we may take the problem of 
where to provide information regarding the credit weapons of the reserve 
banks. Suppose there is first presented the question of the effectiveness of the 
regional system from the point of view of administrative organization. Un- 
doubtedly discussion of this problem would soon evoke the opinion that 
much would depend upon what now are the principal credit operations of 
the reserve banks. Would not this be a proper point at which to explain the 
details of discounting, both as it was in the beginning and as it is today? 
Would it not also be sound (pedagogically) to reserve discussion of changes 
in open market procedure until this stage is reached? Wherever possible, so 
it would seem to the reviewer, facts presented should have a bearing on 
problems already posed, not on those later to be studied. 

If I, the reviewer, be wrong as to proper educational procedure, it will have 
to be conceded that Westerfield has produced by far the best of the Money 
and Banking textbooks. If, however, the reviewer’s pedagogy is correct, it 
would still be admitted that Westerfield has written the student’s best 
single-volume book of reference. 


But no matter which opinion be accepted, few competent authorities will 


deny that it is impossible to commend too highly Westerfield’s industry, 
scholarly ability, and unyielding fidelity to detail. 

Harod L. REED 
Cornell University ane. 
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International Trade, Finance and Economic Policy 


Rebuilding the World Economy: America’s Role in Foreign Trade and In- 
vestment. By Norman S. BUCHANAN and FRIEDRICH A. Lutz. (New 
York: Twentieth Century Fund. 1947. Pp. xiii, 434. $3.50.) 


This book is one of the most generally useful studies in the international 
economic field which has appeared since the war. Although it is already some- 
what out of date on current issues, and despite certain other shortcomings 
discussed below, it should be of great value to students and to the general 
reader. 

The central theses of the book are that the United States is and will con- 
tinue to be the most important single factor in the world’s international 
economic relations; and therefore that if anything like a satisfactory world 
economy is to be rebuilt from the wreckage of the last war and of the decade 
which preceded it, the United States must develop and vigorously implement 
appropriate governmental policies both at home and abroad. With these 
general propositions few economists will disagree. But the course of recent 
debate over the Marshall Plan makes it clear that at the level of discussion 
and understanding by the general public, they require unceasing reiteration 
and elaboration. ‘lhis book pertoris a valuablé public sérvice in armyssiup 
batteries of facts and argument to support them, and in developing a variety 
of specific policy proposals to put them into effect. Its only major defect in 
these respects is that, as stated in the Preface, it was virtually completed in 
mid-1946. It, therefore, takes no account of the complex developments since 
then. 

The book actually falls into four major sections, plus long statistical and 
documentary appendexes. The first gives a general picture of the development 
and operation of the world economy in the latter part of the 19th century and 
down to 1939, in terms of growth of population, industrial production and 
foreign trade, and in terms of the general “rules of the game”—both the gold 
standard rules and the “rules” of liberal economic policy at large. The authors’ 
stress on the underlying factors which made this long golden age of rapidly in- 
creasing material welfare possible—especially the substantially similar non- 
interventionist political and ethical ideology of the Atlantic-basin countries, the 
absence of devastating wars until 1914, and the growth of populations at rates 
which though rapid did not press on generally expanding world resources 
and technologies—is laudable and illuminating. (Perhaps wisely, they do not 
attempt to isolate any one causa causans.) In presenting the trade figures, 
however, they have relied largely on comparisons between selected years or 
periods, and seem to have given nowhere consecutive annual or other data 
on the movements of world trade or on the trade of leading countries. This 
is a serious shortcoming in exposition for non-professional readers, since 
without such data it is difficult to form an adequate picture of the turbulent 
fluctuations of the world economy between say 1910 and 1939. Nor does any 
substantial use seem to be made of the illuminating concepts and statistical 
data, developed in recent years, that relate to the propensity to import. 
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The second main section deals with the impact of the war and im- 
mediately postwar periods on trade and production, the methods of meeting 
war requirements for international financing, and the postwar international 
financial positions of England and the United States. The third section pre- 
sents the views of the authors on international monetary, commercial and 
investment policies appropriate for the world in general, and especially for 
the United States. Here the discussion, in Chapter 8, of the qualifications 
on the results that may be expected from the industrialization of “backward” 
countries with the help of foreign capital, is especially interesting and relevant 
to immediately current problems. In Chapter 6, however, the lack of any use 
of the “income approach” to problems of international financial equilibrium 
is troublesome. 

The fourth and last main section consists of a chapter by the authors sum- 
marizing their general conclusions, and another chapter presenting a Report 


~ 


of the Twentieth Century Fund’s own Committee on Foreign Economic Re- ’ 


lations, of which. Dr. W. W. Riefler was chairman. The first is concerned 
essentially with the familiar policy conflict between domestic and international 
objectives, and especially between the maintenance of “personal income 
security” (a useful concept not identical with full employment) and the 
reduction of trade barriers. The authors agree on the necessity for direct and 
indirect governmental planning and action on a wide front. In the inter- 
national sphere, they place their chief reliance on the United Nations, the 


Fund, the World Bank and other instrumentalities hardly beyond the blue- , 


print stage when they were writing, and do not attempt to forecast or meet 

the severe practical difficulties these enterprises are now encountering. 
The Report, which is not intimately related to the rest of the book, is con- 

cerned almost entirely with methods for re-establishing multilateral trade and 


with the necessity for continued American leadership to reach this goal. It 


agrees with the stated main objectives of American foreign economic policy, 
but criticizes our actual program as not being “sufficiently realistic or broadly 
based to achieve them,” and as “placing too great emphasis on universality” — 
the latter certainly no longer a ground for objection. The Report strongly 
advocates creation of an international buffer stock agency (but with one mem- 
ber of the Committee very dubious) and development of counter-cyclical op- 
erations by the World Bank, to promote international economic stability. The 
latter recommendation did not foresee the severe limitations on the projected 
scope of its operations which the Bank has thus far encountered; the first, 
though desirable under certain safeguards, surely exaggerates the effect on 
general economic conditions which such devices can produce. Finally, the 


Report advocates a sufficient increase in our imports to maintain equilibrium - 


in our international payments. Neither the Geneva Conference results nor 
other calculation, however, suggest that even use of all the powers under 
the Reciprocal Trade Agreements act—the chief reliance of the authors of the 
Report—will greatly help the spectacular unbalance likely to continue to 
characterize our international position for years to come. 


James W, ANGELL 
Columbia University 
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Bretton Woods for Better or Worse. By R. G. Hawtrey. (London: Long- 
mans, Green. 1947. Pp. viii, 142, $2.00.) 


This little book, of which seventeen pages are index, is an examination of 
the Bretton Woods Monetary Fund Agreement in terms of, England’s needs 
as seen in 1946. Hawtrey objects to the Agreement that, in the absence of 
effective stabilization policies in other countries, it will prevent England from 
having as much exchange-flexibility as it will need. Agreement between the 
Bank of England and the American Federal Reserve Banks for concerted 
stabilization would suffice, however, to make the Monetary Fund successfully 
workable. Failing this, England needs to regain the right to make small and 
frequent (even daily) changes in the exchange-value of sterling without in- 
voking the existence of a “fundamental disequilibrium.” Such exchange- 
flexibility would be a prerequisite for effective internal stabilization in an 
`~ unstabilized world. What should be stabilized is the ‘“‘wealth-value” of 
sterling, for which the true criterion is not any statistical index number of 
prices, or of wages, but “the price of human labor,” not defined more 
precisely than as a “normal rate of wage which it is reasonable for an able- 
bodied man with no exceptional qualifications to expect,” with the number 
of unemployed to determine the direction of action indicated. 

These are not very new ideas, and Hawtrey offers no answers, old or new, 

to the old questions, as to: the disturbing effect of exchange rate instability; 
the problems of exchange speculation; the extent to which general wage- 
stabilization would insure exchange-stabilization; the possibilities and con- 
sequences of attempts at wage-level stabilization in a collective-bargaining 
world where almost everything except wages is subject to central control; 
and so forth. 
' - As the instrument of internal stabilization, Hawtrey still adheres con- 
fidently to bank rate manipulations, not only for England, apparently, but 
for all countries generally. He acknowledges that bank rate reduction could 
not be counted on to be an effective stimulus to expansion, but he insists upon 
the effectiveness of an increase in bank rate as a depressant, and he claims that 
in the absence of prior inflation there will be no serious depressions with which 
to cope. Hawtrey’s continued faith in the efficacy even as a depressant of bank 
rate is, in the face of the general scepticism and in the absence of significant 
confirmation from past experience that changes in bank rate of themselves have 
much significance, somewhat breath-taking. 

Perhaps it is to be explained by an association in his mind—as in actual 
experience—of credit-rationing with bank rate changes, At one point (p. 116) 
the effective depressant is spoken of as the high rate of interest plus the 
banker’s “reluctance to lend.” Rationing of bank credit, in the sense that less 
was lent than borrowers of good standing were willing to borrow at the pre- 
vailing rate, has frequently been an accompaniment of rises in rates and 
Operated alone in countries like the United States and Canada where bank 
Tates were more or less inflexible. It is much easier to believe that moderate 
rationing of bank credit could check an inflation than that a moderate in- 
crease in rate accompanied by otherwise unrestricted lending could do so. But 
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Hawtrey should explain why bankers would be more reluctant to lend at 
high rates than at low. 

This book, like all of Hawtrey’s writings, has interesting points to make, 
and it makes some of them very effectively. But it is not an impressive addi- 
tion to his works, and it seems to offer little guidance, and some of it in wrong 
directions, for the solution of the problems which either the British economy 
or the Monetary Fund is now facing. 

JACOB VINER 
Princeton University 


Controlling World Trade: Cartels and Commodity Agreements, By EDWARD 
S. Mason. (New York: McGraw-Hill, 1946, pp. xvii, 289. $2.50.) 


This report on what to do after the war about cartels and international 
commodity agreements, prepared for the Committee for Economic Develop- 
ment by Dean Mason, represents the scholar’s suggestions brought forth a 
year after V-E day in response to the CED business man’s surging feelings 
that “something should be done about those production-restricting cartels 
that infest Europe.” Eric A.. Johnston and William Benton had gone to Eng- 
land a year or more earlier in considerable part to study cartels. Their adverse 
views on England’s cartels received such widespread notice and publication as 
to command popular and official approval from then Secretary of Commerce 
Jesse Jones, publication in Life magazine, etc. 

Further to reflect the milieu at that time, the reviewer recalls an important 
steel producer who earlier had gone to England to give advice on “how to 
get out some more ship-plates.” His suggestion was that the blueprints be 
shipped to America and the British workers be assigned in larger numbers to 
the making of bombers in which the country was much more efficient. A 
cotton textile producer had earlier offered to supervise the building of a cotton 
textile mill and to produce and pay twice the prevailing British textile wage. 
Finally, as the war opened in 1939, all of Europe had two continuous strip 
mills. and the United States twenty-eight of them, without such a correspond- 
ing disparity in the figures of iron and steel production. 

The London Economist shortly after lamented that the cartel had Britain’s 
only such mill in a state of innocuous desuetude despite the fact that England 
was then at war. In this setting then, what does the professional economist, 
having the advantage of a one-time berth on the official Interdepartmental 
Committee on Cartels and Private Monopolies, offer as a solution to the 
restrictive device of the cartel then in many instances being denounced by 
American business men? From Mason the answer is something that seems 
like a tenderer solution than the times then (and now) would seem to call 
for. Curiously, though he writes on the assumption that “international eco- 
nomic relations will not be dominated by preparations for the next war,” it 
now appears that only that domination can rid Europe of its cartels. 

A re-reading of some of the recommendations in light of the current high 
American bargaining power, ERP aid granted to knit together an economically 
disunited Europe, supports the reserve Dean Mason had in making positive 
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or far-reaching recommendations and increases the difficulty the present 
reviewer has in appraising them. Take, for example, the following quotation 
(relative to American subsidiaries domiciled in Great Britain attempting to 
secure a market for a larger amount for “white products” in face of an oil 
agreement fixing quotas): “The individual stations have long-term contracts 
with the principal producers, so that the entry of a new American firm into 
the British market would depend largely on its ability to secure contracts 
with the existing distributors. Any attempt to build up a new chain of filling 
stations would be met with active resistance from both organized producers 
and organized distributors” (p. 76). Today there is no presumptive need for 
new filling stations in Britain as there is no oil quota for the operator of a 
private motor vehicle. At the same time, American and British capital are 
developing a Near East oil reserve equal to ours in sizé and capable of 
supplying a motorized Europe with all its fuel. 

If the consumers’ durable goods boom we had in 1919-29 is sometime to 
be promoted in Europe, obviously more stations will be needed. Between these 
two extreme conditions of having no gasoline ration and motorizing western 
Europe, is there a range within which the cartel scheme is most appropriate? 
What is a desirable policy for Britain and the United States to urge upon 
Britain? 

Because the reviewer is unable to see how unemployment can threaten in 
Europe in the discernible future, he is unable to see how the toleration of 
cartels considered unavoidable by Dean Mason can today be continued: “In 
general, however, the kinds of situation that appear partially to justify inter- 
national restrictive agreements in manufactured products can be most success- 
fully avoided by the achievement of domestic full employment. If the transfer 
of labor from the over-expanded industries to other employment can thereby 
be accomplished, the main justification for a policy of price maintenance 
through output control is removed” (p. 39). 

Mason indicates the unavoidable lack of symmetry in the organization of 
his report. In Part I, international business cartels are considered as com- 
prehending all “private agreements in both raw materials and manufactured 
products,” whereas Part II on commodity agreements “treats these as an aspect 
of public policy toward raw material problems.” 

He reports that he makes his recommendations on cartels with greater frm- 
ness than the recommendations on commodity agreements because he is 
doubtful that commodity public policy can be skeletonized by anything 
except the interests of the pressure groups involved. Here Bernard Baruch 
differs because of the important place he assigns to commodity purchase 
agreements made by the United States in promoting world recovery. 

Mason favors intergovernmental agreements in the case of commodities 
rather than business agreements and he favors curbing and regulating cartels 
by international agreements. The United States, he urges, should propose an 
international convention whereby countries joining would agree: “To rely 
upon national action in accordance with national laws to prevent trade restric- 
tion, price-fixing, and allocation of markets, In this way concerns are free to 
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join a cartel and if it is a United States firm, we can act according to the terms 
of the Sherman act. If it is a foreign national, then each country acts or does 
not act as its laws suggest.” 

Thus does Mason accept very nearly the status quo. He only adds to his 
summary recommendations the requirements of registration, ‘establishing an 
international office to study cartel practices and: to recommend remedial action. 
The United States would have to implement the registration provisions by 
legislation and join in an international information exchange and international 
business office for study. On the whole, there is little new or decidedly changed 
from what we have been doing. It does not seem to be an adequate program 
for the kind of world we now have. 

The reviewer’s suggestion of inadequacy can perhaps be made both brief and 
clear by registering objection to Mason’s caveat: “but the courts should take 
account of the kind of world trade organization in which American export 
firms and associations compete.” Once again we have bargaining power to 
change what the courts must consider. Then he believes that “the Allies will 
find it impossible to impose on a defeated enemy a higher standard of com- 
mercial morality than they themselves are willing to practice.” But since the 
“imposing” can be according to the American pattern now that further aid 
is being extended, a freer arrangement is something the United States can 
make. It can cover our Allies as well as the defeated enemies. 

On Germany, Mason observes: “Nor is there any reason to beliéve that 
the application, from outside, of antitrust measures will make any appreciable 
difference in the social, economic and political structure of postwar Germany.” 
The Russians and ERP give us the chance to reconsider if so defeatist a view 
is to be accepted. ; 

As to international commodity agreements, Mason is more sanguine. He 
points out that our substantial raw material imports now heavily outrank 
comparable exports and thus our “import interest” militates against our ac- 
ceptance of intergovernmental commodity agreements as promoting American 
interests. In fact, Mason suggests that our export interests are centered in 
wheat and cotton. Of these two, the “wheat problem” is much more the result 
of European drives for cereal self-sufficiency rather than the low levels per se 
of employment and industrial production which, in contrast, led to agreements 
covering imports such as rubber, sugar, tin, etc., in the 1930’s and earlier.’ 

Mason is hospitable to quota schemes to support raw material prices and 
to arrange for buffer stocks. But he bases them on “support” philosophy, not 
as mere complementarities of high productive domestic employment programs, 

But this tolerance of cartels and commodity agreements seems to the re- 
viewer to befuddle the central issue. The problem of desirable policy (Mason) is 
one to meet difficulties created by excess capacity (after the first World War, 
but since the second World War followed the great depression, was there any 
likelihood of excess capacity troubles this time?). Cartel policy grows out of 
defects in economic policy, not out of any chance whatever that it may per se 
promote desirable real progress. Policy is never something to be offered in a 
“variety” package except in straightened circumstances which we have not yet 
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reached. Single track proposals have a chance to be understood and therefore 
approved. The single important policy to be urged above all others is “full 
employment.” 

Tolerance of cartel proposals is a way of expressing preferment for a narrow 
conception of “security” (asset and employment), and means defeatism for 
the major issue—high productive employment. To the extent that we face 
the issue of full employment, we can reject the need for cartel arrangements. 
Even more positive yardstick demonstrations, along the lines suggested by 
Geoffrey Crowther of the London Economist, are now desirable. Model plant 
operations, he suggested, might be started in England with free access to 
markets unfettered by any private or governmental cartel restrictions. 

Mason’s book falls in with other before-the-end-of-the-war proposals such 
as Bretton Woods, the British loan, and the first drafts for a trade organiza- 
tion. This time we were not going to risk upon a single agreement our partici- 
pation in world affairs. A “piecemeal program” was devised instead as better 
strategy. Devised in advance, it could not take account of conditions that 
might exist at the end of the war. 

Mason’s proposals came a little later, but they, too, were no more adequate. 
We are starting the whole business over again. As economists we should be 
grateful for the chance. The great advantage in the second effort is that through 
diligent digging and “first approximations” of Mason and others, we have an 
immensely larger personnel educated for the enormously more difficult task 
ahead. 

ARTHUR R. UPGREN 

University of Minnesota 


Sweden’s Capital Imports and Exports. By ERIN ELVER FLEETWOOD. (Stock- 
holm: Natur och Kultur. Pp. 223). 


This book is a welcome addition to the small number of monographs 
dealing with capital imports and exports of individual countries. It deals 
with the history of Sweden’s capital imports and exports and attempts to 
combine a theoretical analysis of the capital movement with a statistical 
investigation of what really happened. Discussing the import and export of 
capital the author presents a brief economic history of modern Sweden. The 
Swedish economy shows a very quick development from a large-scale capital 
importing country before 1910 to an important capital exporting country. 
It is a good example for an inquiry as to how a country can become a capital 
exporting nation. Sweden, a country with some natural resources—chiefly 
iron ore and timber—with a hard working and very intelligent population, 
for a long time liberal in its economic policy and neutral in its foreign rela- 
tions, managed not to get involved in wars for more than a century, es- 
pecially not in the first and second world wars. Thus the total production 
of the nation could be directed towards increasing the standard of living, not 
having to spend a major part of national income on war and not being 
burdened, until recently, with heavy military expenditure. This accounts for 
the rising standard of living, and the fact that Sweden escaped being directly 
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involved in the two world wars played an important part in building up the 
country’s position as a creditor nation. 

Sweden welcomed foreign capital; its government was the chief borrower 
abroad. The greater part of the capital for railway building was obtained from 
abroad. The more important loans were issued in Germany, England and 
France. The capital was carefully invested so that Swedish bonds had a good 
market abroad, and the State was thus able to satisfy its capital requirements 
abroad, leaving the internal market to the growing Swedish industry. In the 
last decade of the 19th century, industrial bonds also found markets abroad. 
Moreover, foreign capital was invested in mines, forestry and land. With the 
help of foreign capital Sweden developed its industry and, in turn, the 
growing industry stimulated the formation of capital at home. The country 
was able to create steadily expanding foreign markets for its products and 
enjoyed favorable terms of trade. The years before 1910 show some of 
the characteristics of a country approaching capital satiety. By 1911, a 
change from a capital importing to a capital exporting country was evi- 


denced. The foreign indebtedness was relatively high, the long-term foreign | 


debts of 1,037 million kronor represented nearly two-fifths of the national 
income of 2,616 million kronor. 

In 1911-14, capital exports took place from Sweden while the country 
was enjoying the general prewar boom. The first world war brought to 
Sweden a regular war boom in all industries, which led to gold inflation 
and credit expansion. The very favorable balance of payments made possible 
an export of capital estimated for the years 1914-18 at 1,800-2,000 million 
kronor. The long-term capital was exported on very favorable terms and the 
majority of the prewar bond debt abroad of 1,205 million kronor was 
repurchased at extraordinarily favorable prices. In 1921, only 24 per cent of the 
Swedish national debt was held abroad as comparied to 88 per cent in 1914. 

Although Sweden suffered losses of 400 million kronor in her foreign 
investment, mostly in Russia, she emerged from the first world war as a 
net creditor country and, unhampered by a large foreign debt, with 
strengthened productive capacity, she was able to make full use of the 
advantageous position her exports gave her on the world markets in the 
after-war period. 

The period after 1922 is described as a period of general consolidation 
of Sweden’s position as a capital exporting country. In the years 1925-30, 
there was a net export of capital from Sweden. During this period Swedish 
firms strengthened their position abroad. Kreuger and Toll emerged as a 
large-scale financial concern. In connection with the enormous expansion of 
this concern whose aim was to achieve monopoly of the production of matches 
in many countries, Sweden borrowed short and lent long, Kreuger and Toll was 
responsible for transactions on a scale far beyond Sweden’s own resources. 
After Kreuger’s suicide and great difficulties of this concern, Sweden’s 
suddenly acquired importance in the field of international financing vanished, 
movements of capital in the following period being on a more moderate scale 
and established on a sounder basis. ; 

In 1933, out of 1.412 million kronor in foreign bonds held by Sweden, 681 
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million kronor, or 48.2 per cent, were German. Eight hundred million kronor 
represented the total of items other than the bonds in the Swedish portfolio 
of foreign long-term assets. The total Swedish investment in Germany was 
estimated at 883 million kronor in 1933. Sweden was severely hit by the 
moratorium declared in Germany, which decreased her income from abroad 
and forced reinvestment in Germany of the interest on claims in Germany. 
There can be no doubt that she also suffered losses in capital items. 

With the total Swedish bonded debt held abroad of less than 450 million 
kronor, and foreign investment in business enterprises in Sweden smaller than 
the like Swedish investment abroad, Sweden was clearly a creditor nation, not 
only in an over-all sense but also as far as holdings of long-term bonds were 
concerned. 

The unsettled situation in the thirties greatly reduced international capital 
investments. Import of flight capital to Sweden took place similar to such 
investment in other neutral countries. The balance of payments on current 
accounts in 1937 is that of a creditor nation. Although Sweden had an import 
deficit of 126 million kronor, she had a net income from shipping of 196 
million kronor, and 115 million kronor from other invisible items, so that 
she had a total surplus of 185 million kronor. 

During the second world war Sweden’s position was different from that in 
the first world war. In the former war, exports were paid for on a large scale 
by imports of gold and acquisition of. foreign exchange, whereas this time 
it was arranged from the beginning that exports were paid by imports. The 
Swedish balance of trade shows a deficit in all years 1939 through 1944 
totalling 3,480 million kronor. But some increase in the holdings of foreign 
assets resulted from the shipping earnings beyond the blockade. 

At the end of 1943, total Swedish assets abroad amounted to 3,372 million 
kronor and total liabilities abroad amounted to 768 million kronor. At the 
end of the war, Sweden was in a very favorable position compared to the rest 
of Europe. Her gold and foreign reserve position was strong, her productive 
machinery intact, even expanded during the war. Her political and social or- 
ganization was not threatened by a sudden upheaval, so that she could, based 
on a continuity, proceed with further economic development. Sweden was in 
a position to grant reconstruction loans to underdeveloped countries, putting 
a part of her undestroyed capacity of production and superior resources at 
the disposal of the devastated nations. Sweden became the world’s third lender 
and the first in Europe. Sweden’s total postwar credit amounted at the end 
of 1946 to around 3,500 million kronor, out of which 1,000 million kronor 
credit was granted to the Soviet Union. 

According to the author, it is very doubtful whether Sweden will be able 
to extend further credits of any importance for some time to come in view 
of the strain which the lending so far has put on the Swedish economy. Meas- 
ured in Sweden’s productivity she should be able to grant further credits if 
she could balance her trade in hard currencies. The dollar problem and the 
distinction between hard and soft currencies have of course complicated the 
position of Sweden, which was made more difficult by the hasty appreciation 
of the Swedish currency in 1946. 
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As the result of the development since the second half century, of great 
technological progress, of development of the country’s resources and first 
of all because she escaped the two world wars, Sweden stands here today as a 


creditor nation with powerful productive machinery, with a very high level 


of living, ready to achieve further social and economic progress. Sweden also 
obviously is strongly affected by the very unfavorable economic situation of 
most of Europe, and cannot free herself from repercussions on her economy of 
the very unsettled and changed conditions in Europe, including Great Britain. 

‘In the second part of the book the author attempts in a thorough manner 
to examine how far the events in Sweden correspond with the theories of 
capital movements. This task has not been easy considering the lack of ma- 
terial, especially for the early period. Moreover, while it is possible to trace 
the effects of capital movements on the Swedish economy, it is more difficult 
to follow them up with regard to other national economies. So, for instance, 
to examine the effects of Swedish borrowing in England could lead to a too 
general conclusion by saying that the British economy behaved like that of a 
capital exporting country. This certainly was true not because of capital ex- 
ports to Sweden but because of the total exports of capital out of which only 
a small fraction went to Sweden. 

With regard to the effects of the capital movements on Swedish economy, 
Dr. Fleetwood has arrived at the following conclusions. The relative position 
of the exchange rates corresponds to what would be expected by the classical 
theory. During the period 1894-1914 the Swedish currency was quoted slightly 
over par and after 1922, somewhat below par. The changes in the exchange 


rate did not lead to gold movements; there was no close correlation betweéu _ 


the change of the gold reserve and capital movements. The gold reserve showed ^“ 
a steady increase in 1898-1918 and there was a close connection between gold 
movements and the note circulation. Increase in the volume of money in 
Sweden affected the relative price levels in the country in the way expected by 
classical theory. This is also true of domestic and import prices, but export 
prices were much higher than would ‘be expected because of the effect of grow- 
ing foreign demand for Swedish exports. 

The author finds a partial confirmation also for the modern theory of 
capital movements. Gold movements as a direct result of capital movements 
did not take place and the transfers of Sweden’s capital imports and exports 
were carried out by short-term capital movements mostly of the balancing 
type. The demand for imports decreased as the country became capital ex- 
porting. The structure of the composite demand for foreign goods changed, 
showing that the capital movements did not affect Sweden’s foreign demand 
proportionately. 

The author has made some attempts to examine the effects of the Swedish 
capital movements on the economy of other countries, especially the capital 
exporting countries. As mentioned already, Sweden received only a minor part 
of capital exports of these countries and it is therefore very difficult to find 
out what developments could be attributed to capital export to Sweden. Al- 
though before 1914 Germany exported capital to Sweden, prices there were 
not always lower than in Sweden. In 1900-1913 there was, however, a lower 
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price level in Great Britain and in France than existed in Sweden. After 
1922 Sweden exported capital to other Scandinavian countries where the price 
level was lower. , 

Dr. Fleetwood concludes that both the classical and the modern theories 
of capital movements have been shown to be partly correct, although she ad- 
mits that it was impossible to tell from her investigation the relative im- 
portance of the. demand and price reactions in .Sweden. 

The statement that short-term capital movements should be able to trans- 
fer loans was confirmed by this study which reveals that no close relation- 
ship has been found between gold movements and long-term capital move- 
ments, 

The study of the effects of capital imports on the economic development 
of Sweden, of the transition from a capital importing to a capital exporting 
country, of the role played by the two world wars in this transformation pro- 
vides some new and interesting information. It shows, among other things, 
how a country with limited resources and without overseas possessions can 
become a creditor and capital exporting nation. More studies of this kind 
would be useful, particularly at present, because the concept of creditor and 
debtor nations and of the functions of the international capital movements 
are not always clearly understood. 

ANTONIN BASCH 

Washington, D.C. 


Public Control of Business; Public Administration; 
National Defense and War 


The Economic Problem in Peace and War. By Lionet Rossins. (London: 
Macmillan. 1947. Pp. vii, 86. $1.50.) 


In the 1947 Marshall lectures at Cambridge University, which are here 
reproduced, Professor Robbins reflected on the larger issues raised by war- 
time economic controls and by both the current emergency and longer-term 
problems faced by Britain. The main theme of the lectures is that the price 
system offers the best opportunity for furthering both economic welfare and 
democracy although the merits of the wartime suspension of free prices and 
the difficulties of transition back to uncontrolled markets are recognized. 

The first lecture is an indictment of a collectivistic society because it can- 
not direct production “by reference to anticipated demand.” Neither choice 
among current goods nor between present and future goods can reflect the 
influence of minorities or even the will of the majority for “most national 
elections are fought about other issues.” In contrast, production under the 
price system responds to the wishes of all groups with purchasing power. Most 
criticisms of the production and consumption which develop under free 
markets should be directed toward the income distribution which makes the 
consumption pattern possible. Other criticisms really call for a paternalistic 
control of consumption. 

In the second lecture, Robbins summarizes the economics of war as consist- 
ing basically of the problem of the command over resources. After dismissing 
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the fiscal theory of control as being adapted to only “the small wars of the 
liberal age,” he emphasizes the need for speed in adjusting resource use to 
war purposes and the inevitable tendency for the income results to aggravate 
the worst effects of freedom of choice in consumption and even to under- 
mine the war effort. Out of this comes the rationale for extensive and rigorous 
wartime controls. Of these controls Robbins judges that their efficacy has been 
overestimated and that the degree of success achieved is traceable to the unity 
of purpose which pervades a nation at war, to the universal power, including 
that over labor, handed to the government, and to the singleness of purpose 
in economic policy—that of achieving total victory. The absence of these in- 
fluences, including the lack of control over labor, is a serious weakness of both 
the transition era and of a longer-term attempt at planning resource use. 

Turning to the transitional problem in the final lecture, the speaker points to 
the threat of inflation as the major problem which in his analysis is traceable 
to a rate of investment in excess of savings and the existence of large liquid 
assets in the hands of consumers. He vigorously opposes the complete relaxa- 
tion of controls but argues for allowing the price system greater latitude and, 
by inference, to bring higher prices. This step must be taken someday and 
the arguments against it are not valid because wage increases have far outrun 
price increases and where real hardship would occur it could be taken care 
of by the family allowance system. Export controls, however, cannot be 
released at this time in any notable degree. 

Robbins reiterates his fear that a collectivist society would not be moti- 
vated by the consumers’ desires and would be inefficient, a view strengthened 
by his experience in war activities. He then makes a two-fold counterproposal. 
To make the price system work better he suggests a vigorous program “to 
maintain effective competition,” which is more than trust busting. But that is 
not enough; Robbins announces his conversion to the view that “as an in- 
strument for maintaining reasonable constancy of aggregate demand it [the 
market system] has most profound limitations.” Therefore, in terms similar 
to the early form of the Full Employment Act in this country, he proposes 
that the government by “whatever measures seem appropriate” should bring 
the anticipated volume of expenditure (consumption plus investment) into bal- 
ance with needed expenditure. 

These essays present current issues sharply, cast many old arguments in 
new light, and bring to bear on current debate important aspects of wartime 
experience. In this process, Professor Robbins, while doubting the wisdom of 
those who would plan the use of resources, nevertheless places confidence in 
the skill of the same people to forecast inadequacies in total demand and to 
propose workable means for supplementing the flow of income and invest- 
ment. With equal equanimity and while making a plea for the restoration of 
pecuniary incentives in Britain, the speaker develops the “normal rule” that 
a distribution of goods found to be inequitable should be corrected by taxation 
and subsidies. 

R. B. HEFLEBOWER™ 


Washington, D.C. 
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Industrial Mobilization for War: History of the War Production Board and 
Predecessor Agencies, 1940-45. Vol. 1, Program and Administration, His- 
torical Report on War Admin., WPB General Study No. 1. (Washing- 
ton: Supt. Docs. 1947. Pp. xvili, 986. $3.75.) 


During World War II, the United States was in a real sense the arsenal of 
the democracies. In the crucial years 1943 and 1944 it produced 40 per cent 
of the world’s total munitions. To make possible its peak munitions output 
of $57.6 billions in 1944, the country expanded its total product by 52 per 
cent from 1939 through 1944. The story of the unprecedented mobilization 
of U. S. resources which made this production possible; the necessary changes 
in the economic structure of the nation and the fundamental changes in the 
government itself might well serve as a primer for those who must struggle ~ 
with future national emergencies arising from the imbalance caused by war 
or national or international economic dislocation. 

Industrial Mobilization for War tells the story of American industry from 
1940 through 1945. Volume I, “Program and Administration,” is the chroni- 
cling of the administrative machinery through which the government chan- 
neled production activities to the single purpose of winning the war. The 
volume deals only with the story of the War Production Board and its pre- 
decessors. Price control, rationing, manpower, wage stabilization and other 
economic problems not directly administered by WPB are included only to 
the extent that they touched upon the Board’s operations. 

Production and procurement were the areas specifically assigned to the 
War Production Board in the executive order which established it on January 
16, 1942. Donald M. Nelson (the first of the Board’s two chairmen, J. A. 
Krug having been the second), guided by Baruch’s admonition “Never to let 
anyone not in uniform sign a contract” quickly assigned his procurement 
powers to the services and production became the single purpose of the 
Board’s activities. Baruch’s counsel and Nelson’s policy in giving procure- 
ment: to the Armed Services may have been politically wise but it took 
from WPB the most fundamental production-control force, leaving it as it 
were control over the brakes, light, horns, and accelerator of an automobile 
with the Armed Services in the driver’s seat and in control of the starter and 
steering wheel. Because of its failure to recognize that “the power to contract 
is the power to control” (reviewer’s opinion and quotes), the War Produc- 
tion Board was always trying to slow down here, speed up there, sound a 
warning horn now and flash a stoplight then but with the armed services 
doing the steering and the starting. 

Much of the confusion and frustration which marked WPB policy and 
execution stemmed directly from this early bifurcation of an essentially single 
power. Although the evolution of the organization and execution of the pro- 
gram seems reasoned and orderly as described in Industrial Mobilization 
For War, improvisation and confusion confounded by compromise and neces- 
sity were the realities of industrial mobilization from 1939 through 1945. 
To be sure we did provide the material which won the war but as one well- 
established professor observed after five years in WPB and other wartime 
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economic organizations “We won the battle of production not because of our 
industrial mobilization efforts but in spite of them.” The reviewer’s own ex- 
perience from 1939 through mid-1947 leads him to recognize the fundamental 
reality of this observation. 

Although there had been industrial mobilization planning in the decades 
between the first and second world wars—a War Resources Board, created 
on August 9, 1939, the Advisory Commission to thé Council of National 
Defense reconstituted in May 1940, the Office of Production Management 
created on December 20, 1940 and The Supply Priorities and Allocations 
Board established on August 28, 1941—Pearl Harbor found us without an 
industrial mobilization plan and only a disorganized skeletal organization for 
administering one if it had been formulated. V-J Day found us learning how 
to program and with an administrative organization adequate enough in size 
and skilled enough in administrative technics and procedures to provide the 
essential directions and decisions even in the absence of adequate planning. 

Industrial Mobilization for War-Program and Administration summarizes 
the high points of the policy-making problems from Preparedness, Priorities, 
Size of the Military Program, Smaller War Plants, and Production for Civi- 
lians through Exports, Russian Protocol and into the Resumption of Civilian 
Production and Reconversion. It describes the administrative problems of 
relationships with the armed services, the “Czars” (rubber, petroleum, food, 
etc.), the Office of War Mobilization, other governmental units as well as those 
with private industry, labor unions and other business and consumer groups. 
It tells of the internal organization and reorganization steps taken to create 
an organization capable of dealing with the Board’s huge and new responsi- 
bilities; (a) Industry Divisions, Material Divisions, Field Organization, Pro- 
gramming Divisions, and other internal administrative units; (b) Planning 
Committee, Requirements Committee, Production Executive Committee and 
the numerous other inter- and intra-agency committees set up to cope with the 
problems of framing a program and executing it; (c) priority certificates, 
conservation orders, Production Requirements Plan, Controlled Materials 
Plan, limitation orders and the thousands of rules and regulations developed 
to deal with the basic problems inherent in the control of production; (d) 
' personnel recruitment, dollar-a-year men, the inevitable conflicts between 
persons—Nelson, Somerville, Eberstadt, Wilson, etc.; (e) production achieve- 
ments and statistics. James W. Fesler and his associates have done a thorough 
and craftsmanlike job in garnering this story from the miles of WPB records 
and numerous WPB officers and then encompassing it in a volume of 986 
pages. 

The foreword tells us that this is only one part of the broad historical 
program initiated by WPB at the suggestion of President Roosevelt in March, 
1942. The basic record is embodied in a Policy Documentation File and a 
Plant Data Integration File. Minutes of the principal boards and committees 
have been published in a Documentary Publication series. Monographs on 
major policy and operating areas important to an understanding of the ad- 
ministrative and economic problems encountered during the war years are 
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presented in a Special Studies series. A General Studies series was planned to 
include not only the present volume, but also a Volume II, Materials and 
Products; and Volume III, History of the Civilian Production Administration. 
Although the foreword states “The termination of the Civilian Production 
Administration has made it impossible to complete and publish Volumes II 
and III of the General Studies series,” the transfer of the WPB files to the 
newly constituted National Security Resources Board and the hiring by that 
agency of some of WPB’s historical records employees indicate that the new 
agency will probably complete and publish not only these two volumes but 
additional works on the history of the War Production Board. 

The reviewer is acutely conscious of his failure to describe in this review ` 
the struggles and problems involved in the Russian Protocol, the role of - 
production for civilians in a war economy, horizontal versus vertical produc- 
tion control. Also, his failure to cover facilities expansion, the role of sta- 
tistical reporting and economic analysis, centralized versus decentralized ad- 
ministration and numerous of the other major policy issues encountered in 
mobilizing the nation’s production for war. It would have been impossible to 
give the many important and complex subjects anything but cavalier treat- 
ment in a book review. It would be inappropriate to select any one or two of 
them. These subjects are all treated adequately in the book itself and inter- 
ested persons should get those stories direct from its pages. 

In using Industrial Mobilization for War as a guide to the organization and 
administrative planning for either future wars or organizing the nation’s re- 
sources for other economic emergencies, persons making such studies should 
realize that this and the other WPB studies deal with the “administration of 
policy making” and not with the “administration of policy execution.” “How 
to do it,” in terms of the grubby procedures of paper handling and operating 
instructions, are not included in these histories. Yet, the major difficulties 
of administering war production and the likelihood of success of planning 
efforts for the future rests chiefly upon our ability to grasp and deal with the 
problems of “paper-pushing.” So long as the United States continues the free- 
enterprise system it will not have the administrative procedures, practices or 
experience essential to handling all of the nation’s resources as though they 
were parts of a single entrepreneurial unit. Economic decisions through the 
free market do not create the basis for such co-ordination and the realities 
of war, although they create the singleness of purpose, do not automatically 
generate the methods for accomplishing this purpose. 

The problems of “how to do it” are much less interesting than those of 
“what to do” or “how much to do.” They are nonetheless the basis on which all 
accomplishment rests and it will be singularly unfortunate if this phase of 
industrial mobilization is neglected by those dealing with the problem in the 
future as it has been by those who so ably chronicled the story of “what we 


1A less detailed and less complete but excellent comprehensive account is available in 
Chaps. 2, 3, 4, 5, 10, 15 and 16 of The United States at War, prepared by the War Rec- 


ords Section, Bureau of the Budget, U. S. Government Printing Office, Washington, D.C., 
1946. : 
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me and “how much we did” in mobilizing industry for war between 1940 and 

In both world wars the heroic sacrifices of our allies and the strategic errors 
. of our enemies gave us the time to experiment and by trial and error experi- 

mentation finds the ways to administer our economic resources for war. It 
was not until the end of 1943—two years after Pearl Harbor and more than 
three years after the beginning of the war production effort—that we achieved 
reasonable stability in the administrative handling of the problems of mobil- 
izing industry for war. 

We are told that in the future warfare will be both more devastating and 
more speedy. If this be true, we may not have time to find the ways in World 


War III. 
Davin Novick 


University of Puerto Rico 


A Survey of the American Economy, 1940-1946. By Joun R. Crar. (New 
York: North River Press, 1947. Pp. xiii, 217. $3.75.) 

This little book is largely a factual account of the activities of the various 
federal government agencies during the period of World War II. It is or- 
ganized into ten chapters under the following headings: National Defense, 
Conversion, Priorities and Allocations, Rationing, Raw Materials of War, 
Agriculture, War Finance, Wages, Manpower and Reconversion. 

In each chapter a fairly complete account is given of the efforts of the 
government agencies involved to deal with the problems brought by the war. 
Chapter IV on “Rationing” may be cited as typical. A brief statement of 
need is followed by a description of the efforts of the successive agencies to 
cope with the problems. The dates of establishment of each agency, the 
names of the chiefs, and the principal activities are included. On page 73, for 
example, we find a table of “rationing chronology,” giving the dates ration- 
ing began and ended for the principal commodities. Subsequent pages include 
discussion of the regional operation of the Office of Price Administration, 
point rationing, ration banking and the end of rationing. 

The style of the book is journalistic, with a minimum uf indication of 
sources. Virtually no analysis is attempted of the policies followed by the 
agencies discussed, and there is little indication of the controversies, public 
and private, that accompanied the actions of the agencies. The book would 
have been improved by the use of graphs and charts, of which there are none. 

This book will be useful to teachers of courses in elementary economic 
history and courses in the economics of war and peace, if such be still offered, 
as an account of the major wartime events on the economic front. Undoubt- 
edly, as the years go by, its usefulness will grow, and economists with short 
memories will be grateful to Professor Craf for having written down and as- 
sembled so much data in such a short compass. 

Francis S, Doopy 


Boston University 
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Labor and Industrial Relations 


Labor Relations and Human Relations. By BENJAMIN M. SELEKMAN. (New 
York: McGraw-Hill. 1947. Pp. xi, 255. $3.00.) 


Until the publication of this enlightening volume, the literature on human 
relations in industry has been devoted exclusively to the development of 
better interpersonal and intergroup relations between management and work- 
ers without reference to the human relations problems posed by collective 
bargaining. The principles and techniques of human relations heretofore have 
been described, frequently with some justification, as management tools. They 
were to be used as substitutes for the close personal ties between management 
(owner) and employee which presumably existed before modern technology 
and scientific management subdivided the job, diluted skills, and created a 
supervisory hierarchy which shut off the worker from his boss. Professor 
Selekman, Kirstein Professor of Labor Relations at the Harvard Graduate 
School of Business Administration, has demonstrated clearly in Labor Rela- 
tions and Human Relations the way in which the presence of a union increases 
the complexity of existing human relationship in industry and creates new 
problems of personal and group adjustment. The book is both an analytical 
study of the human problems inherent in union-management relations and a 
prescription for the improvement of these relations. 

The first two of the three parts into which the book is divided deal with 
the problems of human relations which emerge in each phase of the develop- 
ment of union-management relations such as the organizing campaign, the 
recognition of the union, negotiating the first and subsequent agreements, 
handling of grievances, and in the special problems in human relations raised 
by inevitable technological and organizational changes. The third part de- 
scribes how mature management and labor leaders could improve the 
handling of conflict situations, and provides a few guideposts for the develop- 
ment of cooperation within the local plant. In broader perspective, the book 
attempts to answer a fundamental question about individual and group be- 
havior in industry. Why does American industry which is so completely 
dependent upon the continuous cooperation of highly specialized units pro- 
duce so much conflict among the very individuals and groups whose coopera- 
tion is so essential? 

The substance of the book consists of a realistic description of the kinds 
of human-relations situations which develop in the course of labor relations. 
Professor Selekman has drawn upon the rich reserve of his own experience as 
arbitrator and consultant in industrial relations for this purpose. Every page 
offers convincing evidence of his understanding of the human factors involved 
in the efforts of management and union leaders to find solutions to their prob- 
lems. In addition to the realistic description, the situations presented are 
analyzed in sociological and psychological terms well known to the experi- 
enced practitioner in industrial relations. Woven into the descriptive and 
analytical paragraphs is a wealth of practical suggestion for the handling of 
human situations. 
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The advice, if it can be called such, is not presented as the moralizing of 
a self-styled expert, but it grows naturally out of the analysis, and follows 
so logically, that the reader readily accepts the proposals as his own con- 
clusions. Likewise, the author’s criticisms, leveled at management because of a 
personalized, moralistic, and hortatory approach to human relations prob- 
lems, and at union leaders for their unwavering adherence to the language 
and techniques of conflict in running their unions, grow inevitably out of 
an objective impersonal analysis. Suggestions for improving human aspects of 
labor relations are not of the cook book type; rather the author strongly 
supports the clinical approach to each human relations problem. He suggests 
that judgment be withheld until all the facts bearing upon the problem are 
assembled, that they be examined objectively, and that the cause of the diff- 
culty be sought in circumstances and not in people, although the motives of 
people are among the facts to be considered. Actual industrial relations cases 
are used extensively throughout the book to amplify and illustrate what 
happens in human relations situations within the collective bargaining process. 

Criticism should be used sparingly with respect to so timely and satisfac- 
tory a book. It is indeed gratifying that labor relations have at last been 
treated as human relations, ending the monopoly of law and economics over 
this area of human activity. In the opinion of this reviewer, however, there 
are aspects of the book which detract from the high quality of the work as a 
whole. Although the language used is that of clinical psychology and sociology, 
the frame of reference or general theory of interpersonal relations and group 
behavior is never stated. Consequently, the reader is required to interject his 
own conceptual scheme of human behavior in order to get a real understanding 
of the situations analyzed. To use an analogy, the reader, like a spectator 
on_the players bench at a football game listening to the analytical comments 
of the coach, is enlightened only to the extent to which he understands the 
system of play that is being used. Since Professor Selekman does not explain 
his theoretical framework, the reader, while impressed by the keenness of the 
analysis of a series of situations, cannot fit the behavior process together be- 
cause he is offered no pattern by which to do so. There is no accumulation 
of understanding as the pages pass. 

Further, but much less important, there is considerable repetition from 
chapter to chapter. Perhaps this will impress only those who have read Pro- 
fessor Selekman’s articles in recent issues of the Harvard Business Review 
since parts of the book draw heavily upon this previously published material. 
Sentences are tightly written and the author’s effort to use precise terms and 
finely descriptive phrases makes for hard reading at times. The layman, un- 
accustomed to the use of scientific language to describe commonplace situa- 
tions, would no doubt prescribe a stiff dose of basic English at numerous 
points. It is obvious, nevertheless, that when human relations situations are 
analyzed, a sacrifice of ordinary words for more precise terms is inevitable. In 
spite of an occasional cumbersome sentence, the case material highlights the 
discussion and carries the reader from chapter to chapter with lively interest. 

Labor Relations and Human Relations concludes with a balancing of the 
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forces of conflict and cooperation in industry, not as isolated phenomena, but 
as part of the social process operating in every phase of contemporary society. 
The balance may be tilted either way but to develop greater cooperation, 
thinks Professor Selekman, an honest intelligent effort must be made at the 
grass roots level of industry—the individual plant—to give workers a sense 
of meaningful participation in the community of the workshop. It is here, 
through close association, that men develop basic sentiments and attitudes to- 
ward life as a whole. This is a good book by a competent author and deserves 
a careful reading by everyone engaged professionally in the field of indus- 
trial and labor relations. 
Joan W. MCCONNELL 
Cornell University 


Fundamentals of Labor Economics. By F. BAERWALD. (New York: Declan X. 
McMullen Co. 1947. Pp. xvii, 464. $4.00.) 


Publication of a new text on labor economics is an event of ageda interest 
today in view of important recent revelopments in the field of labor relations. 
Fundamentals of Labor Economics bears the publication date October, 1947 
and therefore enables the teacher of labor economics who uses this text to 
bring to his students a discussion of the Taft-Hartley Act, portal-to-portal 
pay, and other topics which have attracted widespread attention in recent 
months. 

Baerwald begins by taking the hypothetical case of an average worker and 
indicating how problems of wages, unemployment, social security and union 
relations concretely affect his working life; the author is thus able to show the 
connection between the principal sections of the book. The first major topic 
considered——the income of labor—involves a discussion of standards of living, 
distribution of income, money and real wages, and wage theories. Professor 
Baerwald seems to give undue weight to underconsumptionist theories. Thus 
he finds that “in 1929 the total income payments were too low to sustain 
prosperity and to prevent the slump which followed” (p. 39). “Wages can . 
be ‘too low.’ Under certain circumstances, the total income of the workers as a 
whole may be insufficient to purchase the product of labor” (p. 85). In ‘his 
view, “. . . the demand for consumers goods . . . determines the output of our 
productive system” (p. 86). 

Professor Baerwald’s discussion of wages, as of other problems in the book, 
is commendable for its concreteness and realism. The reader emerges from 
the discussion with a working knowledge of take-home pay, straight-time 
compensation, overtime, and portal-to-portal pay. On the other hand, the 
author’s treatment of wage theory is less satisfactory. While agreeing with 
Baerwald that Mr. J. R. Hicks “attempts to adjust the wage theory to the 
modern labor market” (p. 74), the informed reader must be surprised to learn 
that Hicks’ Theory of Wages “discards the productivity approach” (p. 74). 

From wage theory the writer proceeds to problems of unemployment and 
full employment. Again the theoretical analysis becomes confused. The flat 
statement is made that “the law of demand and supply applies to the labor 
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market only if there is full employment” (p. 99). Baerwald apparently is 
troubled by the fact that with less than full employment a fall (or rise) in 
wage rates need not produce a decrease (or increase) in the supply of labor 


but may actually have the opposite result (pp. 99-100). But this curiosity ` 


of the backward-sloping supply curve has relevance only to the slope and 
elasticity of the supply curve for labor and certainly affords no warrant for 
concluding that the law of supply and demand is “inoperative.” 

In discussing the importance of the distinction between increases in wage 
rates and increases in employment cost, the writer concludes: 


As long as production can be increased while unit cost and prices are being 
reduced, it is possible . . . to increase wages without decreasing the number 
. . employed. There is . ... a point beyond which production cannot be ex- 


panded without the principle of increasing cost reasserting itself. However this - 


limit is not reached until all available labor and resources are employed. ... 
Only when that point is reached do wage increases tend to curtail demand for 
workers (p. 112, italics added). 


It is not clear whether Baerwald is considering a firm, industry, or entire 
economy, but in any case the analysis is erroneous since: (1) increasing cost 
may set in well before all resources are fully employed, simply because of the 
law of diminishing returns; (2) increasing labor cost is encountered before the 
labor supply is exhausted because less efficient workers are being utilized; 
(3) wage increases may produce displacement of labor even when unit costs 
and prices are falling, because of the possibility of substituting capital for 
labor; (4) wage increases curtail potential demand for labor even when unit 
costs are falling and excess capacity exists, because the rise in wage rates will 
prevent the economies incident to expanding volume from being fully reflected 
in lower costs and prices, and thus labor will be deprived of job opportunities 
which would be available at a lower level of prices and a higher volume of 
consumption. 

Professor Baerwald is at his best in his discussion of the Keynesian Gen- 
eral Theory of Employment. After examining the theory and its limitations, 
the author proceeds to elaborate a general theory of employment which 
takes account of a changing technological milieu. He suggests that an under- 
standing of the economic process depends upon an appreciation of social forces 
as well. Therefore he discusses in turn five factors of the social pattern which 
exercise a decisive influence on the economic process: population trends, 
frontiers, technology, structure of government and public opinion. 

Professor Baerwald devotes 118 pages out of a 435-page text to a discussion 
of social security, relief, old age and unemployment compensation, safety 
risks, and health insurance. This emphasis will appeal to some instructors and 
not to others. To this reviewer, eight pages devoted to the English Poor Laws 
(pp. 189-96) seem disproportionate in comparison with five pages allotted 
to the productivity theory of wages (pp. 79-83). 

The book concludes with a discussion of collective bargaining techniques 
and the impact of American labor relations legislation. The Wagner Act and 
the Taft-Hartley Act are separately presented and discussed, making possible 
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a contrast between the provisions of the two laws. Baerwald fails, however, 
to consider adequately the dangers which organized labor, rightly or wréngly, 
claims lie in the ambiguous phraseology of the new act. Because Section 8a 
verbally remains largely unchanged, Baerwald concludes: “Basically the exer- 
cise of the workers’ right to organize continues to be protected under the new 
legislation” (p. 374). This may be so, but the student of labor would be 
afforded a better understanding of organized labor’s denunciation of the act 
as a “slave labor bill” if attention were drawn to the numerous newly added 
provisions which may weaken the protection formerly afforded by Section 8a. 

Baerwald’s categorical statement that “in no case is a union entitled to 
strike to enforce recognition before elections have been held” (p. 376) and 
that “strikes for the purpose of union recognition are .. . treated as unfair 
labor practices” (p. 376) oversimplifies highly debatable points in the act. 
It is true that Section 8b, 4B outlaws strikes by a union against one employer 
` to require any other employer to recognize a union not certified; and Section 
8b, 4C covers minority strikes for recognition called in defiance of the certifica- 
tion of another union as representative. But the question of whether or not 
the direct strike for recognition called prior to any certification of representa- 
tives Is forbidden by the act is one on which labor law experts express doubt? 
and which the Conference Report on the Taft-Hartley Bill answers in the - 
negative. 

The writer’s tendency to be dogmatic with regard to controversial problems 
is also evident in his discussion of the Communist affidavit provisions where 
he declares: “. . . the law disqualifies unions . .. [who fail to comply with the 
provisions] .. . from filing petitions or complaints ... and in this way makes 
such unions entirely ineffective” (p. 380, italics added). Is the reader then to 
conclude that the United Mineworkers and the United Steelworkers—both 
noncompliants—are ‘‘entirely ineffective” unions? 

Professor Baerwald closes with the suggestions that recognition should not 
depend upon a union’s having a majority in a bargaining unit but that we 
should adopt the policy of general union recognition—pluralistic, rather than 
exclusive, unionism-——as it is practiced in Europe, where socialistic and Chris- 
tian unions operate side by side (p. 390). While relinquishment of majority 
rule might, as Baerwald suggests, force unions to remain “alert” (p. 391), 
it might complicate the labor relations problems of employers. The author con- 
cludes this policy would eliminate the problems of membership and relative 
strength (p. 390). This seems doubtful; for interunion raids are motivated 
not only by the desire to achieve a majority for recognition purposes, but also 
to acquire a large dues-paying membership and the prestige and power inci- 
dent thereto. 

Professor Baerwald’s text is neither a compendium of statistics nor an 
exclusively theoretical treatment of the subject. In attempting to combine 
the two approaches, it is perhaps least successful on the theoretical side. 
Nevertheless, as a highly readable account of recent developments in the field 


*See Archibald Cox, “Some Aspects of the Labor Management Relations Act, 1947,” 
Harvard Law Review (Nov., 1947), p. 28. 
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of labor, it deserves the attention of the labor specialist and the general 
economist. 
Gorpon F, BLOOM 
Harvard University 


Consumption; Cooperation 


The Food Stamp Plan. By J. D. Coprocx. (Philadelphia. Transactions of the 
American Philosophical Society, Vol. XXXVII, Pt. 2. 1947. Pp. 70. 
$1.50.) i 


Problems of surplus disposal seem far distant from the present economic 


scene. Yet there is considerable current interest in the possible future recur- 
rence of such problems, at least for products of agriculture. Hence there is 


timeliness in this review and appraisal of the Food Stamp Plan that was oper- < 


ated by the U. S. Department of Agriculture from 1939 to 1943. 

Mr. Coppock’s treatise—it is not so long as a book, but substantially longer 
than the usual journal article—is subtitled “Moving Surplus Commodities 
with Special Purpose Money.” It attempts a generalized discussion of this sub- 
. ject as well as a specific appraisal of the Stamp Plan. 

The specific contribution impressed this reviewer as much more substantial 
than the general. The discussion of special-purpose money is sketchy in some 
parts and not wholly convincing in others. The brief comment on the rela- 
tion of its use to economic stabilization and maintenance of employment seemed 
particularly inadequate in the light of current interest in this problem. 

In addition to discussing special-purpose money as a device for subsidizing 
consumption of a single commodity like food, the treatise comments more 
briefly on its possible use for several consumers’ goods simultaneously, for 
subsidizing raw materials to processors (cotton to mattress-makers), for im- 
plementing international exchange of surpluses, and for rationing scarce com- 
modities. No startling conclusions are reached, however. 

A methodological defect is the use of elaborately worked-out numerical ex- 
amples unsupported by rigorous demonstration that would enable the reader 
tu determine which of the conclusions are of general validity and which 
the result merely of the particular figures the author happened to choose. In 
a few instances, also, the argument is complicated by superfluous assumptions, 
and some of the minor postulates are not self-evident to the reviewer, or even 
appear of doubtful validity. : 

The work is organized primarily from the administrator’s dae 
terms of the decisions that must be made to operate a special-purpose money 
plan, and the problems of evaluating alternative procedures and measuring 
results. This approach helps to point up the appraisal of actual operations of 
the Food Stamp Plan. 

Probably the chief contribution here is on the problem of preventing 
“substitution,” or the diversion of subsidy money into non-intended uses. The 
author calls needed attention to the importance of dispersion within the 
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family-income-and-size group that is used as the basis for setting “orange- 
stamp” purchase requirements, designed to freeze the participant’s normal 
food expenditure, While the detailed numerical example he develops to ex- . 
pound this problem is not convincing as a proof of the rules he suggests, he 
places desirable emphasis on the need for more thorough investigation and a 
search for additional or alternative criteria for administrative practice. 

He calls needed attention likewise to the danger that subsidies under the 
plan will substitute for other assistance payments to participants, especially 
over a period of time when improvements in welfare programs are neglected 
that might otherwise have been made. His remedy, however—that the Plan in 
each area be discontinued from time to time—seems hardly acceptable. With 
this, as with many other measures initially superimposed upon “normal” 
conditions, it is never possible fully to avoid offsetting adjustments that develop 
as the measures become themselves part of a new “normal” situation.. There 
can be no continuing deus ex machina. 

Mr. Coppock’s attempts at statistical estimation of the effects of the Food 
Stamp Plan suffer, admittedly, the same difficulties as earlier attempts: ade- 
quate data simply are not available. The estimates arrived at depend in- 
evitably upon unsupportable assumptions regarding demand and supply 
elasticities and similar factors, moderate variations in which can cause large 
variations in the results. The author points repeatedly to the inadequacy of 
studies carried on under the Plan for furnishing answers to this and the 
numerous other questions on which information was needed as a basis for 
intelligent administration and program appraisal. 

A chief recommendation for improvement in case the plan is revived is that 
more adequate studies be made and more informative reports published. Other 
recommendations are: (1) provision of an “unequivocal statement of aims” to 
guide administrators; (2) use of only one kind of stamps instead of two; 
(3) establishment of explicit and uniform eligibility rules, and improvement 
of certification procedures; (4) improvement in the basis for setting the 
“orange-stamp” purchase requirements; (5). issuance of “free stamps” in 
amounts designed to make up the difference between participants’ “normal” 
food expenditure and some standard of adequacy, rather than in fixed ratio 
to orange-stamp purchases; (6) elimination of the granting of extra free 
stamps to purchasers of more than the minimum requirement of orange stamps. 

It is of interest to compare these recommendations to the provisions of the 
National Food Allotment Plan introduced in the last session of Congress.* 
All of the recommendations except (2) are explicitly provided or authorized 
in that proposal. On number (2) earmarking of a limited proportion of the 
food allotment coupons for the purchase of specified foods is authorized, How- 
ever, Mr. Coppock’s main objection to “blue” stamps of restricted use is that, 
as the Stamp Plan was operated, the restriction had little or no effect. Too 
many foods were put on the “blue-stamp list.” Hence the use of two kinds of 
stamps became a useless—and misleading—administrative complication. The 


*S, 131, 80th Congress, 1st Session. 
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proposed Food Allotment Plan would thus appear to be essentially consistent 
with his recommendations throughout. 
HERMAN M. SouTHWORTH 
Washington, D.C. 


Population; Migration; Vital Statistics 


The Economics of Migration. By Jurus Isaac. (New York: Oxford Univ. 
Press. Pp. xii, 285. $4.50.) 

The important but extremely diverse and complex subject of human migra- 
tion has always suffered, as a field of study, from three evils: poor data, dull 
research tools, and unsystematic theory. Dr. Isaac, in this volume of the Inter- 
national Library of Sociology and Social Reconstruction, has gone far toward 
remedying the last evil. He has produced the outstanding work to date on 
the economic theory of migration. 

The study is limited almost entirely to external (or international) migra- 
tion, and, within this category, to “free individual” movement. This greatly 
simplifies the problem, because, as the author points out, it is exactly this free 
migration that is most responsive to economic factors. (It should be pointed 
out, however, that this is true by definition. If an individual moves for re- 
ligious or political reasons, he is presumably “forced” to migrate, but if he 
moves because of low wages or unemployment, he is a “free” migrant. Dr. 
Isaac therefore falls into logical redundancy when he declares that “migra- 
tion,” as he defines it, is determined primarily by economic motives [pp. 3, 
23]). 

The analysis falls roughly into three parts. The first is a sketchy historical 
background recounting the nature and theory of migration in past epochs, 
limited entirely to Europe. The second is a longer but still somewhat prosaic 
discussion of the factors determining the volume and direction of migration. 
Here he is forced to deal, not only with the fact, but also with the measure- 
ment of cost-of-living and real-income differentials. He reflects a popular 
myth among economists when he speaks of “the inherent difficulty of the 
quantitative measurement of satisfactions” (p. 25)—a myth that an acquaint- 
ance with social psychology should dispel. The author also considers differ- 
ences of population growth, natural resources, technical development, etc., as 
factors influencing the direction of migration. Appended to this discussion is 
a brief account of the volume of international migration in modern times, 
and an all-too-brief “note on migration statistics.” It is clear that not only 
are the data poor—especially on net migration—but also, as he does not 
realize, that the tools of statistical analysis are extremely primitive. Why, for 
example, are there no refined measures of the rate of migration comparable in 
precision to the net reproduction rate in the study of fertility or the life table 
in the study of mortality? 

The third part is a closely reasoned analysis of migration “as a means of 
adjusting a disharmonious distribution of population.” Here the author at- 
tempts to give a systematic statement of the very tricky optimum population 
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theory as applied to migratory movements, and to illustrate his conclusions 
by a study of population trends in various countries of emigration and im- 
migration. He is only partially successful, primarily because he tends, in the 
reviewer’s opinion, to overemphasize the effects of population increase or 
decrease in the concrete situation. Following this discussion, in the fourth 
part, he discusses the control of migration. He develops the notion of popula- 
tion-carrying capacity as one important element in a country’s ability and 
willingness to absorb immigrants, using Australia and Palestine as examples. 
Contrariwise, he brings the same conceptual apparatus to bear on the effects 
of large-scale emigration on the home country, using Ireland, Italy, and 
regions of Great Britain as illustrations. 

The final part, much the best one, is a theoretical analysis of the relation 
of migration to economic variables. He considers the effect of migration upon 
wages, capital accumulation, employment, structural readjustment, and the 
business cycle. A long and excellent discussion is given of the relation of migra- 
tion to international trade and to international capital movements, under 
varying assumptions. 

The book is so good on an important but usually fruitless topic that criticism 
seems ungrateful. Yet the following are worth mentioning: (1) The author 
has set himself the task of economic analysis, but wishes at the same time to 
speak about the “desirability” of certain concrete policies. This means that 
he must inevitably mention certain non-economic factors, such as race 
prejudice and nationalistic attitudes. Quite correctly, for his purposes, he 
takes these as given with little attempt at explanation, but he then occasionally 
forgets their existence and tends to reason about concrete policies as if 
economic considerations alone determined the actual situation. In general he 
seems to favor a high volume of free migration and rapid population growth. 
(2) In the writer’s opinion he accepts too readily the thesis advanced by 
Reddaway, Hansen, and others, that a stationary or declining population has 
deleterious effects on a capitalistic economic system. (3) In stating the 
demographic theories of persons such as Malthus and Pearl he sometimes over- 
simplifies. (4) He confines himself almost wholly to areas having an European 
culture, omitting important facts and problems connected with the migra- 
tion of Asiatics. (5) His referencing is not always adequate and is sometimes 
inaccurate. 

These criticisms are not really fundamental, because the wary reader can 
make allowance for them. The book will repay the close attention of any 
student of international economics, labor, or population. 

Krncstey Davis 

Princeton University 
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(St. Gallen: Verlag der Fehr’schen Buchhandlung. 1947. Pp. ix, 198. Sw. fr. 13.50.) 


Potter, H. C. The Marshall Plan. A report by the Subcommittee on Economic Life. 
(Washington: Catholic Assoc. for Internat. Peace. 1947. Pp. 48. Apply.) 


Wuuams, J. H. Postwar monetary plans and. other essays. 3d ed., rev. and enlarged. (New 
York: Alfred A. Knopf. 1947. Pp. xii, 312, xviii. $3.50.) 


Aid to China: amended report of the Committee on Foreign Relations, 80th Cong., 2d 
sess., on S. 2393, a bill to promote the general welfare, national interest, and foreign 

ey policy of the United States by providing aid to China. (Washington: Supt. Docs. 1948. 
Pp. iii, 20.) 
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Aid to Greece and Turkey: report of the Committee on Foreign Relations, 80th Cong., 
2d sess, on S. 2358, a bul to amend the act approved May-22, 1947, “Act to Provide 
for Assistance to Greece and Turkey.” (Washington: Supt. Docs. 1948. Pp. iii, 38.) 


Allied economic recovery: the contribution of industrial capital equipment delivered by 
Germany as reparation. (Brussels: Inter-Allied Reparation Agency. 1948. Pp. 28, 
mimeo.) 


An American program of European economic cooperation. Statement on national policy 
by C. E. D. Research and Policy Committee. (New York: Committee for Econ. Devel- 
opment. 1948. Pp. 24, mimeo.) 


Census of American-owned assets in foreign countries. (Washington: Supt. Docs. 1947. 
Pp. 128. 35¢.) 


Commercial policy in relation to agriculture. Rural Reconstruction Commission 10th re- 
port to the Minister for Post-war Reconstruction, Aug. 7, 1946. (Canberra: Common- 
wealth Govt. Printer. 1946. Pp. 362.) 


Economic development in selected countries: plans, programmes and agencies. UN. Dept. 
of Econ. Affairs pub. no. 1948. 11 B. 1. (New York: Internat. Docs. Service, Columbia 
Univ. Press. 1947. Pp. xvi, 286. $3.) 


Economic report: salient features of the world economic situation, 1945-47. U.N. Dept. of 
Econ. Affairs pub. no. 1948. 11 C. 1. (New York: Internat.. Docs. Service, Columbia 
Univ. Press. 1948. Pp. xv, 354. $2.50.) 


European recovery program: hearings, before the Commitice on Foreign Relations, U. S. 
Senate, 80th Cong., 2nd sess., on United States assistance to European economic recovery. 
Pt. 1, Jan. 8-15, 1948. (Washington: Supt. Docs. 1948. Pp. 530, vii.) 


Geneva charter for an International Trade Organization—a commentary. (Washington: 
Supt. Docs. 1948. Pp. 27. 15¢.) 


International economic organizations. The transition from war to peace. (London: H. M. 
Stat. Off. 1947. Pp. 40. 1s.) 


International financial statistics. (Washington: Internat. Monetary Fund. No. 1, Jan. 
b 1948. Pp, vi, 155.) 


The memoirs of Cordell Hull. 2 vols. (New York: Macmillan. 1948. Pp. xii, 916; vi, 885. 
$10.50.) 


The public looks at trade and tariff problems. (Denver: Nat. Opinion Research Center. 
1947. Pp. 32. 50¢.) 


Second report to Congress on assistance to Greece and Turkey for the period ended De- 
cember 31, 1947. Dept. of State pub. 3035, econ. cooperation ser. 3. (Washington: Supt. 
Docs. 1948. Pp. vii, 64. 25¢.} j 


The United States and the United Nations: report by the President to the Congress for 
the year 1947. 2nd annual report on activities of the United Nations and the participa- 
tion of the United States therein. Dept. of State pub. 3024. Internat. org. and conf, ser. 
UI, 1. (Washington: Supt. Docs. 1948. Pp. xiii, 359. 60¢.) 
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Business Finance; Insurance; Investments; Securities Markets 


Basson, R. W. Business barometers and investment. 4th ed. (New York: Harper. 1948. 
Pp, 304. $3.) 


Bocen, J. I, and others. Financial handbook. 3d ed. (New York: Ronald Press. 1948, 
Pp. 1303. $7.50.) 


CHERRINGTON, H. V. Business organization and finance. (New York: Ronald Press. 1948. 
Pp, vii, 485. $4.50.) 


Donatnson, E. F. Personal Finance. (New York: Ronald Press. 1948. Pp. x, 499. $4.50.) 
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Durano, D. and Winn, W. J. Basic yields of bonds, 1926-1947: their measurement and 
pattern. Tech, paper 6. (New York: Nat. Bur. Econ. Research. 1947. Pp. 40, 75¢.) 


Grisworp, E. N. Spendthrift trusts, under the New York statutes and elsewhere, including 
msurance proceeds, 2nd ed. (Albany: M. Bender. 1947. Pp. 803. $12.50.) 


GUTHMANN, H. G. and Dovcatr, H. E. Corporate financial policy. 2nd ed. (New York: 

_ Prentice-Hall. 1948. Pp. 758, $6; text ed., $4.50.) 

Horzman, R. S. Corporate reorganizations—theiy federal tax status. (New York: Ronald 
Press, 1948. Pp. x, 411. $7.50.) 

1947 life insurance fact book, (New York: Inst. of Life Insurance. 1947. Pp. 98. Gratis.) 


Security dealers of North America. Midyear 1947 ed. (New York: Herbert D. Seibert & 
Co. 1947. Pp. 1207. $9.) 


Public Control of Business; Public Administration; National 
Defense and War 


Benes, R. J., Dicxerson, R., Hart, J. A., Kass, D., Lirrer, A. M., and Pascuxe, J: W. 
Problems in price control: pricing techniques. Hist. repts. on war admin., OPA, gen. 
pub. no. 8. (Washington: Supt. Docs. 1947. Pp. xi, 286, 55¢.) 


Crar, J. R. A survey of the American economy, 1940-46, (New York: North River Press. 
1947. Pp. xiii, 217. $3.75.) 


Guaresti, J. J. El sistema de precios y su control. (Buenos Aires: Guillermo Kraft. 1946. 
Pp. 286.) 


Monn, V. A. Open markets—an esseniial of free enterprise. (New York and London: 
Harper. 1948. Pp. xi, 272. $3.) 


Novick, D. and STEINER, G. A. Wartime industrial statistics—a study of the War Produc- 
tion Board’s industrial statistical reporting experience. (Pp. 213, mimeo.) 


Pomeroy, D. A. Business law. 3d ed. (Cincinnati: South-Western Publishing Co. 1948. 
Pp. xi, 994.) 
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Russerr, J. and Fantin, R. Studies in food rationing. Hist. repts. on war adata u 


OPA, gen. pub. no. 13. (Washington: Supt. Docs. 1947. Pp. xvi, 404. 75¢.) 
Separate studies for coffee, processed foods, fats and oils and dairy products, fluid milk, 
and livestock slaughter. 


ZIMMERMAN, V. B. Problems in price control; national office organization and management. 
Hist. repts. on war admin., OPA, gen. pub. no. 12. (Washington: Supt. Docs. 1947. 
Pp. xii, 184. 35¢.) 


Economic DATA SERIES 


A series, published by the Office of Temporary Controls, through which it is planned 
to make available to other government agencies and to ‘interested parties in commerce 
and industry as much of the generally useful economic and financial information sub- 


mitted to the OPA as can be summarized and released within the requirements of con-- 


fidentiality imposed by statute. Copies may be obtained from the Superintendent @f 
Documents, Washington, D.C. 
No. 1 Civilian meat distribution, Jan-Mar. 1944. Pp. 28. 10¢ 
No. 2 Bituminous coal mines operating data 1943, 1944, and 1945, Pp. 26. 15¢ 
No. 3 Pennsylvania anthracite operating data 1940-45 and first nine months of 1946. 
Pp. 6. 10¢. 
No. 4 Electrical appliance retailers income statements 1939, 1941, 1944. Pp. 11. 10¢. 
No. 5 Shirts, shorts, and pajama manufacturers operating data 1936-44. Pp. 13. 10¢. 
No. 6 Building materials and mechanical building equipment manufacturers operating 
data 1936-46. Pp. 24. 15¢ 
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Be i takin furniture stores operating statements and sales distribution analysis 1936- 

45. Pp. 6. 10¢. 

No. 8 Consumer durable goods manufacturing industries operating data, 1941. Pp. 11. 
10¢. 

No. 10 Rubber tire and tube manufacturers operating and unit cost data 1941-45. Pp. 
9, 10¢. 

No. 11 Selected machinery and related equipment manufacturers operating data 1936- 
46. Pp. 8. 10¢. 

No. 12 Fresh fruit and vegetable wholesale distribution, 1941. Pp. 6. 10¢. 

No. 13 Manufacturers of women’s, children’s and infants’ underwear and nightwear and 
allied garments financial data 1936-42. Pp. 7. 10¢ 

No. 14 Leather tanners, shoe manufacturers, and wholesale and retail shoe distributors 
financial data 1936-45. Pp. 7. 10¢ 

No. 15 Commercial bituminous coal mines operating data 1943-46. Pp. 20. 15¢. 

No. 16 Retail lumber dealers, wholesale stock millwork distributors, and plumbing and 
heating equipment jobbers and dealers operating data 1936-46. Pp. 31. 20¢. 

No. 17. Steel manufacturers production costs per net ton of selected carbon steel products 
1944, Pp. 3. 10¢. 

No. 18 Mechanical rubber goods manufacturers operating data 1936-45. Pp. 13. 10¢. 


OPA and the Public Utility Commission. Hist. repts. on war admin., OPA. (Washington: 
Supt. Docs. 1948. Pp. 93, 25¢.) 


Problems in price control, legal phases. Emergency Court of Appeals and role of price 
lawyers. (Washington: Supt. Docs. 1948. Pp. 106. 25¢.) 


Public works programme and policy. Social and Economic Planning Council rept. no. 10. 
(Capetown: Union of South Africa. 1946, Pp. iv, 91. 85, 6d.) 


Report of Federal Trade Commission on the copper industry: Pt. 1, Copper industry of 
the United States and international copper cartels; Pt. 2, Concentration and control by 
the three dominant companies. (Washington: Supt. Docs. 1947. Pp. 420. $1.25.) 


Report of Federal Trade Commission on the sulphur industry and international cartels. 
(Washington: Supt. Docs. 1948. Pp. 105. 25¢.) 


Industrial Organization; Price and Production 
Policies; Business Methods 


Davis, M. V. Guide to American business directories. (Washington: Public Affairs Press. 
1948. Pp. x, 242. $3.75.) 


Haccou, J. F. De termijnhandl in goederen. The theory of forward exchange of com- 
modities. (Leiden: Stenfert Kroese. 1947. Pp. x, 373.) 


Nerf, P., Baum, L. C., and Hemman, G. E. Production cost trends in selected industrial 
areas. (Berkeley and Los Angeles: Univ. of California Press, for the John Randolph 
Haynes and Dora Haynes Foundation. 1948. Pp. xii, 250. $4.) 


Modern management practices and problems—-progress and trends in seven fields of man- 
, agement. Gen. management ser. no. 139. (New York: Am. Management Assoc. 1947. 
Pp. 48. $1.) 


Marketing; Domestic Trade 


Nystrom, P. H., and others, editors. Marketing handbook. (New York: Ronald Press. 
1948, Pp, 1,335. $7.50.) 


PHetps, C. W. Retail credit fundamentals. Official textbook of the Nat. Retail Credit 
Assoc., rev. ed. (New York: McGraw-Hill. 1947. Pp. 331. $5.) 


SANDAGE, C. H. Advertising—theory and practice. 3d ed. (Chicago: Richard D. Irwin. 
1948, Pp. 637. $6.) 
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STOCKING, S. B., Jr., editor. Management in marketing. (Toronto: Univ. of Toronto Press. 
1947. Pp. vii, 118. $2.50.) 


Mining; Manufacturing; Construction 


Byork, K. Saga in steel and concrete: Norwegian engineers in America. (Northfield, Minn.: 
Norwegian-American Hist. Assoc. 1947, Pp. vii, 504. $4.) 


Deyrup, F. J. Arms makers of the Connecticut Valley; a regional study of the economic 
development of the smaller arms industry, 1798-1870. Smith College stud. in hist., vol. 33. 
(Northampton: Smith College Library. 1948. Pp. 297. Apply.) 


FLEppDERUS, M. L. and Van Kreecx, M. The technological basis for national development 
and its implications for international co-operation—-a statement of guiding principles 
for study of resources for optimum living standards. (New York: Internat. Indus. Rela- 
tions Inst. 1948. Pp. 44. 50¢.) 


Rustuw, E. V. A nationul policy for the vil industry. (New Haven: Yale Univ. Press. 
1948. Pp. xvi, 173. $2.50.) 


Von Bercen, W. and MAvERSBERGER, H. R. American wool handbook—a practical text 
and reference book for the entire wool industry. 2nd ed. (New York: Textile Book Pubs. 
1948. Pp. 1,070. $8.) 


Geographic distribution of construction in. the U.S., 1939-1947. Suppl. to the Construction 
and Construction Materials Industry Report. Prepared in Construction Division, Office 
of Domestic Commerce. (Washington: Dept. of Commerce, 1948, Pp. iv, 70, mimeo.) 


The nation’s most prosperous industry—an accounting of the post-war financial experience 
of American textile manufacturers. Research dept. econ. rept. (New York: Textile 
Workers Union of America, CIO. 1948, Pp. 24.) 


Transportation; Communication; Public Utilities 
Grossman, W. L. Air passenger trafic. (Brooklyn: Chemical Pub. Co. 1947. Pp. 215. $4.) 


Hampton, T. The Nickel Plate Road—ihe history of a great railroad. (Cleveland: World 
Pub. Co. 1948. Pp. 366. $3.75.) 


Kurer, H. C, Verkeer en vervoer in Nederland zooals deze zijn bepaald door economisch 
geografische factoren. Traffic and transportation in the Netherlands as they are deter- 
mined by economic geographical factors. (Utrecht: 1946. A. Oosshoek. Pp. xiv, 258.) 


Littey, T., and others. Problems of accelerating aircraft production during World War I1. 
(Boston: Harvard Univ. Grad. School of Bus. Admin. 1947. Pp. 120. $1.50.) 


Morton, M. The complicated ABCs of changes in class railroad rates. Indus. research ser. 
no. 10. (Lawrence: Univ. of Kansas. 1948. Pp. 126. Gratis.) 


Rosrnson, H. The British post office. (Princeton: Princeton Univ. Press. London: Oxford 
Univ. Press. 1948. Pp. xvii, 467. $7.50.) 


WALKER, G. Road and rail—an enquiry into the economics of competition and state con- 
trol, (London: Allen & Unwin. 1947. Pp. 282. 18s.) 


Wirson, G. L. New departures in freight rate making. (New York: Simmons-Boardman. 
1948. Pp. 150. $3.) 


An Analysis of Railway rating principles and the effect of transport costs on industrial 
development in the Union. Board of Trade and Industries of the Union of South Africa 
report no. 285, (Cape Town: Govt. Printer. 1946. Pp. 63.) 


61st annual report of the Interstate Commerce Commission, November 1, 1947. (Wash- 
ington: Supt. Docs. 1948. Pp. iv, 199. $1.) 


Electric power and government policy: survey of relations between the government and the 
electric power industry. (New York: Twentieth Century Fund. 1948. Pp. xx, 860. $5.) 
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Railroads in this century—a summary of the facts and figures. (Washington: Assoc. of 
Am. Railroads. 1947, Pp. 24. Gratis.) 


Report on the Columbia River power system, year 1947. With financial statements and 
auditors’ report. (Portland: Bonneville Power Admin. 1948. Pp. 27; schedules, 15.) 


Selected papers and addresses of Joseph B. Eastman, director, Office of Defense Transporta- 
tion, 1942-44, (New York: Simmons-Boardman. 1948. Pp. xii, 381, $4.) 


Transportation in America. (Washington: Assoc. of Am. Railroads. 1947. Pp. 391. Gratis.) 


Agriculture; Forestry; Fisheries 


ACKERMAN, J. and Harris, M., editors. Family farm policy. Proceedings of a conference 
on, family farm policy, attended by participants from the British Commonwealth, 
Northern Europe, Central Europe, Latin America, and the United States, held at the 
University of Chicago, February 15-20, 1946. (Chicago: Univ. of Chicago Press. 1947. 
Pp. xxii, 518. $4.) 


BRANDT, K. Whaling and whale oil during and after World War II. War-peace on no. 
11. (Stanford Univ.: Food Research Institute. 1948. Pp. iii, 48. 50¢.) 


DE Grarr, H. and Haysreap, L. The business of farming. (Norman: Univ. of Oklahoma 
Press. 1948. Pp. 262. $3.) 


Lacter, E. Oberösterreichs landwirtschaft în Zahlen, 1939-1945. (Vienna: Osterreichischer 
Agrarverlag. 1946. Pp. 72.) 


Murray, W. G. Agricultural finance; principles and practice of farm credit. 2nd ed., rev. 
(Ames: Iowa State College Press. 1947. Pp. 328. $4.) 


SALTER, L. A., Jr. A critical review of research in land economics. (Minneapolis: Univ. of 
Minnesota Press. 1948. Pp. 258. $4.) 


SHEPHERD, G. S. Agricultural price policy. 2nd ed., rev. (Ames: Iowa State College Press. 
1947. Pp. 361. $4.50.) 


Stamp, L. D. The land of Britain—its use and misuse. (New York: Longmans, Green. 
1948. Pp. viii, 507. AL’ $10.50.) 


Waurre, H, F. The farmer and economic progress. Two parts separately available, Market- 
ing problems and policies and Agricultural problems and policies. (Siloam Springs, Ark.: 
John Brown Univ. Press. 1948. Pp. 424. Twilex, $4; cloth, $5.) Syllabus, in twilex, $1.25; 
cloth, $2.) 


Report of the United States-Syria Agricultural Mission. U. S. Office of Foreign Agric. 
Relations, internat. agric. collaboration ser. no. 4. (Washington: Supt. Docs, 1947. Pp. 
102. Apply.) 


Study of agricultural and economic problems of the cotton belt: hearings, 80th Cong., 
1st sess, before Special Subcommittee on Cotton of the Committee on Agriculture, 
House of Representatives, July 7-8, 1947. (Washington: Supt. Docs. 1947. Pp. 877.) 


Economic Geography; Regional Planning; Urban Land; Housing 


Davison, D. The Tennessee; vol. 2, The new river, Civil War to TVA. Pee of America 
ser. (New York: Rinehart. 1948. Pp. 385. $3.50.) 


Dawson, C. A. editor. The new North-West. (Toronto: Univ. of Toronto Press. 1947. 
Pp. x, 341. $4.25.) 
Paper on the government, economic development and social progress in the North- 
western territories of Canada, 


Dickinson, R. E. City region and regionalism—a geographical contribution to human 
ecology. (New York: Oxford Univ. Press. 1947. Pp. xv, 327. $4.75.) 
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HALTERMAN, J. F. An economic survey of Santa Barbara. (Berkeley: Univ. of California 
Bur. of Bus. and Econ. Research. 1947. Pp. 81.) 


Hormes, L. G. and Jones, C. M., editors. The real estate handbook, (New York: Prentice- 
Hall. 1948, Pp. 796. $10; text ed., $7.60.) 


Hussanp, W. H. and ANDERSON, F. R. Real estate analysis. (Chicago: Richard D. Irwin. 
1948. Pp. xiv, 576. $5.) 


Vance, R. B. The South’s place in the nation. Pub, affairs pamph. no. 6. (New York: 
Pub. Affairs Committee. Pp. 31. 20¢.) 


Central Valley project studies, reconversion of war industries, problem 6. (Washington: 
Supt. Docs. 1947, Pp. 94. 25¢.) 


Labor and Industrial Relations 


Asar, D. I. and Riven, G. The Taft-Hartloy law; how it affects unions and workors. 
2nd ed. (New York: Rand School Press, 1947. Pp. 32. 35¢.) 


Barsas, J. Labor unions in action—a study of the mainsprings of unionism. (New York 
and London: Harper. 1948. Pp. x, 270. $3.50.) 


Bettoc, N. B. Wages in California—war and postwar changes. (Berkeley and Los Angeles: 
Univ. of California Press. 1948. Pp. xii, 98. $2.) 


Brown, L. C., s. 7. The impact of the new labor law on union-management relations. A 
question-and-answer discussion, including the text of the Labor Management Relations 
Act of 1947, together with reprints of various forms to be filed by unions with the 
Secretary of Labor and the National Labor Relations Board. (St. Louis: Institute of 
Social Order, St. Louis Univ. Pp. 115. $1.50.) 


Cason, F. L., editor. Proceedings of the personnel and industrial relations conference at 
Purdue University, May 19-20, 1947, (Lafayette: Purdue Univ. 1947. Pp. 65. Gratis.) 


CHASE, S. A generation of industrial peace. Thirty years of labor relations at Standard Oil 
Company (N.J.). (New Jersey: Standard Oil Co. 1947. Pp. 57. Pamph. ed. gratis.) 


GINZBERG, E., assisted by J. CARWELL. The labor leader. (New York: Macmillan. 1948. 
Pp. xiv, 190. $3.) 


Gomserc, W. A trade union analysis of time study. (Chicago: Science Research Associates. 
1948. Pp. xi, 243. $4.25.) 


Grecory, C. O. and Karz, H. A. Policy development under the National Labor Relations 
Act. (Chicago: Univ. of Chicago Indus. Relations Center. 1947. Pp. 73. Apply.) 
„A concise presentation of the way in which the National Labor Relations Board has 
interpreted and applied important parts of the Wagner Act. 


Kenneby, T. Effective labor arbitration—the impartial chairmanship of the full-fashioned 
hosiery industry. Indus. research stud. no. 34. (Philadelphia: Univ. of Pennsylvania 
Press. Pp. 284. $3.50.) 


Lester, R. A. and Ros, E. A. Constructive labor relations—experience in four firms: 
Research rept. ser. no. 75. (Princeton: Princeton Univ. Indus. Relations Section. 1948, 
- Pp. 115.) 


Lester, R. A. and SHISTER, J. Insights into labor issues. (New York: Macmillan. 1948. Pp. 
x, 368. $4.) 

Lever, E. J. and Gooperr, F. Labor-management cooperation—and how to achieve it. 
(New York and London: Harper. 1948. Pp. xii, 143. $2.50.) 


Linpsom, T. Sweden’s labor program. (New York: League for Indus. Democracy, 1948. 
Pp. 61. 35¢.) 
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PARKER, R. Labor law-—-290 questions and answers. (New York: Central Book Co. 1947. 
Pp. 64. $1.) 


PETERSON, F. Careers in labor relations. Rev. ed. (Chicago: Science Research Associates. 
1947. Pp. 48. 60¢.) 


REEDE, A. H. Adequacy of workmen’s compensation. (Cambridge: Harvard Univ. Press. 
1948. Pp. xxiii, 422. $5.) 


Verpoorn, P. J. Arbeidsduur en welvaartspeil. Hours of labor and economic welfare. 
(Leiden: Stenfert Kroese. 1947. Pp. iv, 275.) 


Yoo, M. G. Plezier in ’t werk. The enjoyment of working. A statistical investigation. 
(Leiden: Stenfert Kroese. 1947. Pp. x, 269.) 


Employment service organization. Internat. Lab. Conf., 31st sess., 1948. Rept. IV (2). 
(Geneva: Internat. Lab. Off. 1948. Pp. 89.) 


Employment, unemployment and labour force statistics—a study of methods, Stud. and 
rept. new ser., no. 7 (pt. 1). (Geneva: Internat. Lab. Off. 1948. Pp. 130. 75¢; 3s, 9d.) 


First report of the International Labour Organisation to the United Nations. Vol. I, rept; 
Vol. II, appendices. (Geneva: Internat. Labour Off. 1947, Pp. iv, 154; 396.) 


Freedom of association and protection of the right to organise. Internat. Lab. Conf., 31st 
sess., 1948. Rept. VII. (Geneva: Internat. Lab. Off. 1948. Pp. 105.) 


Industrial relations: application of the principles of the right to organise and to bargain 
collectively, collective agreements, conciliation and arbitration, and co-operation between 
public authorities and employers’ and workers’ organizations. Internat. Lab. Conf., 31st 
sess., 1948. Rept. VII (1). (Geneva: Internat. Lab. Off. 1947. Pp, 205.) 


Industrial relations in Denmark—basic collective agreements and laws on labour disputes. 
(Copenhagen: Socialt Tidsskrift. 1947. Pp. 32.) 


Memorandum on university research programs in the field of labor. Prepared by the Com- 
mittee on Labor Market Research. (Washington: Social Sci. Research Council. Pp. vi, 
54.) 


National Labor Relations Board—rules and regulations series 5 and statements of proce- 
dure, effective August 22, 1947. (Washington: Supt. Docs. 1948. 20¢.) 


Profit sharing for wage earners. A bibliography. Selected references no. 19. (Princeton: 
Indus, Relations Sec., Princeton Univ. 1948. Pp. 4. 10¢.) 


The Taft-Hartley labor law—its effect on your labor relations. (New York: Research Inst. 
of America. 1947. Pp. 48. $1.) 


Union wages and hours in building trades, July 1, 1946. (Washington: Supt. Docs. 1948. 
Pp. 73. 20¢.) 


Union wages and hours in the printing trades, July 1, 1946. (Washington: Supt. Docs. 
1947. Pp. 67. 15¢.) 


Wages, hours and working conditions in the primary textiles industry in Canada, 1946. 
Suppl. to The Labour Gazette, Nov., 1947. (Ottawa: Dept. of Labour. 1947. Pp. 48.) 


Wages—protection of wages. Internat. Lab. Conf., 31st sess., 1948. Rept. VI(c)(1). 
(Geneva: Internat. Lab. Off. 1947. Pp. 59.) 
Social Insurance; Relief; Pensions; Public Welfare 


Francis, B. H. What will social security mean to you? 8th ed. (Great Barrington, Mass.: 
Am. Inst. for Econ. Research. 1948. Pp. 88. $1.) 


Mart, D. B. Income tax and social security course. 3d ed. (New York: Prentice-Hall. 1947. 
Pp. 127, $2.40; text ed., $1.80.) 
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STEWART, M. S. Jobs and security for tomorrow. Pub, affairs pamph. no, 84. (New York: 
Pub. Affairs Committee. 1947. Pp. 30. 20¢.) 


Adequacy of workmen’s compensation. (Cambridge: Harvard Univ. Press. 1948. Pp. 445. 
$5.) 

Frontiers in human welfare; the story of a hundred years of service to the community of 
New York. (New York: Community Service Soc. of New York. 1948. Pp. 83. Apply.) 


The principle of equalization applied to the allocation of grants in aid. Bureau of Research 
and Stat. memo no. 66. (Washington: Social Security Admin., Federal Security Agency. 
1947, Pp. 225, mimeo.) 


Report of the New York State Advisory Council on Placement and Unemployment Insur- 
ance for the year 1947. (New York: N.Y. State Unemployment Insurance Advisory 
Council. 1948. Pp. 32, mimeo.) 


Report to Social Security Commission of the Garment Industry, St. Louis, Missouri. (St. 
Louis: Ross Garrett and Associates. 1947. Pp. 75. Apply.) 


Consumption; Cooperation 


Ravett, N, H. Financial planning for the individual and family. (New York: Crofts. 1948. 
Pp. xiv, 207. $2.50.) 


WARBASSE, J. P. Co-operative democracy through voluntary association of the people as 
consumers. Sth ed. (New York: Harper. 1947. Pp. xii, 324. $3.) 


Thirty years of co-operation in India, 1914-15 to 1944-45. (Bombay: Reserve Bank of 
India. 1947. Pp. 42. Rs. 2/8.) 


Population; Migration; Vital Statistics 
Sauvy, A. Richesse et population. Rev. ed. (Paris: Payot. 1944. Pp. 324.) 


Administrative decisions under immigration and nationality laws, August, 1940-December, 
1943. (Washington: Supt. Docs. 1948, Pp. 748. $2.25.) 
This first volume contains decisions of the Attorney General and the Board of Im- 
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Beveridge, O. M., c/o Booz, Allen and Hamilton, 135 South La Salle St., Chicago 3, II. 

Blackman, J. L., Jr., 8 Prescott St., Cambridge 38, Mass. 

Bloch, E., 229 East 2ist St., New York 10, N.Y. 

Bloch, M., Manpower Div., OMGUS, APO 742, c/o Postmaster, New York, N.Y. 

Bloom, Miss A., State Teachers College, River Falls, Wis. 

Bodenhorn, G. D., 6004 South Woodlawn, Chicago 37, Ill. 

Bold, E., 3978 South Ellis Ave., Chicago 15, Ill. 

Borkin, J., 1017 Ring Bldg., Washington 6, D.C. 

Boschan, P., 104 West 40th St., New York 18, N.Y. 

Boschan, Mrs. P., 104 West 40th St., New York 18, N.Y. 

Brady, R. A, Dept. of Economics, University of California, Berkeley, Calif. 

Bray, W. C., Dept. of Economics, Washington and Jefferson College, Washington, Pa. 

Brensike, V. J., 126 North 5th St., Madison, Wis. 

Brown, R. L., 622 North Henry St., Madison, Wis. 

Brown, S. L., 2707 Eighth St., South, Apt. 331-C, Arlington, Va. 

Bryant, D. S., 11825 Kling St., North Hollywood, Calif. 

Budin, M., Dept. of Economics, Mohawk College, Utica, N.Y. 

Butler, A., 614 South Brooks, Madison 5, Wis. 

Cahill, J. M., 6 Garden Road, Pelham Manor 65, N.Y. 

Cain, L. F., 2511 Lee Blvd., Apt. 201, Arlington, Va. 

Cannell, W. F., University College, Leicester, England 

Carlson, R. E., School of Business Administration, University of Minnesota, Minneapolis 
14, Minn. 

Chambers, E. J., 702 East Alder, Walla Walla, Wash. 

Chan, K-Y., 55 Mott St., New York, N.Y. 

Cheney, C. B., Dept. of Economics, Skidmore College, Saratoga Springs, N.Y. 

Cheskin, I. W., Dept. of Economics, Sampson College, Sampson, N.Y. 

Chiang, K. Y., 5757 University Ave., Chicago 37, II. 

Cochran, C. L., University of North Carolina, 301 Bingham Hall, Chapel Hill, N.C. 

Cohen, E. S., 309 Allis Court, East Colvin St., Syracuse 10, N.Y. 

Cohen, M., 801 Aiken, Peoria, Ill. 

Collins, J. E., College of Business Administration, Santa Clara University, Santa Clara, 
Calif, 

Comer, G. P., Dept. of Justice, Antitrust Division, Washington, D.C. 

Cook, L. D., 804 Jerome St., Ypsilanti, Mich. 
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Coolidge, L. D, 125 West 86th St., New York 24, N.Y. 

Corson, W. R., 533 Alhambra Circle, Coral Gables, Fla. 

Court, S. E., 601 West 113th St., New York 25, N.Y. 

Craven, J. V., 75 North Congress St., Athens, Ohio 

Cruise, D. W., Jr., 11356 Homedale, Los Angeles, Calif. 

Cushman, B., 3828 Second St., S.E., Washington 20, D.C. 

Daly, R. F., Dept. of Agricultural Economics, University of Illinois, Urbana, Ill. 

Davis, G. C., Jr., 634 West 66th Terrace, Kansas City 5, Mo. 

Dehem, R., Dept. of Economics, McGill University, Purvis Hall, Montreal, Quebec, 
Canada 

Deif, N. A., 1414 East 59th St., Chicago 37, IN. 

Diamond, A. H., 85 Navy Walk, Brooklyn 1, N.Y. 

Dixon, H. M., 1629 Maryland Drive, Urbana, Il. 

Danrette, R. J., 264 Jackson St., Lawrence, Mass. 

Dreyhausen, H. V., 1608 20th St., N.W., Washington, D.C. 

Eckles, E. L., 1529 Ryan St., Flint 7, Mich. 

Ellenberg, M., 1500 Longfellow Ave., New York 60, N.Y. 

Elperin, R. H., 74 B, Badger, Wis. 

Ethe, S., 255 East 7th St., New York 9, N.Y. 

Evans, Miss M. L, 345 Humboldt St., Denver 3, Colo. 

Evans, M. L., Box 203, Middleton, Wis. 

Feinstein, L., 8 Sirkin St., Tel-Aviv, Palestine 

Feldman, D. D., 105 East 19th St., New York, N.Y. 

Fife, H. M., 12 College St., Middlebury, Vt. 

Finan, A. L., Jr, 113 North 3rd St, Allegany, N.Y. 

Fish, H., Roosevelt College, 430 South Michigan Ave., Chicago 5, IH. 

Francis, C. L., Box 250, Sun Prairie, Wis. 

Frane, Miss L., 16834 Princeton, Detroit 21, Mich. 

Franklin, R. J., Michigan State College, East Lansing, Mich. 

Fraser, H. W., Dept. of Economics, Princeton University, 227 Dickenson Hall, Prince- 
ton, N.J. 

Frechtman, Mrs. J., Pearl City, Oahu, T.H. 

Friday, F. A., 29 Cherry Orchard, West Drayton, Middlesex, England 

Friedman, B. H., 1521 Leishman Ave., New Kensington, Pa. 

Friedman, I. H., 132 West 71st St., New York, 13, N.Y. 

Fulton, J. F., 172 West 97th St., Apt. 24, New York 25, N.Y. 

Galster, Augusta E., 1207 West Oregon St., Urbana, Tl. 

Garfield, F. M., 80 John St, New York, N.Y. 

Gary, H. C., 1910 Madison St., Madison 5, Wis. 

Gawthrop, P. R., 14 Greenway South, Forest Hills Gardens, L.I., N.Y. 

Gershel, G. F., 99 Pratt St., Hartford 3, Conn. 

Goldberg, Miss C., 670 West End Ave., New York 25, N.Y. 

Goldman, Mrs. L S., 55 East Cedar St., Chicago 11, TH. 

Goodman, 0. R., University Club, Madison, Wis. 

Goott, D., 11 35th St., S.E., Washington 19, D.C. 

Gustafson, W. A., 1001 South Fifth St., Champaign, IIL. 

Hadcock, Edith, DePauw University, Greencastle, Ind. 

Hall, R. A., 500 East 7th St., Apt. A-1, Ellensburg, Wash. 

Harkavy, O., College of Business Administration, Syracuse University, Syracuse 10, N.Y. 

Heineman, B. W., 135 South LaSalle St., Chicago, Il, 

Hellborn, L. S., General Motors Corp., Broadway at 57th St., New York 19, N.Y. 

Hendrix, W. E., 40 North Spooner St., Madison 5, Wis. 

Herrmann, R., 66 East 93rd St., New, York 28, N.Y. 

Hess, A. P., Jr., 2208 Rittenhouse Square, Philadelphia 3, Pa. 

Heuson, W. G., 3908 South Broadway, St. Louis, Mo. 

Hill, W. C., 4514 Connecticut Ave., N.W., Washington 8, D.C. 
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Hirsch, D. B., 1021 Hil St., Ann Arbor, Mich. 

Hitchings, G. P., Ford Motor Co., 3000 Schaefer Rd., Dearborn, Mich. 

Hochmann, A., 945 Maple Dr., Memphis 12, Tenn. f 

Hoflich, H. J., 2247 College Ave., Berkeley 4, Calif. 

Holloway, C. S., 2526 11th St., N.W., Washington 1, D.C: 

Hunter, J. M., 39 Garden St., Cambridge, Mass. 

James, H. B., North Carolina State College, Raleigh, N.C. 

Jensen, F. B., College of Business Administration, Lehigh University, Bethlehem, Pa. 

Justine, Sister M., Dunbarton College, Washington 8, D.C. 

Kahn, L. B., 3737 West Douglas Blvd., Chicago 23, Ill. 

Kahn, M. L., 383 Harvard St., Apt. 104, Cambridge 38, Mass. 

Kaplan, E. J., 444 Beach 67 St., Arverne, L.I., N.Y. 

Kaplan, N., 1319 Randolph St., N.W., Washington, D.C. 

Karfiol, Miss R., Bennett College, Greensboro, N.C. 

Kasdan, S., 2922 Barnes Ave., Bronx, New York, N.Y. 

Kaysen, C., 173 Hancock St., Cambridge 39, Mass. 

Kiebala, J., Jr., 3236 Monument St., Philadelphia 21, Pa. 

Kilmer, C. M., 2210 Wolcott St., Flint, Mich. 

Kleiner, G., 56-C, Court K, Stadium Terrace, Champaign, Ill. 

Kleinman, D. T., Box 467 Cary Hall, West Lafayette, Ind. 

Klos, J. J., College Courts, Apt. 25B, Stillwater, Okla. 

Knight, W. R., 626 Cherry Lane, East Lansing, Mich. 

Koenker, W. E., University of North Dakota, University Station, Grand Forks, N.D. 

Korsun, M., 29 West 27th St., New York 1, N.Y. 

Kravitz, B., Yankton College, Look Hall, Yankton, S.D. 

Kriesel, H. C., 6901 Rhode Island Ave., College Park, Md. 

Krolick, R. H., 6231 South Ellis Ave., Chicago 37, Til. 

Kroopnick, Mrs. E., 3729 Longfellow, Detroit 6, Mich. 

Kugler, F. J., 704.3rd St., N.W., Washington 1, D.C. 

Kupinsky, M., 2707 Morris Ave., New York 58, N.Y. 

Lamer, M., 1630 California Ave., Palo Alto, Calif, 

Lapa, J. F., Ruade S. Bernardo, 132-1° Esq., Lisbon, Portugal 

La Perle, Miss E. S., 290 West 11th St., New York 14, N.Y. 

Leavitt, J. A., R.F.D. 5, Athens, Ohio 

Lerner, E. R., 223 North George Mason Dr., Arlington, Va. 

Lerner, Mrs. E. B., 3657 Broadway, New York 31, N.Y. 

Levitan, L. B., 861 West Roxbury Parkway, Brookline, Mass. 

Levy, J., 3326 Auchentorcoly Terrace, Baltimore, Md. 

Lewis, J. K., 1519 East 61st St., Chicago, Iil. 

Lewis, J. P., Union College, Schenectady 8, N.Y. > 

Maestri, Arredondo R., 19 num. 606, Vedado, Havana, Cuba 

Majewski, L. J., 363 Down St., Ridgewood, N.J. 

Martz, S. E., 2115 North Glebe Rd., Arlington, Va. 

Marx, R. L., 436 West Gorham, Madison 3, Wis. 

MacLeod, W. M. 527 West 121st St., New York 27, N.Y. 

Mass, Miss E., 462 Washington Blvd., Oak Park, III. 

Mathis, P. C., University of South Dakota, Vermillion, S.D. 

McCartney, K. H., School of Business Administration, University of Minnesota, Minne- 
apolis 14, Minn. 

McCauley, J. S., 103 Irving St., Cambridge, Mass. 

Mcllwain, B. A., 914 West 5th St., Stillwater, Okla. 

McIvor, R. C., McMaster University, Hamilton, Ontario, Canada 

McLaughlin, R. U., 4414 Howell St., Philadelphia 24, Pa. 

McPherson, W. K., 2603 McCalla Ave., Knoxville, Tenn. 

Mendel, H. C., 140 Bay 34th St., Brooklyn 14, N.Y. 

Mersky, R. M., 930 South Park, Madison 5, Wis. 
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Miller, D. C., 208 West Hill St., Champaign, IN, 

Miller, J. A, 509 West Ave. Dormitories, Cornell University, Ithaca, N.Y. 

Mintzes, J., 1928 Belmont Rd., N.W., Washington 9, D.C. 

Modern, E., 80 North St., West Somerville, Mass. 

Monteith, C A., Dept. of Economics, Ohio State University, Columbus 10, Ohio 

Morin, A. J., 12 Whittier St., Cambridge 40, Mass. 

Morrow, D. W.; Wright Aeronautical Corp., Wood-Ridge, N.J. 

Mounce, E. W., Box 13, College Park, Md. 

Murdock, J. C, Rt. 1, Lakeview Heights, Madison, Wis. 

Murphy, J. C., International House, Room 643, 1414 East 59th St., Chicago 37, Ill. 

Myhr, A. F., c/o Kreuger, 1413 East 57th St., Chicago 37, IU. 

Nabers, L., 4239 Terrace St., Oakland 11, Calif. 

Nallen, L. R., College of Education, Wilberforce, Ohio 

Nelson, W., Division of Social Studies, State Teachers College, Bemidji, Minn. 

Netreba, S. 8, 1102 Mississippi Ave., S.E., Washington 20, D.C. 

Neuner, E. J., Jr, University of Tennessee, Knoxville, Tenn. 

Novick, Mrs. D., University of Puerto Rico, Rio Piedras, P.R. 

O'Donnell, W. G., Dept. of Economics, Florida State University, Tallahassee, Fla. 

Oliver, R. W., Devt. of Economics and Social Institutions, Princeton University, Prince- 
ton, N.J. 

Parker, D. G., 3168 West 95th, Cleveland 2, Ohio 

Parsons, H. L., Harvard University, 206 Littauer Center, Cambridge 38, Mass. 

Passer, H. C., H-24 Leverett House, Cambridge 38, Mass. 

Pawley, W. H., 2515,K St., N.W., No. 811, Washington, D.C. 

Peck, M., 3540 Valley Dr. ” Alexandria, Va. 

Pendleton, W., International House, 1414 East 59th St., Chicago 37, Ill. 

Pettingill, S. A, 1809 G St., N.W., Apt. 108, Washington, D.C, 

Pfeffer, I., 5421a Waverly 'St, Montreal, Quebec, Canada 

Pheiffer, J. E., 308 South Mathews, Urbana, IN. 

Picken, R. F., 836 East 56th St., Chicago 37, II 

Pincus, J., 911 South Randolph St., Arlington, Va. 

Pixley, R. A., Goldvein, Va. 

Plous, H. J., 1042 Erin St., Madison, Wis. 

Prichard, L. G., 1212 Southeast 32nd. Pl., Portland 15, Ore. 

Prince, J. E., 2490 Summit St., Columbus 2, Ohio 

Pruefer, C. H., 926 Massachusetts Ave., N.W., Washington 1, D.C. 

Racine, J. L., P. O. Box 93, Babson Park 57, Mass. 

Raffaele, J. A., 419 South 48th St., Philadelphia 43, Pa. 

Rappaport, D., 7 Greenview Way, Upper Montclair, N.J. 

Rashish, M., Lynde Lane, Williamstown, Mass. 

Raventós, J. R., 562 Lincoln St., Evanston, Il. 

Reifler, R. M., School of Business, Room 2, University of Chicago, Chicago 37, IN. 

Ribas, A. F., Escuela Practica de Agricultura, Maracay, Estado Aragua, Venezuela, South 
America 

Richardson, F. S., Saint Mary’s College, Calif. 

Richman, R. L., 5844 Maryland Ave., Chicago 37, Ill. 

Rojko, A. S., 1555 East 61st St., Chicago 37, Il. 

Ropke, W., 45, Ave. de Champel, Geneva, Switzerland 

Rorabeck, Miss J., Box 262, 411 West 116th St., New York, N.Y. 

Rudney, G, G., 6008 South Drexel Ave., Chicago 37, Ill. 

Salas, O. C., Zapotecas 24, Mexico, D F. 

Saltzman, A. W., 2918 Holland Ave., Bronx, New York 67, N.Y. 

Sbarounis, A., Fairfax Hotel, 2100 "Massachusetts Ave, N.W., Washington, D. en 

Schenker, D., 226 West Jackson Blvd., Chicago 6, Il. 

Saranan S., 423 18th St., N.E., Washington 2, D.C. 

Seip, J. R., 150 Chancellor St., Charlottesville, Va. 
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Senn, P. R., 5519 Kenwood, Chicago 37, Il. 

Shapiro, S., 93-49 214th PI., Queens Village, N.Y. 

Shavell, H., ESS—Fin. Div., GHQ, SCAP, APO 500, c/o Postmaster, San Francisco, 
Calif. 

Sheinwold, P., 89-19 217th St., Queens Village, N.Y. 

Shepherd, G. C., Jr., 532 20th St., N.W., Apt. 215, Washington, D.C. 

Shideler, E. H., University of Ilinois, Galesburg, Ill. 

Sibley, E. C., 6339 Waterman Blvd., St. Louis 5, Mo. 

Siegelman, L., 415 South 42nd St., Philadelphia 4, Pa. 

Siskind, D. I., 2711 30th St., S.E., Washington 20, D.C. 

Smith, A. L., 48 Winthrop St., Brooklyn 25, N.Y. 

Smith, C. N., 1708 Jefferson Park Ave., Charlottesville, Va. 

Smith, W. H., Jr., 114 Sansome St., San Francisco, Calif. 

Snider, D. A., Miami University, Oxford, Ohio 

Spaulding, 7. L., Bethel College, North Newton, Kan. 

Sprowls, R. C., 5735 Blackstone Ave., Chicago 37, Til. 

Stein, S. J., 192 Vreeland Ave., Paterson, N.J. 

Steinhaus, H. W., Elm Ridge Farm, Scarsdale, N.Y. 

Stevens, R. W., Dept. of Economics, University of Michigan, Ann Arbor, Mich. 

Still, R. R., P.O. Box 166, Palo Alto, Calif. 

Stocker, F. D., Dept. of Economics, Cornell University, Ithaca, N.Y. 

Struck, S. H., University of, Wisconsin, Sterling Hall, Madison 6, Wis. 

Stubbs, F. L., 705 Hitt, Columbia, Mo. 

Sullivan, C. M., Presidential Gardens, James Buchanan A-11, Alexandria, Va. 

Sussman, N., 56-55 205th St., Bayside, N.Y. 

Sweeney, L. A., 200 Franklin St., Buffalo, N.Y. 

Taylor, M. C., Dept. of Economics, Michigan State College, East Lansing, Mich. 

Teutsch, Miss E., 419 West 118th St., New York 27, N.Y. 

Thatcher, G. W., 123 West Walnut St., Oxford, Ohio 

Tibbils, R. W., 108 Romine St., Urbana, Ill. 

Toulan, S. I., 601 High St., Denver, Colo. 

Tucker, J. F., Box 47, Howard University, Washington, D.C. 

Uhland, Miss J. H., 190 East 14th Ave., Columbus 1, Ohio 

Ursell, Mrs. L. C., 4125 Garrison St., N.W., Washington 16, D.C. 

Van Doren, E, M., Norwich Pharmical Co., Norwich, N.Y. 

Vivas, J. B., Cullen 5584, Buenos Aires, Argentina, South America 

Weiss, H., 87-14 Jamaica Ave., Woodhaven, N.Y. 

Weiss, Miss J. A., 3815 Drew Ave. South, Minneapolis, Minn. 

Wells, P. F., 2704 2nd Ave., North, Seattle 9, Wash. 

Westerlund, B. A., P.O, Box 233, University of Miami Branch, Miami, Fla. 

Wilkie, J. A., 126 Forest St., Madison, Wis. 

Wolf, C., Jr., 333 West End Ave., New York, N.Y. 

Woods, The Reverend J., Quincy College, Quincy, Tl. 

Young, L., Pacific, Mo. 

Zagorin, B., 6012 University Ave., Chicago 37, IIL. 


The Allied Social Science Associations are being served by the following officers during 
the present year: 

American Accounting Association: Thomas E, Leland, A. and M. College of Texas, Col- 
lege Station, Texas, president; Clete Chizek, University of Chicago, Chicago 37, Ilinois, 
secretary-treasurer. 

American Farm Economic Association: William G. Murray, Iowa State College, Ames, 
Iowa, president; L. J. Norton, University of Illinois, Urbana, Illinois, secretary-treasurer. 

American Finance Association: B. H. Beckhart, Columbia University, New York 27, 
New York, president; Edward E. Edwards, Indiana University, Bloomington, Indiana, 
secretary-treasurer. 
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American Marketing Association: Wroe Alderson, 1905 Walnut Street, Philadelphia 3, 
Pennsylvania, president; Harvey W. Huegy, University of Illinois, Urbana, Illinois, 
secretary. 

American Sociological Society: E. Franklin Frazier, Howard University, Washington, 
D.C., president; Ernest R. Mowrer, Northwestern University, Evanston, Illinois, 
secretary-treasurer. : 

American Statistical Association: George W. Snedecor, Iowa State College, Ames, Iowa, 
president; Sylvia Weyl, 1603 K Street, N.W., Washington, D.C., acting secretary- 
treasurer. 

Econometric Society: Charles F. Roos, 500 Fifth Avenue, New York, New York, president; 
Alfred Cowles, University of Chicago, Chicago 37, Illinois, secretary-treasurer. 

Institute of Mathematical Statistics: A. Wald, Columbia University, New York 27, New 
York, president; Paul S. Dwyer, University of Michigan, Ann Arbor, Michigan, secretary- 
treasurer. 

Rural Sociological Society: Charles P., Loomis, Michigan State College, East Lansing, 
Michigan, president; Leland B. Tate, Virginia Polytechnic Institute, Blacksburg, Vir- 
ginia, acting secretary-treasurer. 

Publication of Documentation Economique, which was discontinued in 1939, has been 
resumed under the joint sponsorship of the Association de Documentation Economique et 
Sociale and the Institut National de la Statistique et des Etudes Économiques. The first 
postwar issue, No. 20, appeared in the first quarter of 1947. Nos. 21 and 22 for the second 
and third quarters of 1947 are also available. The new series contains abstracts of articles 
from a larger coverage of scientific journals than previously. The subscription price is 
750 francs per year. Business correspondence should be addressed to Presses Universitaires 
de France, 108, Boulevard Saint-Germain, Paris 6°. Editorial correspondence should be 
addressed to M. André Piatier, Documentation Economique, 127, rue du Faubourg St. 
Honore, Paris 8°. 

Land Economics is the new title of the old Journal of Land & Public Utility Economics. 
The new title carries the subtitle, A Quarterly Journal of Planning, Housing & Public 
Utilities. 

Foreign Study and Teaching under the Fulbright Act 

The Fulbright Act (Public Law No. 584) authorizes the Department of State to use a 
portion of the foreign currencies resulting from the sale of surplus property abroad for 
educational activities with foreign countries. At present agreements have been signed with 
China and Burma. Negotiations are in progress with the following: Australia, Austria, 
Belgium, Egypt, Finland, France, Greece, Hungary, Iran, Italy, the Netherlands, the 
Netherlands East Indies, New Zealand, Norway, the Philippines, Siam, Turkey, the 
United Kingdom, and it is expected that other countries may be added to the list. Op- 
portunities will be afforded for graduate and post-doctoral study and research, for teaching, 
and for other activities. All inquiries concerning the exchange of professors, lecturers, 
specialists and research scholars at the post-doctoral level should be addressed to the 
Executive Secretary, Committee on International Exchange of Persons, Conference Board 
of Associated Research Councils, 2101 Constitution Avenue, Washington 25, D.C. In- 
quiries relating to graduate student exchanges should be addressed to the Institute of 
International Education, 2 West 45th Street, New York 19, N.Y. 


Appointments and Resignations 

James W. Angell is serving as acting executive officer of the department of economics 
of Columbia University in the absence on leave of Professor Carter Goodrich. 

D. Harry Angney has resigned as instructor in economics at Brown University to 
accept a position with the department of economic research of the Federal Reserve Bank 
of Boston. 

Tranquilino Aquino, formerly of the War Production Board, is now with the Industry 
Division, Bureau of the Census. 
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Elizabeth F. Baker, executive officer of the department of economics of Barnard College, 
has been promoted to professor of economics. 


Raleigh Barlowe has been appointed lecturer in economics and research collaborator in 
land economics at Michigan State College. 

Roy G. Blakey will retire from the University of Minnesota at the end of the current 
academic year after a long period of service, in the course of which he has become one of 


the leading public finance and taxation authorities in the country and has acted as con- 
sultant for national, state, and local tax projects. 


Mary G. Borden has resigned from the University of Kentucky Bureau of Business 
Research to become attorney for the Kentucky Department of Revenue. 


Raymond T. Bowman was appointed chairman of the department of economics of the 
Wharton School of Finance and Commerce, University of Pennsylvania, at the beginning 
of the spring term. 


Walter N. Breckenridge, of Colby College, will give courses in economics and public 
regulation in the summer session of Bowdoin College. 


Marjorie S. Brookshire was appointed instructor in economics at the University of 
Texas in September, 1947. 


Joe E. Brown was appointed instructor in economics at the University of Texas in 
September, 1947. 


Arthur R. Burns is engaged in research in the field of comparative economic organiza- 
tion while on travels around the world for seven months. 


Rita Campbell is a part-time instructor in the department of economics of Tufts 
College. 


Fred H, Carmichael has been appointed instructor in economics at Washington and Lee 
University. 

Professor J. M. Clark delivered the Charles E. Merrill Lectures at Amherst College, on 
“Requirements for a Sound American Economy,” in December, 1947 and in January and 
February this year. Professor Clark has recently been elected a fellow of the Econometric 
Society. 

James E. Collins, of Santa Clara University, served as acting instructor in the department 
of economics of Stanford University during the winter quarter of 1947-48. 

Philip H. Coombs is associate professor of economics at Amherst College. 

Wilfrid H. Crook has been appointed chairman of the department of economics at 
Colgate University. 

William Dale is a part-time instructor in the department of economics of Tufts College. 

Clyde E. Dankert was on leave from Dartmouth College during the second semester. 

Frederick S. Deibler, of Northwestern University, has been visiting professor of eco- 
nomics at Indiana University in the past semester. 


Kalman I. Dienes has been appointed lecturer and research associate in business manage- 
ment at Claremont Men’s College. 


Arthur T. Dietz has been appointed instructor in economics in Princeton University. 


Oscar K. Dizmang has left Wittenberg College to become reclamation economist in the 


Municipal Water Supply Investigations Unit of the Bureau of Reclamation, Billings, 
Montana. 


Durward Dyche is assistant professor of economics at the University of Texas. 


Corwin D. Edwards has left Northwestern University to become chief economist of 
the Federal Trade Commission in Washington. 


Clara Eliot has been promoted to assistant professor of economics at Barnard College. 


Robert D. Elliott, formerly with the Metropolitan Insurance Company, is instructor in 
economics and statistics at Bowdoin College. 


William C. Emory, of Ohio State University, has been appointed instructor in marketing 
at the University of Florida. 
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Marvin L. Fair is professor of economics at Tulane University. 

David I. Fand is instructor in economics at Carnegie Institute of Technology. 

Leo M. Favrot, Jr., is associate professor of accounting at Tulane University. 

Paul Fisher, of Dartmouth College, will teach in the summer session of the University 
of Minnesota. 

D. P. Flanders has been promoted from assistant professor to associate professor of 
economics at the University of Ilinois. 

Isaiah Frank, of the Department of State, was a member of the industry-government 
mission which surveyed the scrap iron and steel situation in Germany last winter. He 
also served as adviser to the United States Delegation at the steel meetings of the Eco- 
nomic Commission for Europe in Geneva. 

Everett W. Goodhue, who becomes emeritus professor of economics at Dartmouth 
College at the end of the current college year, is to be visiting professor of economics at The 
Principia College, Elsah, Illinois, in 1948-49. 

I. Bernard Goodman has been acting instructor in economics at Stanford University 
during the spring quarter. 

Frank W. Fetter has resigned as chairman of the department of economics at Haver- 
ford College to become professor of economics at Northwestern University. 

Carter Goodrich was on leave of absence from the department of economics of Columbia 
University during the spring session. 

Wytze Gorter has been appointed lecturer in economics at the University of California at 
Los Angeles. 

John A. Gronouski, graduate assistant at the University of Wisconsin, has been 
appointed instructor in economics at the University of Maine. 

John G. Gurley was acting instructor for the spring quarter in the department of 
economics of Stanford University. 

David B. Hamilton, Jr., is instructor in economics at the University of Texas. 

Seymour Harris, of Harvard University, will serve as acting professor of economics 
during the summer quarter at Stanford University. 

Ada Harrison is a part-time instructor in the department of economics of Tufts College. 

Samuel P. Hayes, Jr., on leave from Dun and Bradstreet, is special assistant to the 
Assistant Secretary of State for Economic Affairs. 

Harold J. Heck is professor of foreign trade at Tulane University. 

O. E. Heskin, of the University of Florida, has been granted a year’s leave of absence 
to serve as economic advisor in the Department of State on foreign assignment. 

George H. Hildebrand has been appointed assistant professor of economics at the 
University of California at Los Angeles. 

L. Gregory Hines, assistant professor of economics at Dartmouth College, will teach 
in the summer session at Michigan State Univerity. 

William A. Hurst was acting instructor in economics at Stanford University during the 
spring quarter. 

Leonid Hurwicz is on leave of absence from Iowa State College during 1948 to engage 
in economic research for the United Nations Economic Commission for Europe in 
Geneva. 

Herbert Johnson is resigning as instructor in economics at Southern Illinois University. 

James G. Johnson has joined the staff of the University of Florida as acting professor 
of economics. 

Robert E. Johnson has been appointed chief statistician of the New Jersey Bell Tele- 
phone Company. 
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Milan R. Karas is resigning from Ohio State University at the end of the current 
academic year to become assistant professor of marketing at the University of Cincinnati. 

Charles C. Killingsworth, associate professor of economics at Michigan State College, 
will teach in the summer session of the University of Michigan. 

Bruce W. Knight resumed teaching at Dartmouth College in the second semester after 
a term’s leave of absence. 

Richard L. Kozelka, School of Business Administration, University of Minnesota, was 
recently elected to the Board of Directors of the National Bureau of Economic Research. 

Walter Krause, assistant professor of economics at Dartmouth College, will teach at 
the University of Utah i in the summer term. 

Henry C. Langer, Jr., left Bolson Institute of Business Administration in SA TN 
1947 to assume duties as professor and chairman of the department of business adminis- 
tration at Alfred University. 

Joseph R. Lasser was appointed Tax Foundation fellow for the spring semester at New 
York University. 

Abba P. Lerner, of Roosevelt College, was visiting professor of economics on a part- 
time basis at the University of Ilinois during the second semester of 1947-48. 

Ben W. Lewis, professor of economics at Oberlin College, will conduct courses in the 
summer session of the University of Michigan. 

Robert Lichtenberg is a part-time instructor in the department of economics of Tufts 
College. 

Kenneth L. Luney, who has been on leave, is resuming teaching in the summer session 
‘of Southern Illinois University as associate professor of economics. 

C. Ward Macy, of Coe College, will be visiting professor of economics at Northwestern 
University in the 1948 summer quarter. 

Fritz K. Mann has been appointed chairman of the department of economics of the 
School of Social Sciences and Public Affairs, American University. 

Wilma S. Mayers has been appointed lecturer in economics at the University of Cali- 
fornia at Los Angeles. 

H. H. Maynard will be a member of the summer school staff of the College of Com- 
merce and Administration of Stanford University. 

Bruce McGehee, formerly of Alabama Polytechnic Institute, has been appointed in- 
structor in economics in the School of Business Administration, Emory University. 

Archibald M. MclIsaac, formerly of Princeton University, accepted an appointment as 
professor of economics in the Maxwell School of Citizenship and Public Affairs, Syracuse 
University, in September, 1947. 

E. B. McNatt has been promoted from associate professor to professor of economics at 
the University of Illinois. 

Gilbert M. Mellin has been appointed instructor in economics in the School of Business 
Administration, University of Pittsburgh. 

John P. Miller, associate professor of economics at Yale University, has been granted 
a leave of absence for the academic year 1948-49. 

Frederick C. Mills was on leave of absence from the department of economics of 
Columbia University during the spring session. 

Arthur Mitchell is an instructor in economics at Wesleyan University. 

John M. Mitchell is visiting assistant professor of economics at Tulane University. 

Carey P. Modlin, Jr., has been appointed instructor in economics at Princeton University. 

Theodosi A. Mogilnitsky has been promoted to professor of economics at Loyola 
University, Chicago. 
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Vernon Morrison, formerly a member of the research staff of the Tennessee Valley 
Authority, has been appointed assistant professor of economics at Southern Illinois Uni- 
versity. 


Glenn D, Morrow, on temporary leave from the University of Kentucky Bureau .of 
Business Research, is research consultant to the Kentucky Department of Revenue. 
Dean W. Morse has been appointed instructor in economics at Yale University. 


Richard L. D. Morse, formerly of Iowa State College, is professor of family economics 
at Florida State University. 


Eastin Nelson left Wayne University to become associate professor of economics at the 
University of Texas in September, 1947. 


Laura G. Nixon is instructor in economics at the University of Texas. 


Gardner Patterson, now serving as U. S. member of the Greek Currency Committee in 


Athens, will resume his duties as assistant professor of economics at the University of 
Michigan in the fall semester. 


William N. Peach, formerly of the University of Texas, was appointed associate pro- 
fessor of economics in the Maxwell School of Citizenship and Public Affairs of Syracuse 
University in September, 1947. 


Kirk R. Petshek, formerly of Middlebury College, who taught at Biarritz American 
University in France three terms while in service, joined the faculty of Colgate University 
as assistant professor of economics in September, 1947. 


Arthur R. Porter has accepted an appointment as associate professor of economics at 
Hanover College. 


Charles Prince has been appointed adviser on international and Soviet Russian affairs 
to Standard Oil Company of New Jersey. 


Melvin W. Reder, of the Carnegie Institute of Technology, will be a member of the 
summer quarter staff of the department of economics at Stanford University. 


W. C. Robb has been promoted from assistant professor to associate professor of eco- 
nomics at the University of Minois. 


Stefan Roboch is a part-time instructor in the department of economics of Tufts College. 
Sam Rosen is a part-time instructor in the department of economics of Tufts College. 


Richard Ruggles, assistant professor of economics at Yale University, has been granted a 
leave of absence for the academic year 1948-49. 


John C. Rumble is assistant professor of economics at Tulane University. 

Clarence Scheps is associate professor of accounting at Tulane University. 

Tibor Scitovszky has been promoted to professor of economics at Stanford University. 

Warren C. Scoville has been promoted from assistant professor to associate professor of 
economics at the University of California at Los Angeles. 

Gordon Siefkin has been appointed dean of the School of Business Administration, 
Emory University. 

C. A. Sienkiewicz, formerly with the Federal Reserve Bank of Philadelphia, has been 
president of the Central-Penn National Bank of Philadelphia since July, 1947. 

William J. J. Smith has been appointed instructor in economics at the University of 
California at Los Angeles. 

Vernon G. Sorrell has been appointed dean of the newly established College of Business 
Administration of the University of New Mexico. 

George J. Stigler, of Columbia University, gave a series of lectures at the London 
School of Economics in March. 

Marvel M. Stockwell has been promoted from associate professor to professor of eco- 
nomics at the University of California at Los Angeles. 

Theo Suranyi-Unger is professor of economics in the Maxwell School of Citizenship and 
Public Affairs, Syracuse University. 
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Horace Taylor, of Columbia University, is serving in the Religious and Educational 
Division of the Office of Military Government in Berlin. 

W. Bayard Taylor has resigned from the University of Wisconsin to accept an appoint- 
ment as professor of economics in Claremont Men’s College. 

Howard M. Teaf, Jr, has been appointed chairman of the department of economics, 
Haverford College. . 

Carey C. Thompson was appointed assistant professor of economics at the University 
of Texas, effective September, 1947, 

Andre L. Van Assenderp is assistant professor of economics at Tulane University. 

William Vickrey has been appointed assistant professor of economics in the Faculty of 
Political Science, Columbia University. 

Edward L. Wallace has been appointed lecturer in accounting in the School of Business 
Administration of the University of Buffalo. 

Gerald E. Warren is associate professor of economics at Tulane University. 

Charles A. Welsh, formerly of the Anti-Trust Division of the Department of Justice, has 
been appointed associate professor of economics at the University of Texas. 

Edmund Whittaker has been teaching economics at Colorado Agricultural and Me- 
chanical Arts College while on leave of absence from Indiana University. 

Harold F. Williamson, of Yale University, has accepted an appointment as professor 
of economic history at Northwestern University. 

H. Lawrence Wilsey, formerly at Cornell University, has been appointed assistant profes- 
sor in the College of Commerce and Business Administration, University of Southern 
California, He will teach at the 1948 summer session at the University of California, 
Berkeley. 

Jesse D. Winzenreid was appointed Tax Foundation fellow for the spring semester at 
New York University. 

Chee Hsien Wu has returned to China where he has joined the faculty of the National 
Central University, in Nanking, as associate professor of economics. 

Erich W. Zimmermann, of the faculty of the College of Business Administration of the 
University of Texas, has been named distinguished professor of economics at that institu- 
tion. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary’s Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made, It is optional with 
aeri submitting such announcements to publish name and address or to use a key 
number, 


Communications should be addressed to: The Secretary, American Economic As- 
sociation, Northwestern University, Evanston, Illinois, 


Vacancies 


Economic research: A Western state university is seeking a man with a Ph.D. degree 
in either business administration or economics, preferably with some teaching and 
business experience, for director of the bureau of economic research, rank of pro- 
fessor. The position’ will pay at least $5,000. P127 


Business organization and management: A Western state university is seeking a man 
to head a new division in the school of business administration, rank of associate 
or full professor. A Ph.D, degree in business administration or economics is a pre- 
requisite for consideration. Salary range $4,000 to $5,000 depending upon qualifica- 
tions. P128 


Accounting, marketing, business administration: College in Northeast; instructor or 
assistant professor; rank, salary dependent upon applicant’s qualifications, P131 


Labor economist; For Civil Service appointment in field of Industrial Mobilization 
Planning. Must be capable of developing programs and plans to determine mobiliza- 
tion manpower requirements and recommending measures to assure meeting these re- 
quirements. Prefer applicants with academic and applied training in field of manpower 
and knowledge of wartime planning problems. Salary $5,000 to $7,000, depending 
upon background of candidate. P132 


Principles of economics, economic theory, international trade, labor economics, public 
finance, accounting, statistics: A metropolitan university in the Midwest has several 
openings in these fields. Appointment at rank of instructor, assistant professor, or 
associate professor, depending upon qualifications. P133 


Economists Available for Positions 


Money and banking, public finance, corporation finance, international trade and finance, 
mortgage finance, labor, theory: Man, single, Ph.D., 1941. Experience includes 
mortgage research for banks; economist in three government agencies; 12 years of 
successful teaching at major colleges and universities; the past four years as associate 
professor in a leading Southern university. Substantial publications in leading 
scholarly and popular journals; books in progress. Seeks full professorship in uni- 
versity or outstanding liberal arts college. Available in September, 1948. E154 


Labor relations, theory, economic history, money, transportation, public finance, con- 
sumption: Man, 33, married, near doctorate. Eight years of successful teaching and 
research in leading universities and colleges; business experience as junior executive ; 
government consultant; publications; academic honors. Now faculty member at state 
university in East; engaged in important research work, Desires professional ad- 
vancement. Available in September, 1948. E194 


Economic theory, money and banking, public finance: Man, 34, Ph.D. Seeks position 
teaching economic analysis at or near graduate level. Teaching and research ex- 
perience; many published articles; comprehensive volume awaiting publication. 
Minimum salary, $4,500. E212 


Economic history, money and banking, world economy: Man, 55, Ph.D., University 
of Berlin, American citizen, widely traveled. Experience in international trade and 
the agricultural co-operative movement, Almost 10 years college teaching in this 
country (5 years in a denominational university) ; 4 years in government service as 
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Twenty-fourth President of the 
American Economic Association, 1922 


Henry Rogers Seager was born in Lansing, Michigan, July 21, 1870. 
He received his Ph.B. degree from the University of Michigan in 1890 
and his Ph.D. from the University of Pennsylvania in 1894. He studied 
at Johns Hopkins in 1890-91, at Halle, 1891-92, Berlin, 1892, and Vienna, 
1893. He served as assistant professor of political economy at the Uni- 
versity of Pennsylvania from 1896 to 1902 when he moved to Columbia 
University as adjunct professor of political economy. From 1905 until 
his death he served as professor at Columbia. He was a member of the 
Board of Editors of the Political Science Quarterly and he served as secre- 
tary of the Shipbuilding Labor Adjustment Board during World War I. 
From 1919-20, he was Executive Secretary of the President's Industrial 
Conference. He was President of the American Association for Labor 
Legislation, 1911-13. 

Professor Seager was one of the last of the economists of the “old school,” 
who were qualified to teach and write in general theory and two large 
nebenfach fields—in his case, trusts and labor problems. He was the author 
of the following books: Introduction to Economics, 1904; Economics, 
Briefer Course, 1909; Social Insurance, 1910; Principles of Economics, 
revised edition, 1923; History of the Shipbuilding Labor Adjustment 
Board, 1917-19, 1921; Practical Problems in Economics, 1923; Trust and 
Corporation Problems, 1929. His presidential address delivered at the 
meeting of the American Economic Association in December, 1921, was 
entitled, “Company vs. Trade Unions.” 

At the time of his death, Professor Seager was slated to take over the 
headship of the department at Columbia. He died August 23, 1930, while 
conducting a party of American economists in Soviet Russia, 
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SOME ECONOMIC PROBLEMS OF THE EUROPEAN 
RECOVERY PROGRAM 


By GOTTFRIED HABERLER* 


Political and economic factors and considerations are inseparably 
intertwined in the European Recovery Program. The basic objectives 
are economic as well as political. Moreover, it is obvious that not only 
calculations of economic efficiency but also considerations concerning 
political and psychological reactions, both at home and abroad, pro- 
foundly influence the choice of methods of aid, decisions about the 
magnitude of the programs, the language used in outlining the plan and 
the emphasis placed on various aspects of the problems. 

In the present paper I confine myself, naturally, to the economics 
of the program, but occasional remarks about political factors and 
considerations cannot be avoided. 

The preparation of the program has been very thorough and the 
documentation is rich and of high quality. Apart from legal, adminis- 
trative, business, and technical experts, an impressive array of eco- 
nomic luminaries have been engaged in all stages of the preparation 
of the plan. As a consequence, the general economist who has no 
inside information and whose knowledge is entirely derived from 
published material cannot possibly contribute much except on some 
rather broad though important issues. 


I 


The economics of the ERP can be divided into three areas, of which 
only the first will be discussed with some detail in the present paper. 

The first and basic economic problem is to estimate European re- 
quirements. How much money per year for how many years will be 
required to put the economies of Western Europe on their feet? This is, 
of course, a very complex question. The answer depends on numerous 


* The author is professor of economics at Harvard University. He is indebted for valuable 
suggestions to Sidney Alexander, Seymour E. Harris, Lincoln Gordon and Paul T. Homan. 
The paper was written in April, 1948. 
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factors, acts of God and the Russian government and its agents abroad 
as well as upon the economic policies of the United States and especially 
of the recipient countries. This question has quite rightly occupied the 
larger part of the discussion of the ERP and it will constitute the main 
theme of the present paper. 

The second broad question which has been much discussed in public 
and analyzed by the experts,’ is the American capacity to provide aid 
and the impact of the ERP on the American economy. It cannot be 
doubted that with appropriate policies a foreign aid program of a mag- 
nitude in the neighborhood of the one contemplated is easily within 
the capacity of the United States economy. Hence, the problem reduces 
to the question concerning the appropriate fiscal and monetary methods 
of raising the required sums. It is simply a part of the budgetary 
problem which has to be solved in the light of the current cyclical 
situation. 

The third complex of questions is concerned with the methods of 
administering the program. Since it is impossible to foresee in any 
detail the relative needs of individual countries; since emergencies of 
an economic as well as a political nature are sure to arise which will 
require expeditious handling; since it is difficult and politically in- 
expedient to lay down hard and fast rules about internal policies in 
the recipient countries, although it is absolutely essential for the suc- 
cess of the program that certain minimum conditions in that respect 
be fulfilled; and since in several countries a good deal of American 
prodding (to use a mild expression) will be required in order to insure 
a minimum of compliance—for all these reasons it was absolutely 
essential that the Administrator be given vast powers of allocating and 
withholding money. The tact and skill with which the Administrator 
handles his task will be much more important for success than the 
precise magnitude of the program. Fortunately Congress has delegated 
to the Administrator of the program and the Secretary of State all the 
power they need.’ The responsibility for the success of the program 
rests squarely upon the administration. 


1 Sep especially the Report to the President by the Council uf Ecunomic Advisers, The Im- 
pact of the Foreign Aid upon the Domestic Economy (October, 1947). 


7 Only in one respect has the power of the Administration seriously and unnecessarily been 
' limited. The original bill empowered the administrator to sell 200 liberty ships and to charter 
300 more to the participating countries. Shipping interests, powerfully supported by the labor 
lobby, succeeded in eliminating this provision from the fina] act. As a consequence, not only 
will shipping costs be much greater than necessary, but much needed steel and other re- 
sources will be wasted in Europe by diversion into shipbuilding. Shipping and shipbuilding 
are industries where the United States has a tremendous comparative disadvantage. These 
activities should be left to a much greater extent than at present to foreign countries. 
All unbiased experts agree that the protection and subsidization of the shipping industry 
goes far beyond the level which can be justified on strategic grounds. 


s 
“Sw 
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II 


How much foreign aid is required for the economic reconstruction 
of Western Europe? What are the factors on which the magnitude 
of aid depends? How can the requirements be estimated? How were 
the estimates underlying the ERP arrived at? Are they likely to be 
correct? 

The diagnosis of the economic plight of Western Europe underlying 
the Marshall Plan, reduced to its simplest terms, is this: Europe 
suffered grievously during the war. National output is still too low in 
nearly all countries to permit them to provide from their own resources 
the investments necessary for recovery. But if a certain amount of 
foreign aid is provided, the capital stock (plant, equipment, working 
capital, etc.) can be restored to such an extent as to raise the national 
output to a level which will permit the countries concerned to live 
within their current income without further aid or even enable them 
to make moderate repayments. 

In order to clarify our ideas of the nature of the problem, let us 
enumerate and discuss the principal factors which determine to what 
extent a country can finance its recovery from its own resources and, 
hence, to what extent the recovery or its speed depends on foreign aid. 

1. We may list as the most obvious and fundamental determinant 
the size of total per capita national product. The larger the output 
per head, the more can be used for investment. 

2. In addition to the over-all national product, we must consider 
what part of it is available for civilian consumption and productive 
investment (private and public). This requires the deduction from 
total output of two items, first, resources which are unavoidably ear- 
marked for defense and other unproductive purposes and, second, what 
is required for making good the war damage, repairing transport and 
communication facilities, renewing worn out equipment, replacing de- 
stroyed houses and providing new ones for the additional population, 
etc. 

It could be argued that replacement need not be deducted, be- 
cause it has already been allowed for under point 1. For if total 
national output is defined in a net sense, as is customary, replacement 
must have been deducted. In a sense, this is quite correct, but since 
available measures of output (apart from being inaccurate and un- 
reliable) are frequently of the gross type or make insufficient allowance 
for replacement, it is well to call this item to special attention. More- 
over, the concept of replacement has to be carefully defined in this 
connection. What can be described as “replacement in the historical 
sense,” viz., investment required to restore the capital stock to the 
prewar level, is not replacement in the usual theoretical and statistical 
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sense, viz., investment which is necessary to maintain the capital stock 
at the current, reduced level (“reduced” as compared with its prewar 
size). It follows that there is ample theoretical justification for treating 
“historical replacement” as net new investment and thus as a part of 
net national income. 

3. A third factor is the distribution of civilian national income both 
by income size and by commodities composition. A drastic redistribu- 
tion of income in favor of the lower-income classes at the expense of 
higher incomes such as took place in Great Britain and probably in 
several continental countries makes, of course, for less domestic saving 
and capital formation.® 

A change in the commodity composition which must affect capital 
formation adversely has taken place in England* and probably in other 
European countries. I mean the change in the allocation of resources 
(including labor) brought about by rationing, price control, allocation, 
etc., specifically the relative expansion of unrationed service industries 
and similar items at the expense of the rationed necessities." 

The second of these changes (the changed commodity composition 
of output) could, alternatively, be treated as a factor determining the 
size of total output.® But since the over-all measures of national output 
do not make allowance (or make insufficient allowance) for this factor, 
it is well to mention it separately. 

4, Given all the factors enumerated so far, the intensity and speed 
of capital formation still depend on collective attitudes’ with respect 
to the relation between income and consumption on the one hand and 

* This may be partly offset by corporate saving and possibly by governmental capital for- 
mation, 


*What I have to say is in most cases exemplified by British experiences, because Great 
Britain is the country about which we are best informed, thanks to the excellence of statistical 
data (compared not with the United States but with continental European countries) and 
the unexcelled quality of current critical comments in the press, periodicals and by academic 
economists. 


8 These two types of changes in income distribution (by income size and by commodity 
composition) go a long way to explain the paradoxical coexistence of austerity on the one 
hand and the impressive showing of the global figures of national income and civilian con- 
sumption on the other. More about that issue presently. 


*3t could be said that the welfare content of the same national product is reduced be- 
cause of the changed composition. Or we may say that national income figures measure, to 
some extent, input or potential output rather than actual output. This is an affliction from 
which many production indexes seem to suffer. It will be remembered that during the war 
the Federal Reserve Board index of industrial production was criticized because it relied 
heavily on input changes as a measure of output. 


"It would be tempting to speak of “psychological” attitudes, on the “propensity to save” 
and “the propensity to work efficiently,” which are often described as psychological phe- 
nomena. But it is misleading to speak there of a psychological problem, as if it was entirely a 
matter of individual psychology. It is definitely more than that; it is just as much or more 
a matter of social institutions and public policies as of individual psychology. 
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between the level of consumption (or income) and the supply of labor 
(and efficiency of labor) on the other. These attitudes are deeply | 
rooted in traditions, customary living standards, national character, 
climate, the temper of the labor movement, public policy, etc. In some 
countries, labor efficiency is maintained even at low levels of real 
income; in others it reacts sharply to a fall in the customary living 
standard. In a totalitarian regime, discipline and efficiency are enforced 
at income levels which in a democracy would lead to unrest and a sharp 
fall in output per worker. Certain nations (and individuals) are thrifty 
by nature and work hard and save even and especially in adversity. 
Others cling tenaciously to their accustomed living standards and resist 
stubbornly any attempts to reduce the level of consumption. In coun- 
tries where labor is well organized and strongly influences (or actually 
runs) the government as in Great Britain, this clinging to traditional 
standards (or even improving them) in the face of adversity, is done 
in an orderly fashion by constant trade union pressure, heavy taxation, 
rationing, price fixing, euthanasia of the rentier, entailing creeping and 
repressed inflation. In other countries it takes the form of frequent 
strikes and disorders and leads to open inflation and unemployment. 


{Il 


` No thorough discussion of the situation of the various countries 
with respect to the points listed is possible within the space of this 
article. Only the salient features of the present situation as they 
appear to the present writer can be presented. 

At the end of hostilities, national product was so low everywhere in 
Europe that hardly any of the countries concerned could have re- 
covered without American help. The defeated countries, Germany and 
Italy, as well as Austria and Greece, who are handicapped by the fact 
that they have to live on or along the Iron Curtain and depend much 
on trade with Eastern Europe, are still in bad shape and have to rely 


š The fullest collection and best interpretation of basic statistics will be found in the 
excellent report on March 30, 1948 by the Research and Planning Division of The Eco- 
nomic Commission for Europe of the United Nations, A Survey of the Economic Situation 
and Prospects of Europe (Geneva, 1948). This document became available after the pres- 
ent paper had been written. But references to it were added in the text and footnotes, Quo- 
tations are made from the Congressional reprint of the report and it will be referred to as the 
ECE (Economic Commission for Europe) Report. The reader should keep in mind that the 
ECE report deals with Europe as a whole (usually excluding Russia), not with the countries 
participating in the Marshall Plan. As far as the latter are concerned, see the two-volume re- 
port of the Committee of European Economic Cooperation (CEEC Report), Paris, Septem- 
ber, 1947, The CEEC report is primarily a policy report. It presents production “targets” 
and import requirements. As far as collection of basic facts and their economic analysis is con-, 
cerned, it cannot compare with the ECE report. Extremely valuable material will be found 
in the many reports (numbering twenty-four to the point of this writing) of the House 
Select Committee on Foreign Aid (Herter Committee). 
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for their very existence on foreign aid, although in Italy recovery has 
been remarkably rapid.’ 

In all the other countries in Western Europe T Scandinavia large 
strides have been made towards restoration of the prewar level of 
national production. The volume of industrial output in practically all 
Western European and Scandinavian countries is above prewar. Trans- 
portation, communication, and public utilities have been repaired and 
put in usable condition. Railroad freight (measured in ton miles) in 
all Western European countries (including even Austria but excluding 
Germany and the United Kingdom) is above prewar. That does not, 
of course, mean that national income is above prewar, except for the 
neutral countries Sweden and Switzerland, for Denmark, and probably 
for Great Britain. The main reasons are that agricultural production 
is still below the prewar level (even apart from the severe setback 
caused by catastrophic weather conditions—an unusually cold winter 
and summer drought—in 1947), that income from overseas investment 
is much smaller than before the war and that at least for some countries 
the terms of trade are less favorable than before ‘the war.** Moreover, 
the part-of national income that is available for civilian consumption is 
reduced as compared with the prewar level by larger governmental 


* The level from which it started was very low, however. 


See Monthly Bulletin of Statistics of the United Nations, Federal Reserve Bulletin, Feb- 
ruary, 1948, and the excellent discussion in the ECE Report, pp. 10-12. There it is pointed 
out that the gains in railroad traffic are partly or, in some countries, more than completely 
offset by a diminution in other freight and that it exposes the railroad system to a heavy 
strain, probably implying in some countries an actual depletion of capital invested in rail- 
roads. Nevertheless, the fact that there is so much stuff to be transported and that such a 
large volume of traffic can be handled, is a symptom of recovery. 


* The ECE Report comes to the conclusion that for most continental European countries 
(the exceptions are Denmark and Holland) the terms of trade were better in 1947 than 
1938. Great Britain, however, suffered a deterioration of 19 per cent in 1947 and 7 per 
cent in 1946, beth compared with 1938. The weighted average for Europe as a whole (in- 
cluding Bulgaria, Czechoslovakia, Finland and Hungary) shows practically no change (pp. 
58, 59). It is stated, however, that the report uses “average values rather than changes in 
prices” as a measure of the terms of trade (p. 58). It is not quite clear what the distinction 
amounts to. It seems that the average value measure uses current quantities as weights, 
while the other method, which is described as a “pure price index” (footnote 1, p. 58), uses 
1938 or some other “normal” quantities as weights of the price index. Unfortunately, it is 
not stated what difference in the outcome the use of the second method would make. 

It is not possible in this article to check and evaluate carefully the methods and results 
of the ECE Report concerning changes in the terms of trade. But even a cursory examina- 
tion raises doubts concerning the reliability and comparability of the underlying statistical 
data pertaining to different countries. For example, in the British case it makes a very great 
difference whether 1937 or 1938 is taken as a base. According to International Financial 
Statistics (compiled and published by the International Monetary Fund) the “unit value” 
of British exports rose from 100 in 1937 to 102 in 1938, while the “unit value” of imports 
fell from 100 to 93. (Vol. I; No. 3 [March, 1948], p. 126.) 

The only conclusion that seems to be certain is that no very sharp changes in the terms of 
trade have taken place. 


áa 
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expenditures (both for military and civilian purposes) and by the use 
of substantial resources for the repair of war damages. 

The British case deserves some special comments. As mentioned 
before, there is a paradoxical contradiction between the much adver- 
tised austerity on the one hand, and the over-all figures according to 
which in 1946 national income as well as the sum of personal expendi- 
tures on consumers’ goods and services (civilian consumption), both 
in real terms, were at about prewar levels.” 

The White Paper is careful to point out that “the fact that the 1946 
aggregate [of consumer expenditures] is rather higher than the 1938 
figure does not, in itself, mean that standards of consumption were in 
1946 back at their prewar level. It means simply that the particular 
collection of goods and services actually bought in 1946 would, if 
bought in 1938, have cost rather more than the goods and services 
that consumers in fact preferred to buy in that year” (p. 17). We may 
put the matter this way: Only if, in addition to the fact that the 1946 
collection of goods would have been more expensive at 1938 prices than 
the collection actually bought in that year, the 1938 collection of goods 
valued at 1946 prices were smaller than actual consumer expenditure 
in 1946 and if consumers had been free in 1946 to buy the 1938 collec- 
tion rather than the collection that they actually bought—only under 
these conditions could we definitely say that “consumer satisfaction” 
(consumption in real terms) was greater in 1946 than in 1938. The 
underlined condition is, of course, not fulfilled because of severe 
rationing and unavailability of many items. Moreover, there was a 
slight increase in population and the quality of many goods is below 
prewar. 

I conclude that the real volume of consumption has not yet reached 
the prewar level but it seems to me that it cannot be far below prewar. 
It should be remembered that the sharp change in the income distribu- 
tion and still more of the consumption distribution in favor of the 
lower-income classes at the expense of the middle and upper classes 
create an exaggerated impression of austerity. For most observers, 
especially foreign ones, become aware of the living conditions of the 
impoverished middle and upper classes, while the substantial increase 
in the standard of living of the lower-income groups is less conspicuous. 


™ See especially the National Income White Paper, Cmd. 7099, 1947, and discussions in 
The Economist, Oxford Statistical Bulletin, Liloyd’s Bank Review, and London and Cam- 
bridge Economic Service during the last two years. 

The National Income White Paper for 1947 (Cmd. 7377) was unavailable to the writer. 
But from the summary in The Economist (April 17, 1948) it appears that the rise in 
national income and consumption has continued in 1947 in spite of the setback caused 
by severe weather and fuel shortage during the winter. Moreover, in the 1947 White Paper 
the figures for 1946 were slightly revised in the upward direction. 
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Moreover, the reduction in “the welfare content of income” resulting 
from the change in the commodity composition of consumption and 
the restriction of consumer choice must be regarded as voluntary 
inasmuch as it is largely the unavoidable though unwanted consequence 
of deliberate policies, namely.of the prevailing policy of semi-planning 
characterized by price fixing, rationing, subsidies, allocations, etc. This 
is true also of the tremendous expansion of governmental outlays for 
civilian purposes (especially for social security schemes, public health). - 

The official White Paper refrains from computing national income 
on a real basis but Te Economist has made such a computation with 
the result that not only monetary but also real aggregate national 
income was already in 1946 a little above prewar.” 

That aggregate civilian consumption and national income in Great 
Britain should be at or near their préwar level sounds somewhat 
incredible and many attempts have been made to show that these 
favorable results are entirely due to all sorts of statistical mistakes, 
peculiar definition of income and the like.** The present article is not 
-the place to discuss these technical questions in greater detail and the 
present writer does not feel competent for this job. He thinks, how- 
ever, that the results of Te Economist are not too far from the mark, 
a conclusion which is shared by prominent British economists. 

It should be observed that the fact that both consumption and 
national income are near their prewar level is highly significant. If con- 
sumption alone were at prewar, it could be objected that this is possible 
only because of the foreign aid and loss of gold and other foreign 
assets. But in the national income computation borrowing from 
abroad and the depletion of foreign assets are, of course, deducted as a 

2 The same conclusion has been reached by D. Seers in Oxford Statistical Bulletin, July, 
1947. The ECE Report does not compute real national income figures. It contains, how- 
ever, on page 22, a table showing the value of output of commodities, of exports, imports, 
and of commodities available for home use (also per head of population), all expressed in 
U. S. dollars of 1938 purchasing power. According to this table, the value of output of 
commodities (excluding services) was $10.11 billion in 1946-47 against $9.38 billion in 
1938. However, because of the somewhat larger exports and much smaller imports in 
1947 as compared with 1938, the value of commodities available for home use was $10.7 
in 1947 against $11.2 in 1938. In order to convert these figures into a national income 
measure, we would have to add services and to subtract foreign disinvéstment. Services 
(especially “governmental services”) were so much larger in 1946-47 compared with 1938, 
that their increase overcompensates the heavy foreign disinvestment that took place in 


1946-47. Hence the findings of the ECE Report are not inconsistent with the statement 
that real national income in 1947 exceeded that of 1938. 


“To mention a few such factors: Restriction of consumers’ choice and quality changes 
are not allowed for; the evaluation of government services is rather euphemistic, the income 
of government officials, who on the whole rather hinder than help production, being con- 
strued as measuring “governmental output” or useful services; the earlier mentioned change 
in the composition of income is not allowed for. See various articles in the above-mentioned 
publications for detailed discussions. 
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negative item (disinvestment). On the other hand, if national income 
alone were at prewar, one might suspect that such a large part of it was 
needed for defense, repair of war damage, etc., that too little was left - 
for consumption. If it is true, however, that “personal expenditure on 
consumption” too is not far below prewar, that interpretation is. 
excluded. 

We are left, then, with the conclusion that from the point of view of 
total national income and consumption the British situation, far from 
being desperate, is more favorable than most economists would have 
expected a few years ago and better than most people realize.*° 

It is, of course, true that an uncomfortably large part of national 
income is currently spent by the government, no doubt largely for 
unproductive purposes such as defense and the upkeep of a huge 
bureaucracy. But if it is true that “personal expenditure on consumers’ 
goods and services” (i.e., civilian consumption) is not far below the 
prewar level, the burden can hardly be said to be of crushing weight. 
‘Moreover, as pointed out above, it is largely self-imposed and voluntary. 

Unfortunately, no comprehensive national income figures are cur- 
rently available for continental European countries (while, on the 
other hand, there exists no comprehensive index of industrial produc- 
tion for Great Britain). It seems unlikely that in any Western 
European country, except in Denmark and perhaps in Belgium, re- 
covery has gone so far as in Great Britain as measured by the return of 
consumption and national income to prewar levels. But there is no 
doubt that great progress has been made in every single country (still 
excepting Germany) towards a restoration of prewar levels of national 
income. Barring natural catastrophes, like last year’s weather, crippling 
strike waves and revolution, and gross monetary mismanagement (im- 
plying continuation of repressed inflation, open inflation or premature 
postwar depression), there is no reason to doubt that with a moderate 
amount of foreign aid, it will be possible in most countries (excepting 
again the defeated nations as well as Austria and Greece) to reach and 


* How this statement can be reconciled with the unfavorable balance-of-payment situation, 
will be discussed presently. 


1 Tn 1946, £2.3 billion out of a total national income of £7.9 billion. In 1938, it was £789 
billion out of £5.3 billion. Cf. Cmd. 7099, p. 19. In 1947 it was reduced to £2.1 out of £10.2 
billion. Cf. The Economist, April 10, 1948, p. 595. 


See, however, a recent attempt at the construction of such an index in the London and 
Cambridge Economic Service (Bulletin I, Vol. 26 [Feb., 1948]), which starts, however, only 
in 1946. The ECE has constructed such an index with 1938 as a base which in the second and 
third quarters of 1947 stands about 10 per cent above prewar and agrees pretty well with the 
London and Cambridge Economic Service for the years 1946 and 1947. Apart from the 
neutral countries, Great Britain is the only country in Europe for which agricultural pro- 
duction, too, is above the prewar level. See ECE Report, p. 21. 
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surpass prewar levels of total output and consumption (standard of 
living) within, say, two years." 

If this turns out to be true, and there is hardly a doubt that it is,*® 
we have another striking confirmation under a most severe test of the 
truth and wisdom of J. S. Mill’s and Alfred Marshall’s?® famous re- 
marks on the possibility and conditions of speedy economic recovery 
after a war. 


IV 


Such considerations, important though they are, cannot give a 
quantitative answer to the question of how much foreign aid is re- 
quired. The framers of the ERP, however, could not shirk the task of 
making concrete estimates. These estimates resulted, as is well known, 
in a request to Congress for an appropriation of 17 billion dollars for 
the period from April, 1948 to June, 1952, of which $6.8 billion was 
asked for the first fifteen months from April, 1948 to June, 1949. 
Congress eventually decided to authorize appropriations only for the 
twelve-month period from April 1, 1948 to April 1, 1949 and the $6.8 
billion were accordingly reduced to $5.3 billion.” In addition to that, at 
the request of the Army, $.8 billion was voted “for the prevention of 
disease and unrest in Germany.’’** 

Where did these figures originate and how were they obtained? The 
final American figures were derived from the Committee of European 


“Tf this sounds too optimistic, consider the following passage from the Harriman Report: 
“Tt is the judgment of all competent observers that these troubles [of Western Europe to 
expand production] flow from an arute shortage of working capital and from the serious 
disintegration of organized economic life rather than from wartime physical destruction.” 
(European Recovery and American Aid by the President’s Committee on Foreign Aid, 
Summary, Section 2.) There is no doubt that this diagnosis is substantially correct, except 
for Germany, where physical destruction is very severe; but even in Germany the present 
degree of economic paralysis is to a large extent due to the factors stressed in the above 
passage. Now a shortage of working capital and a dislocation of economic life surely can be 
removed within two more years. A similar optimistic conclusion was reached in a Swedish ap- 
praisal of European recovery in Quarterly Review, Skandinaviska Banken, April, 1948. 

-” According to the calculations of the ECE Report (Part I, Chap. 4) the recovery of 
output and production after World War II was on the whole speedier than after World War I 
(excepting again Germany) and this in spite of the much greater physical destructions and 
dislocations. Most observers, after the last war, were surprised by the speed with which 
production returned to prewar levels. For a careful analysis, compare A. C. Pigou, Aspects 
of British Economic History, 1918-1925 (London, 1947). 
= Mill, Principles, Book I, Chap. 5, Sec. 7; Marshall, Principles, 8th ed., p. 780. 


71 An attempt was made by the Appropriations Committee of the House of Representatives 
to appropriate less than the authorized sums and to require the reduced amount to be used 
over a fifteen-month rather than a twelve-month period. In the end $5.055 billion was 
provided for a fifteen-month period with the provision, however, that the entire amount 
might be used in twelve months if the President deem it necessary. 


na Western Germany will also receive a share from the ERP appropriation. 


+ 
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Economic Cooperation estimates of the total deficit of the participating 
countries with the Western Hemisphere.” The CEEC report estimates 
this deficit at $22.4 billion for the four-year period 1948-1951 and $8 
billion in 1948.” Of the total it was believed that $3.1 billion ($.9 bil- 
lion for 1948) might be financed by the International Bank and from 
private sources, leaving $19.3 billion ($7.1 billion for 1948) as the net 
request for United States government assistance. 

These CEEC estimates were then subjected to an intensive scrutiny 
by American experts and Jengthy discussions were held in Washington 
in the autumn of 1947 with the European experts who had been 
responsible for the CEEC report. 

As a result of all this, the CEEC estimates were somewhat reduced, 
mainly on the ground that certain commodities (especially steel and 
some types of equipment) would not be available in the quantities 
requested in the CEEC report. On the other hand, the CEEC estimates 
were raised to allow for the price rise that had taken place since July 1, 
1947. As a result of these two adjustments, the final estimate submitted 
to and authorized by Congress was $6.1 billion ($5.3 billion ERP plus 
$.8 billion special Army appropriation for Germany) for April, 1948 to 
April, 1949, as against $7.1 billion asked in the CEEC report for 
1948.7 

I turn now to the question about the method by which the basic 
estimates were actually obtained and how they might have been 
obtained. A method which would have been tempting to employ was 
to base the estimate of required aid on complete projections of the 
various nations’ “economic budgets” or “social accounts.” Needless to 
say, this was not done. Nor can the experts be blamed for not using that 
method in view of the fact that projections of national income, etc., were 
not particularly successful even when applied to the United States, al- 
though in this country statistical data are much more plentiful and 
the task is much simpler than in Europe where it is complicated by 
drastic structural changes wrought by the war, dependence on inter- 
national trade, political uncertainties, etc. 

The ERP experts concentrated on the balance of payments. They 
tried to estimate the prospective balance-of-payments deficits of the 

2 For details see CEEC Report and especially the excellent report, Outline of European 


Recovery (submitted by the Department of State to the Senate Foreign Relations Committee, 
Dec. 19, 1944), pp. 44, 113 and passim. 

8 According to newspaper reports, the original CEEC estimates were substantially larger. 
They were, however, discussed with and criticized by American officials in Europe and in 
deference to these criticisms scaled down to the above-mentioned level. 

Since the CEEC estimates were in terms of July, 1947 prices and prices have risen 
since then, the reduction in the CEEC estimates is somewhat greater than the dollar figure 
suggests. (See, however, footnote 21 above). 
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participating countries directly without attempting explicitly to esti- 
mate national incomes, etc. 

This procedure raises two major problems. First, is it possible to 
_estimate balance-of-payments deficits without at least implicitly esti- 
mating for the various countries the basic terms of their economic 
budgets such as national income, investment, consumption? Secondly, 
how can the high estimates of the balance-of-payments deficits and the 
undeniable fact that Great Britain and the other European countries 
are going through a most serious balance-of-payments crisis, be recon- 
ciled with the comparatively favorable levels of national output and 
consumption which have been reached in most of the countries con- 
cerned? Or to put the question more cautiously: Supposing the pro- 
duction problem has been solved, 7.e., the volume of production and con- 
sumption per head of the population has reached a satisfactory level 
(say, the prewar level)—-does that mean that the balance-of-payments 
problem has also been solved or, at least, that it is solvable and, if so, 
by what means? In other words, is there a specific balance-of-payments 
problem separable from the production problem, except in the sense that 
any country, however large its national income, can always try to live 
beyond its means, overspend its income and pile up a balance-of- 
payments deficit? Let us deal with the two problems in turn. 


V 


The answer to the first question obviously is that it makes no sense 
to estimate a balance-of-payments deficit without making at least some 
rudimentary assumptions (implicitly or explicitly) concerning (a) the 
expected magnitude of national income, consumption and investment, 
(b) the socially and politically tolerable minimum standards of living, 
and (c) basic economic policies pursued by the recipient countries. 
This follows from the following propositions: (1) However high the 
level of income, it is aways possible to pursue financial and monetary 
policies which will upset the balance of payments; (2) even with a low 
income level it is always possible to maintain equilibrium in the balance 
of payments, provided the currency is not overvalued and inflation is 
avoided; and (3) the equilibrium can always be a full-employment 
equilibrium (apart, of course, from frictional unemployment), if the 
required standard of living (wage and salary level) is not pushed up 
by trade union action or social legislation, in other words, if the obtain- 
able standard of living is socially and politically acceptable. 

With respect to all three factors, (a), (b), and (c), the Paris report 
as well as the Harriman report and the final Outline of ERP make cer- 
tain assumptions, but they are not all clearly formulated. 

On the crucial question of the type of economic policies and eco- 
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nomic and financial reforms to be pursued and carried out by the 
recipient countries, the Paris report and the American documents 
(especially the Harriman Report) are fairly, explicit. But the CEEC 
report does not go beyond a solemn expression of good intentions— 
the intention to make a strong production effort, to combat inflation, 
to balance the budget, to adjust and stabilize exchanges, to reduce trade 
barriers, and to study closer economic co-ordination, including the 
possibility of a customs union. The American documents echo and 
emphasize these declarations. But there are no guarantees, no binding 
promises, and no explicit conditions. 

This is in contrast to the international reconstruction schemes under- 
taken in Austria, Hungary, and other countries after the last war 
under the auspices of the League of Nations. The success of those 
reconstruction schemes was largely due to the close supervision of 
economic policy and financial and monetary reforms by experts of 
the League of Nations.” That there is nothing of this sort in the ERP 
is evidently due to political considerations. It is thought inexpedient 
overtly to’ impose reforms from the outside especially on countries 
that are under heavy pressure from the left. But the administrator of 
the program will have plenty of opportunity to exercise his tact and 
firmness in suggesting and insisting on reforms and changes in policy. 
It is of the utmost importance to realize that on the ability of the ad- 
ministrator to push through monetary and financial reforms, more than 
on anything else, will depend the success or failure of the whole pro- 
gram. . 

There are no explicit assumptions with respect to the national 
income underlying the estimates of the balance-of-payments deficit. 
Instead, there are production and investment “targets” for basic 
industries—-agriculture, coal, electric power, steel, fertilizer, oil-refining, 
inland transportation, shipping. These estimates, targets, and develop- 
ment plans have been checked and.screened by United States experts 
(especially the Harriman and Herter Committees and by the experts 
of the Administration). In many cases they were found to be over- 
ambitious and to require deliveries of American steel, machinery and 
equipment (heavy electrical equipment, farm machinery, etc.) that are 
still in very tight supply. These specific production targets were 
evidently regarded as indispensable for reaching a level of national 


* Tt is now customary to disparage the reconstruction schemes undertaken by the League 
of Nations in the 1920’s. The main reason for this unfavorable judgment is probably the 
fact that the economies of the reconstructed countries did not weather the storm of the 
Great Depression. But this is very unjust. The reconstruction of the ’twenties saved the 
various countries from economic chaos caused by inflation. This was essential for their 
economic welfare even though it did not make their economies. depression proof. 
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income which, after deduction of certain items mentioned earlier, 
would leave an “acceptable” standard of living. 

The assumptions underlying ERP with respect to what can be 
regarded as an economically, socially, and politically tolerable mini- 
mum standard of living (civilian consumption) are fairly clearly stated 
in the Outline of European Recovery Program (pp. 71-72). 

There it is pointed out that in order to get speedy recovery it is not 
only necessary to supply the working population with the “minimum 
consumption physiologically necessary for production,” but also to 
provide sufficient incentives in the form of physically non-essential 
consumers’ goods available for purchase out of current earnings. The 
opinion is expressed that there is “no margin in the estimates of the 
executive branch for modification in the direction of greater austerity.” 
In other words, it is believed that more austerity, that is, less consump- 
tion than is implied in the estimates of import needs, would lead to a 
fall in effort, efficiency, and output and would so defeat its purpose. 
It is estimated that if the goals of the CEEC program were attained, 
at the end of the Recovery Program in four years’ time, the European 
standard of living would still be slightly below the level of 1938. 

It seems to me that an over-all statement for Europe or the sixteen 
participating nations as a whole is not very useful and rather mislead- 
ing. Evidently the situation is very different in different countries. For 
countries like Great Britain, Belgium, Denmark, probably also for 
France and Norway, it is unnecessarily pessimistic to assume that by 
1952 they will not have reached their prewar standard of hving— 
barring serious political and social disturbances from outside and from 
within and assuming moderately reasonable economic policies. 

It is perhaps not sufficiently stressed in the various official reports 
that the minimum standard of living below which efficiency and output 
begins to decline is not fully determined by the availability of consump- 
tion goods, It is decisively influenced by economic policy. The Outline 
itself points out that “the lack of incentive is a product not only of 
the shortage of goods but of monetary inflation as well.” Especially 
“repressed inflation” and its machinery of rationing, price control, al- 
locations, etc., play havoc with incentives to work (apart from causing 
waste and misallocation of productive resources). Progressive taxation, 
beyond a certain point (which undoubtedly has been overstepped in 
Great Britain and other European countries) reduces the incentive to 
work and to venture. Most important, perhaps, in some countries the 
attitude, power, and political temper of trade unions put a floor under 
the minimum acceptable living standards. If money wages are forced 
up whenever real wages fall below a certain level, and if this level under 
existing conditions is incompatible with full employment, the conse- 
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quence must be continuous inflation with all its disrupting effects, a 
persisting strain on the balance of payments and/or a certain amount 
of unemployment. Naturally, the larger the foreign aid, the higher 
the real wage level which is compatible with stable, non-inflationary 
full-employment equilibrium. But with any practicable volume of 
foreign aid, it is always easy to push the standard of living beyond the 
level that can be maintained without inflation, unemployment, and 
external deficit. ; 

Summing up, we may say the assumption underlying the ERP is 
this: Only with United States aid of something like the contemplated 
size, will it be possible to restore by 1952 living standards in Western 
and Northern Europe (excluding Germany, Austria, Greece and Italy) 
approximating the prewar level without continuing large external 
deficits. In view of the production record since the end of hostilities 
this seems to me entirely feasible, provided we assume reasonable 
economic policies and acceptance by the population, especially by 
organized labor, of the wage level that is implied. 

It should be clearly understood that in any such calculation or 
estimate an assumption must be made as to what constitutes an 
“acceptable” or “adequate” standard of living (consumption), 7.e., a 
level which does not give rise to a continuous upward pressure on 
wages (exceeding the rate of growth in productivity). The definition 
of an “adequate” living standard underlying the ERP seems to be a 
standard in the neighborhood of the prewar level. In what follows we 
shall, for simplicity, accept that standard.” Correspondingly, we shall 
define an “adequate national output” as one which permits the country 
the enjoyment of an “adequate” living standard, that is, one in the 
neighborhood of the prewar level. 


VI 


I now come to the question of how to reconcile the desperate 
balance-of-payments situation of most countries of western Europe 
with their comparatively favorable production record. Is the external 
deficit merely the result of the fact that these countries are still unable 
to produce the physically or socially required minimum output or, 


* This does not constitute a scientifically demonstrable statement of fact, but is based 
on a value judgment of the following sort: No country shall receive aid, if it enjoys a 
living standard higher than the prewar level. The reader may, of course, if he wishes, 
substitute some other yardstick than the one here suggested. Instead of regarding a living 
standard in the neighborhood of the prewar level as adequate, he may be of the opinion 
that in some cases a higher level is justifiable on the ground, for example, that on a lower 
level the growth of communism could not be checked. Or he may be of the opinion that 
some countries ought to get along with less than they had before the war. But some 
assumption has to be made. Otherwise, the whole discussion would be entirely in the air. 


ki 
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if not, that they produce the wrong things or try to live beyond their 
means, that they attempt to consume and to invest more than they 
produce? Or is it conceivable that the production problem may be 
solved in the sense that an “adequate” national product is produced, 
while at the same time it is impossible to balance the international 
accounts? ™®® 

As far as the defeated countries and Austria and Greece are con- 
cerned, their balance-of-payments problem is nothing but an aspect 
of their production problem, that is, of their inability. to produce 
enough to provide a minimum standard of living. But how about the 
countries in Western and Northern Europe, assuming that their na- 
tional product has reached an “adequate” volume, ż.e., one close to the 
prewar level? 

It should be remembered that not only countries which suffered 
seriously in the war, but also countries which emerged from the war 
with enriched economies, like Canada, Argentina, and Sweden, experi- 
ence serious balance-of-payments difficulties and suffer from a “dollar 
shortage.” On the other hand, there are countries, like Jugoslavia and 
Poland, whose economies were probably more grievously damaged in 
the war than those of any other country except Germany, and who had 
to be kept alive by blood transfusion through UNRRA after the end 
of hostilities, that managed to live within their means and to equilibrate 
their balance of payments as soon as UNRRA deliveries came to an 
end. The same is true of Czechoslovakia with the difference that eco- 
nomically speaking she was a war profiteer, although her economy 
- must have suffered from the ruthless expulsion of three to four millions 
highly skilled and productive German and Hungarian inhabitants and 
from the far-reaching nationalization of industries. True, none of these 
countries achieved equilibrium by classical methods. But it can hardly 
be said that the Western European countries were handicapped in 
dealing with their balance-of-payments problem by a doctrinaire re- 
fusal to utilize illiberal trading methods such as quotas, exchange 
control, government trade monopolies, bilateral clearings, etc.! 

I do not want, however, to deny the seriousness, in the short run, 
of the balance-of-payments problem of the Western European nations. 
I think few would doubt that, if American aid were cut off suddenly, 
a most serious crisis would arise. The CEEC report does not exaggerate 


a The Economist (London, July 3, 1948) poses these questions very clearly (p. 4). 
But it is very misleading to call one the “American” and the other the “European” view. 
The so-called “American view” is shared by many European experts and vice versa. More- 
over, The Economist sees the dollar problem in the inability of the European countries 
“to possess themselves of as many dollars as they would like to use”! (ébid.) In this 
trivial sense the dollar is scarce not only for Europeans but for Americans as well. 
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very much when it says: “If the flow [of American help] should cease, 
the results would be calamitous. Europe’s dollar resources are running 
low. One country after another is already being forced by lack of dollars 
to cut down vital imports of food and raw materials from the American 
continent. If nothing is done, a catastrophe will develop as stocks are 
exhausted. If too little is done, and if it is done too late, it will be im- 
possible to provide the momentum needed to get the programme [of 
reconstruction, of financial and monetary reforms, and of restoring a 
freer flow of goods and services] under way. Life in Europe will become 
increasingly unstable and uncertain; industries will grind to a gradual 
halt for lack of materials and fuel, and the food supply of Europe will 
diminish and begin to disappear.” *” 

But assuming that the emergency of the transition can be overcome 
` —not an unrealistic assumption since the money for one year of ERP 
has been voted by Congress—why should it not be possible to develop 
within, say, a year or two sufficient exports or to produce substitutes 
for imports so as to fill the gap in the foreign balance, provided the 
over-all size of the national product is “adequate”? 

Let us discuss the reasons why this may be regarded as impossible. 
In the following analysis we accept not only the prewar level of na- 
tional product as a somewhat arbitrary measure of “adequacy,” but also 
assume that this level has in fact been reached or will be reached soon. 
Whether this is actually the case, is, of course, open to question. We 
must not go again into that issue,” but we must discuss a few disguised 
and implicit denials of the truth of that assumption. The first three 
points below deal with such cases. 

1. It might be said—and I have heard it said—that the import 
gap cannot yet be eliminated because it is necessary to enable Great 
Britain (if I may again use the country about which we are best 
informed as an example) to carry out an investment program which, 
in turn, is indispensable for her economic recovery. 

This really amounts, ‘again, to saying that national output is still 
inadequate. For to say that a certain amount of investment is necessary 
means one of two things: (a) either that income could not be main- 
tained without it,” in which case it is really not net investment but 
replacement and should be deducted from income, making it pro 
tanto smaller and “inadequate”; or (b) if it is net investment, that it 


* Vol. I, p. 60, The last sentence of this passage reads like a description of the American 
economy when it is in the grip of one of John L. Lewis’s work stoppages in the coal fields. 

Tf the reader thinks that the present writer’s optimism is unjustified, he should re- 
member that the following argument is independent of this issue. 


* What is at issue here is, of course, not the multiplier effect of investment on national 
income, but the function of capital as a factor of production, 
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must lead to a rise in income and if that increase is deemed “neces- 
sary,” the current level of output cannot be said to be adequate. How- 
ever, if we regard the prewar level of national income as adequate and 
assume that it has actually been reached (remembering that in the 
national income computation borrowing from abroad, the import sur- 
plus, is being allowed for as a negative item), the argument falls to 
the ground. 

2. It might be argued that, although national income is “ade- 
quate,” no large part is available for export or for import substitutions 
for the following reason: Consumption is at its socially tolerable mini- 
mum level (the prewar level), and can therefore not be cut to increase 
exports or to reduce imports. Now if income is at or above prewar and 
if the prewar situation was one during which positive investment was 
going on, current foreign disinvestment (the balance-of-payments de- 
ficit) must be offset in the national income by (private) home invest- 
ment and/or government “output.” Private investment can presum- 
ably be substituted for imports or used to increase exports. But as- 
suming that it is too small there remains only “government output.” 
This may be regarded as irreducible,“ because, for example, it con- 
sists largely of defense expenditures, 

_ Obviously, this argument again amounts to saying that national out- 
put is not “adequate.” 

3. It could be argued that, although national output may be near 
the prewar level and hence “adequate,” the deterioration in the terms of 
trade that has taken place since 1938 makes it impossible to provide 
-an adequate consumption standard. This again amounts to saying that 
the national income is still inadequate, for surely real national income 
as distinguished from volume of production) must be so defined as to 
allow for the effect of changes in the terms of trade.** 


"In fact, looking at the British figures for 1946 we find “foreign disinvestment” at 


£400 million, “net capital formation at home” at £714 million, and “government current 
expenditure on goods and services” at £2,329 million (Cmd. 7099, p. 19). It should be 
mentioned, however, that the investment figure (capital formation) is a residual and there- 
fore probably not very reliable (op. cit., p. 26). 

% Tt could also be argued that it is not exportable. This is, however, incorrect except in 
the short run. Government output absorbs labor and goods and services which undoubtedly 
could be used in industry for exports or for import substitution. 

Tt has been often pointed out, with special emphasis in the ECE Report, that a general 
rise in prices (apart from the deterioration in the terms of trade) has an unfavorable effect 
on any country with a large import surplus such as Great Britain. The reason is that a 
proportionate rise in export and import prices will widen the difference between the two 
(in terms of money) necessitating extra exports to fill the gap. Whether such a development 
really involves a burden depends evidently upon how the gap in the trade balance is being 
bridged. If it is filled by the export of services (such as shipping or tourist expenditures) and 
the prices of these services have gone up too, there is no loss. If the gap used to be filled by 


foreign investment income from fixed interest securities, the widened gap merely reflects | 


4. 
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ar 
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4. The basic argument of those who claim the existence of a real, 
intractable “dollar shortage” can be formulated as follows: Even if 
the national product is “adequate” as such, z.e., if a sufficient amount of 
goods or productive resources could be spared from home consumption 
and home investment and devoted to the production of export goods, 
it would be impossible, or at least very difficult, to find a market for 
sufficiently large additional exports. Stated so bluntly, this position does 
not sound very convincing. Nevertheless, it is very widely held by 
economists as well as others. 

To make sense, it must be assumed that imports cannot be further 
reduced or could be reduced only at sharply increasing costs. Moreover, 
since one can hardly speak of an absolute impossibility of raising ex- 
ports, the gist of the argument must be that export prices would fall 
sharply, in case an attempt were made to increase exports. Hence, the 
argument boils down to saying that if the countries now depending upon 
a huge import surplus from the Western Hemisphere try to fill the gap 
in their balance, the terms of trade will turn sharply against them.* 
This change in the terms of trade renders “inadequate” their national 





the depreciation in real purchasing power of investment income. 

The so widely adopted procedure of lumping services (such as shipping) with investment 
income rather than with commodity trade is very misleading in this connection. Unfor- 
tunately the ECE Report follows this confusing procedure. 


= The fundamental, terms-of-trade argument is often mixed with the dynamic argument 
to the effect that a deflationary spiral in the surplus countries might make the equilibration 
of the balance of payments impossible or difficult. Especially writers who wish to escape 
liberal conclusions at all cost are fond of inserting tricky short-run, dynamic considerations 
into the basic equilibrium analysis. A striking example can be found in Mrs. Joan Robinson’s 
brilliant essay, “The Pure Theory of International Trade,” (Review of Economic Studies, 
Vol. XIV, 1946-47, last paragraph on p. 104). It is interesting to watch her valiant struggle 
against certain conclusions from the theory which she obviously dislikes for ideological 
reasons, The struggle is made so hard for her by her scientific conscience which forces her 
to state the “classical theory” accurately and by her sense of realism which does not 
allow her simply to assume (as so many writers do) that the elasticities of international 
demand are such as not to permit a stable equilibrium to be reached. (See, especially, pp. 
100-102.) For another example see T. Balogh’s article “Britain’s Foreign Trade Problem,” 
Economic Journal, March, 1948, p. 83. At the decisive point deflationary spirals are intro- 
duced as a deus ex machina. 

Now, my point is not that these short-run phenomena should be neglected, but rather 
that the two types of analysis should not be mixed up. It certainly can be argued that a 
determined attempt on the part of the deficit countries to fill the gap in their foreign 
balance, implying as it would a sharp reduction in the United States export surplus, 
would have a depressive effect on the United States economy. But it does not follow that 
a serious depression in the United States would be the inevitable consequence. And if 
such a development really threatened, it would not be difficult to prevent the depression 
from becoming very serious. At any rate, it is easier to do something about a depression 
than to prevent a change in the terms of trade. There is no room here for discussing the 
cyclical aspects of these matters more thoroughly. I only want to warn against mixing 
short-run, monetary and business-cycle considerations into the more fundamental equi- 
librium analysis, 
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income which was, by assumption, “adequate” under the original terms 
of trade." 

This is, of course, a familiar proposition which raises many intricate 
questions of fact and theory, turning mainly upon the elasticities of 
demand for imports and exports. It will be remembered that exactly 
the same issue arose in connection with the German reparations in 
the 1920’s. At that time Keynes argued that Germany could not pay 
reparations of the size stipulated in the Dawes plan because the terms 
of trade would move against her. The only difference is that at present 
the question is not that of bringing about an export surplus, but of 
eliminating an import surplus.*° 

It is impossible to discuss these issues thoroughly at this point. 
. Ex post, Hitler’s economic achievements have clearly demonstrated,** 
it seems to me, that Keynes was quite wrong (although I personally 
was quite satisfied with the theoretical refutation of Keynes’ argument 
ex ante). I am convinced that similarly now it is quite unrealistic®’ to 
expect a sharp change in the terms of trade against the deficit countries. 
Let me indicate a few reasons for this statement. 


“T rule out as unrealistic the possibility that the elasticities of demand for imports and 
exports may be such as to permit no equilibration. Even Mrs. Robinson accepts that con- 
clusion of classical theory (op. cit., pp. 100, 101). If the elasticities were “perverse,” the 
terms of trade would have to shift in favor of the deficit countries. That case can be ruled 
out too, but if it occurred, it would weaken the thesis criticised in the text. Let it be 
emphasized once more that the assumption of an intractable dollar shortage without 
reference to the terms of trade and their impact on the standard of living is entirely 
fallacious. This fallacious view is widely held, even by The Economist. Cf. the article 
“Dollars—an American Problem,” July, 1948. There The Economist repeats, without 
qualifications, arguments which it had expressed in an earlier article “The Dollar Problem” 
(Dec. 4, 1943), pp. 550-51. The earlier article was criticised in my paper “Some Factors 
Affecting the Future of International Trade and International Economic Policy,” which 
appeared in Economic Reconstruction, ed. by S. E. Harris (New York, 1944), pp. 326-27 
and will be reissued in Readings in the Theory of International Trade (Philadelphia, 1948). 


* It is the question of eliminating an (American) export surplus rather than creating 
a (German) export surplus. 


** Hitler succeeded in raising from the German economy for unproductive purposes sums 
which were a multiple of the reparations annuities under the Young plan. He did, of course, 
not attempt to transfer them. But can anyone doubt that a sufficient export surplus could 
have been achieved, if a part of the resources that were actually devoted to preparing war, 
had been used for exports or for import substitution? (Note that the Jatter method would 
have tended to improve the terms of trade.) What could have prevented the transfer was 
(a) a serious depression in the world or (b) a refusal to accept German exports on the 
part of the reparations recipients (by raising tariffs and other obstacles to German exports). 
But these are different matters not at issue in the present context. 

= There is nothing wrong theoretically with the argument. “It is not inconceivable” as 
Marshall said (Money, Credit and Commerce, p. 354) that the terms of trade should move 
so sharply against a country or a group of countries, if they try to equilibrate their bal- 
ance, as to make the adjustment impossible, but it is extremely unlikely. 

* Further discussions will be found in my article “Dollar Shortage?” in The Foreign 


Economic Relations of the United States, ed. $. E. Harris, (Cambridge, Mass., Harvard 
Univ, Press, 1948), 


> an 


HABERLER; THE EUROPEAN RECOVERY PROGRAM 515 


a. Among the deficit countries there are countries of very different 
economic structure. There are not only the industrial countries of 
Western Europe, but also predominantly agricultural export countries 
like Argentina, Australia, Canada. It is mathematically impossible that 
the terms of trade should turn against all of them if they tried to 
equilibrate their international accounts. 

b. The filling of the gap in the balance of payments can be achieved 
not only by increasing exports but also by reducing imports. 

In the latter case, the terms of trade would evidently tend to 
move ĉn favor of the deficit countries. This is a very important point 
in the present situation, because it is obvious that European import 
needs will fall sharply as soon as agricultural production and the out- 
put of steel, coal, textiles, and equipment recover. Also the import of 
shipping services will decrease and the export of tourist services will 
increase (the latter reflecting an increase in American demand for 
foreign goods, therefore not tending to turn the terms of trade against 
Europe. 

c. It is true the loss suffered by European countries of investment 
income from overseas is permanent or at least long lasting. But it is 
hardly large enough an item in the balance of payments to cause an 
appreciable change in the terms of trade.” We must remember that 
the industrial countries have a great variety of actual and potential 
export and import articles. That fact effectively limits the change in 
the terms of trade that is required to bring about a given change in the 
foreign balance.“ Primary producing countries, because they are much 
more specialized, are in a more vulnerable position than industrial 
countries. 

My conclusion, then, is that adjustments in international trade 
currents of the magnitude required by the present world dollar shortage 
would not produce drastic shifts in the terms of trade of the ERP 
countries. 

Does that mean that these countries will find it easy to equilibrate 
their external balances? Not at all—but for very different reasons. 


VII 


Restoration of external equilibrium requires either that inflation be 
stopped and the currency revalued or that further drastic restrictions 
and controls be imposed. 


The ECE Report estimates this loss at $1 billion for Europe as a whole. 


“This patent and important fact, which has been often stressed by theorists of inter- 
national trade (for example, by Marshall, of. cit, and F. D. Graham, “The Theory of 
International Values,” Quarterly Journal of Economics, August, 1922), is being persistently 
ignored by the believers in a God-sent dollar shortage. They are probably misled by the 
classical custom of two country-two commodity examples of international trade. 
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‘Inflation can be either of the open or repressed kind. Which one 
does the greater damage? It can be argued that a mild repressed 
inflation is a lesser evil than a galloping open inflation. But the trouble 
with the former is that it seems to be impossible to get rid of it with- 
out going first through a period of open inflation. Take again the 
British case as an example. It seems to me an illusion to expect that it 
will be possible to get rid of rationing, price control, and allocation 
without permitting a substantial rise in prices. The present artificial 
price level could be validated in a free-market economy only after 
mopping up excess liquidity and after reducing cost of production. The 
latter would in all probability entail a cut in money wages, which is 
entirely out of the question. 

On the other hand, the alternative is not to maintain the present 
hybrid economy—half free, half controlled—but the imposition of 
more drastic controls. Both liberal critics of the present policies among 
British economists, such as Harrod, Hicks, Meade, Morgan, Paish, 
Robbins, and Robertson, as well as the few advocates of complete con-, 
trol, such as T. Balogh, agree that the inefficiency and wastes of the 
present system are intolerable. (Whether the totalitarian solution, 
vêz., complete or at least much more comprehensive control, is a prac- 
tical alternative is more than doubtful, but we cannot discuss this 
issue here. Theoretically it is, of course, always possible simply to - 
assume an omniscient and incorruptible administration which guaran- 
tees optimum allocation of resources. Much of the planning literature 
suffers from this question-begging assumption. ) 

To discontinue an inflation, open or repressed, always causes some 
real pain and shatters pleasant illusions. It requires some industrial 
adjustments and reallocation of resources which can hardly be achieved 
without a certain amount of temporary frictional unemployment. But 
let us not exaggerate. There is no justification for the widely held 
belief that an inflation must be followed by a period of deflation of 
commensurate intensity. Transitions from the big war inflations after 
the last war in Austria, France, Germany, and Italy to a period of 
stable prices were remarkably smooth.” There is absolutely no neces- 
sity that there should be a general and prolonged deflation. 

There must be, however, some reduction in consumption or invest- 

“| Sir H. Henderson believes that the “waste of productive power” caused by the present 


“excess of demand” is greater than the wastes due to deflation in the 1930’s. Economic 
Journal, September, 1947, p. 265. 


2 On the other hand, the mild inflation of the late ’twenties was followed by the Great 
Depression. An explanation for this apparent paradox would not be hard to find. Suffice 
it to say at this point that it disproves the widely held view which regards each deflation 
(depression) as the unavoidable and commensurate (if not just and well deserved) punish- 
ment for the excesses of the preceding inflation (boom). 
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ment, either private or governmental, when the foreign aid tapers off. 
This follows from the fact that the disappearance of the import sur- 
plus financed by American aid implies that fewer goods will be available 
for home consumption and investment irrespective of whether the 
gap is eliminated by a fall in imports or a rise in exports. It is dis- 
tasteful to make statements on this side of the Atlantic which seem to 
suggest that European nations live on too lavish a scale and ought 
to retrench. But there can be no doubt that the greatest danger for 
the success of the Marshall Plan is that the participant countries per- 
mit a standard of living to be established which can be maintained 
only with American help. For that reason it is so important that the 
resources supplied by American aid should be used to the greatest 
possible extent to stimulate investment rather than to raise consump- 
tion.** 

In the case of investment, another danger has to be guarded against. 
It would be a mistake to concentrate too much on types of investment 
that yield a return only at a comparatively distant future. This danger 
seems to me very real. It is fostered by the easy money policy and by 
the passion for government planning** which naturally concentrates on 


“There is a double reason for that: First, productive investments are a means of raising 
national output and consumption in the future. Second, a substitution of investment for 
imports or exports does not require a lowering of the standard of living, such as a substitu- 
tion of consumption would. 

As far as economists are concerned, it goes without saying (but it may be well to remind 
ourselves) that it does not necessarily follow that ERP deliveries should consist as far as 
possible of investment goods (industrial raw materials and equipment) rather than of 
food and other consumer goods. Let us remember that capital can move internationally 
in the shape of consumption goods as well as in that of capital goods. Which form it takes 
is a matter of the international division of labor depending upon the comparative cost 
situation of the countries concerned. There is a presumption that industrial countries, 
especially if they are supplied with some basic raw materials such as iron and coal and 
if they are planning for international division of labor rather than for autarky, should 
import capital largely in the form of food. It is a good thing that the ERP law does not 
prescribe that aid should be given in any particular form and it is gratifying that Congress 
did not accept the proposal advocated in some quarters, including the Herter Committee, 
according to which the question whether aid was to be given in the form of a grant or 
credit, was to be decided according to the nature of the goods delivered: Equipment was 
to be delivered on credit and materials and food on grants. There would be no economic 
justification for such a rule. 

In this connection the larger question may be raised whether it would not have been 
advisable (or will become advisable in subsequent years) to put the program on a monetary 
basis, that is, to allot a certain amount of money to each country and to do away with 
the complicated and expensive machinery of allocating and procuring individual com- 
modities and with making forecasts of commodity requirements and availabilities. Super- 
vision of monetary and financial policies and budgetary controls would be much more 
useful and efficient than detailed commodity planning. The Jatter is a relic from the 
period of wartime scarcities and is rapidly becoming obsolete. Is it not time to scrap the 
clumsy wartime planning, and replace it by the much more efficient price mechanism? 


“It is one of the ironies of our time that “capitalist” America, the country which sup- 
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hydroelectric installations and similar long-range investment schemes. 
It has been stressed recently by many prominent British economists 
(e.g., by J. R. Hicks, R. Harrod, Victor Morgan) that in Great Britain 
too large a part of the productive resources is being committed to exces- 
sively long-run investments. In other words, round-about ways of pro- 
duction are being initiated which are incompatible with the current rate 
of saving and the amount of American aid which is available. 

Let me recall the passage from the Harriman Report (which was 
quoted earlier) to the effect that the European troubles flow rather 
“from an acute shortage of working capital . . . than from wartime 
physical destruction.” Similarly, J. R. Hicks has drawn attention to 
the fact that one of the worst and most disrupting consequences of 
suppressed inflation is that it sucks the economy dry of stocks.“ The 
consequence is numerous interruptions in industrial activity whenever 
there is the smallest hitch in the flow of goods through the economic 
organism.** 

If this is correct, it follows that replenishment of inventories, 2.¢., 
investment in working capital, the shortest kind of investment, will 
have to play a prominent part in the recovery program. The same 
holds true of other kinds of comparatively short-term investment, I 
mean investments designed to repair and patch up things. There is 
great danger that these pedestrian though essential and highly pro- 
ductive improvements are neglected by the attention that is being paid 
to grandiose investment schemes which catch the public’s and the plan- 
ner’s eyes.“ 


posedly stands for free enterprise, strongly encouraged the European countries in their 
central planning. This was certainly not the outcome of a deliberate plan on the part of the 
American statesmen. But it is a fact that the way in which the Marshall Plan was pre- 
sented to the European countries, left them no choice but to draw up a four-year plan. 
A European economist who took part in the Paris negotiations told the writer: “When 
I worked for my government, it took me five months to draw up an import plan for the 
next year. When I came to Paris, the questionnaires submitted by the American experts 
forced me to make a plan for four years within one week.” 


* Lloyds Bank Review, Summer, 1947. The same is often true, although to a much 
lesser extent, of open inflation. 


“As an illustration, imagine the disruptions which would be caused in the American 
economy by, say, a short coal strike or a teamsters walk-out if there were no stocks to 
cushion the impact. 


“This is, of course, one of the consequences of the fact that the price mechanism has 
been largely eliminated and its place has not been taken and cannot yet be filled (at least 
in a “free society”) by comprehensive planning. The inefficiency and wastefulness of semi- 
planning are especially glaring in the field of allocating resources over time, Łe., in the 
investment field. The preoccupation of Keynesian theory with aggregate investment with- 
out paying any attention to its internal (especially time) structure has prevented a proper 
understanding of this very important matter. (This does not mean that the Keynesian 
approach is not entirely legitimate and fruitful in other contexts, for example, in the 
analysis and therapy of depressions in a free-market economy.) Cf. the following passage 


`æ 
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Summing up, if either one or both of the two mistakes are made, 
if the standard of living is allowed to rise too high, or if the capital 
structure is overextended, the participating countries will be, at the 
end of the ERP, whether it comes in two years or in four, in the 
same predicament as they are now. Especially their balance-of-pay- 
ments problems will be as far from a solution and their dollar deficit 
as high as at present and they will be able to plead—quite truthfully 
from a short-run standpoint—that they are on the verge of economic. 
collapse unless further dollar credits are granted. It is probably too 
optimistic to hope that these mistakes will be entirely avoided. It is 
wiser to expect a serious crisis at the end of the ERP, whenever it 
comes. But there is no reason, barring extraneous disturbances and 
gross mismanagement, why the remarkable recovery in output which 
has occurred since the end of hostilities should not go on, enabling 
Europe to enjoy a gradually rising standard of living. This is sufficient 
justification for expecting that the European countries will be in a 





from E. Victor Morgan’s article “Multilateralism Eventually” (The Banker, London, 
October, 1947, p. 25) which deserves to be quoted in full: “Perhaps the greatest single 
contribution [of British economic policy to world recovery] would be a return to a 
rational system of prices-—-including, of course, wages, which are only a special kind of 
price. The price system is an essential test of efficiency, the only possible yardstick with 
which to compare the usefulness of different kinds of effort directed to different ends. But 
prices have been so bedevilled by inflation in some sectors, and by controls and subsidies 
in others, that the price yardstick is about as useful as an elastic tape measure. ,The 
price system, too, should guide resources into those uses in which they are most 
needed; but in present circumstances the pressure of unspendable income is constantly 
raising the prices of uncontrolled and black market goods and so diverting resources 
from more to less necessary ends. If we could export more textiles, we could buy more 
bacon, and if we could buy more bacon, we could probably get more output from 
miners, steelworkers and others; yet the textile industries remain short of workers because 
consumers can pay high prices for luxury goods and services and so enable the producers 
of these to outbid the textile manufacturer for labour. This is only one of many examples 
of a price system distorted by inflation. 

“Another aspect of general policy which will greatly affect the export position is the 
amount and direction of new investment. Too much emphasis has recently been laid on 
grand schemes of re-equipment, and this has obscured the fact that a lot can be done 
by a policy of ‘make do and mend.’ An old-fashioned British industry may still compete 
with a newer foreign one provided that its owners do not expect old capital to yield as 
high profits as new, and workers do not insist on real wages as high as those in the more 
efficient foreign industry. New investment is needed in order to pay good wages and good 
dividends, ż.e., to raise the standard of life all round, and it will be good long-run policy 
to encourage the highest practicable level of investment for many years to come. But if 
the nation tries to do too much at once, it will only overstrain its resources and do more 
harm than good; this has been made glaringly obvious lately, and is now generally rec- 
ognized. 

“Hence it follows that we shall have to be content in the immediate future with con- 
siderably less new investment than our optimistic planners had counted on, and it becomes 
even more important to direct this limited amount into the channels in which it will confer 
the greatest benefit. Sound judgment in this most difficult matter has been made even 
harder by the practice of submitting grandiose plans on behalf of entire industries.” 
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much better economic position, and one may hope that they will also 
be politically more consolidated than they are at present to weather 
a crisis of transition. 


VIII 


Mauch stock has been placed in the device of local currency deposits 
for the purpose of mopping up purchasing power and stopping in- 
flation. The final legislation of the Marshall Plan provides that for 
commodities or services furnished to a participating country on a 
grant basis (as gift), a “commensurate amount”*? in local currency 
shall be paid in a special account. These sums shall be used “for 
purposes of internal monetary and financial stabilization, for the 
stimulation of productive activity,” etc., by agreement between the 
participating country and the administrator. R 

It has been widely assumed that by sterilizing such sums it would 
be easy to counteract inflation to any desired extent. To the extent 
that ERP goods are sold for local currency it would indeed technically 
be possible to contract the circulating medium. For many of the re- 
cipient countries deliveries on grant will probably be large enough for 
the corresponding local currency deposits to exert a substantial de- 
flationary pressure,*® if, otker things being equal, the local currency 
equivalent were withdrawn from circulation. But it would be an 
illusion to assume that we have in this method an easy and painless 
solution of the inflationary problem. Such a policy would require 
the faithful cooperation of the foreign governments. It would be very 
easy for them to offset the anti-inflationary effect of the local currency 
deposits by expenditures elsewhere. 

The experience with the British loan shows clearly that we have no 
easy and automatic solution here. The truth of the matter is that 
the fundamental problem as formulated earlier in this paper, namely, 
how to keep the standard of living within reasonable bounds and how 
to direct investment into the right channels (specifically how to avoid 
overambitious long-run investment schemes), have to be faced square- 

The law refrains from defining what a “commensurate amount” is. This question will 
have to be decided by the administrator in negotiations with the participating countries. 
Some intricate problems may arise in this connection in countries with multiple exchange 
rates or because of the fact that the sales price may be less (say, in case of subsidies) 
than the landed cost. Local currency deposits are required only for deliveries on grant not 


for those on credit. Compare the discussion of this matter in Outline of European Recovery 
Program, p. 49. 


The law provides that out of $5.3 billion not less than $1 billion should be delivered 
on credit. The administrator will decide (in consultation with the National Advisory 
Council on International Monetary and Financial Problems) how much of the rest shall 
be given as grant. The distribution of the total among the participating countries has not 
been laid down in the law. 


at 
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ly. Local currency deposits can contribute to a solution, but only if 
they are treated as one element of the over-all policy. It will be 
remembered that a problem analogous to the local currency deposits 
arose in connection with the German reparations. It was the question 
of what should be done with non-transferred sums which had been 
collected in German currency and placed on reparations account at 
the disposal of the Agent General for Reparations. It was then pointed 
out that, in order to exert deflationary pressure and so to bring about 
an export surplus and to enforce the transfer, the sums ought to be 
sterilized and not invested (as they actually were) in the German 
money market. At present, it is not a question of bringing about an 
export surplus but of reducing the import surplus of the participating 
countries, but the problem is the same.” 


IX 


It has been the American policy, pursued with astonishing persist- 
ency for the last fifteen years, to lead the world back to non-discrimina- 
tory, multilateral trading methods. The Bretton Woods Agreements, 
the Geneva Agreement on Tariffs and Trade (October, 1947) and the 
I.T.O. Charter are milestones in this uphill fight. The Anglo-American 
Loan agreement contained specific undertakings on the part of the 
British government and led to the premature and for that reason 
disastrous step of making sterling freely and multilaterally convertible. 
Ex post, the reason for this spectacular miscalculation is pretty clear. 
To open the gates for imports in a country which is still under heavy 
inflationary pressure, with the symptoms barely suppressed by stifling 
controls, was bound to be a failure." 

The failure of that premature attempt at enforcing multilateral 
convertibility has evidently made the framers of the ERP cautious. 
There are no binding commitments on the part of the participating 
countries with respect to their trade and exchange policies. There are 
only, as mentioned above, solemn promises in the CEEC Report “to 
abolish as soon as possible the abnormal restrictions which at present 

©It goes without saying that a solution which implies a severe depression with much ° 
unemployment would not be regarded acceptable. That is the reason why the financial] 
sterilization of the local currency equivalents cannot be regarded in isolation from the 
fundamental question of the standard of living, wage level, and the type of investments 


which are to be undertaken. Monetary deflation without regard to these basic matters would 
at once spell depression. 


“Tt is well known that the situation was aggravated by the escape of capital, ie., of 
some of the sterling balances accumulated during the war. The whole thing could have 
been easily foreseen: All that was required was the application of the elementary principles 
of internitional trade. For further analysis, see my paper “Dollar Shortage?” in The 
Foreign Economic Relations of the United States, ed. S, E. Harris (Cambridge, Mass., 
Harvard University Press, 1948). 
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hamper their mutual trade” and “to aim, as between themselves and 
the rest of the world, at a sound and balanced multilateral trading 
system based on the principles which have guided the framers of 
the Draft Charter for an International Trade Organization.”*? The 
final U. S. legislation (“The Foreign Assistance Act of 1948”) refers 
to and underlines in Sec. 115 (b) these pledges of the CEEC countries. 
It also provides that with each participating country an agreement 
shall be concluded in which “appropriate provisions” shall be made, 
“among other things,’ for “taking financial and monetary measures 
necessary to stabilize its currency, establish or maintain a valid rate 
of exchange, to balance the budget .. .” and for “co-operating with 
other participating countries in facilitating and stimulating and in- 
creasing interchange of goods and services . . . and co-operating to 
reduce barriers to trade among themselves [ż.e. the participating 
countries] and with other countries.” It is to be hoped that this chance 
to promote freer trade will be exploited to the full. Since it is backed 
by ample funds, it is a unique opportunity which should not be 
allowed to slip. It requires, however, in order to be successful, that 
the government budget be balanced, excess liquidity be mopped up, 
current credit expansion be avoided and exchange rates adjusted. In 
other words, open inflation must be stopped and the state of repressed 
inflation discontinued. The latter implies a radical change in the policy 
of rationing, price fixing, and allocation. Professor F. Lutz has pointed 
out™ that “the ultimate return of the European countries to multi- 


"= CEEC Report, Vol. I, p. 30. 


The Marshall Plan and European Economic Policy, Essays in International Finance 
No. 9 (Princeton, Princeton Univ. Press, 1948), p. 19. See also the excellent discussion of 
the extreme importance of restoring multilateral trade, and of the prerequisites of such 
a policy, in the ECE Report (passim). In one respect, this able document seems to me the 
victim of a fallacy: In discussing the possibilities of European export expansion, it is 
stated that the possibility of Europe achieving an export surplus with countries outside the 
United States (say, in Latin America and South East Asia) and using the proceeds for 
settling the trade deficit with the United States triangularly, “is extraordinarily unpromis- 
ing because of the serious deterioration in the trade balance of non-European countries 
with the U. S.” (p. 70). This is fallacious because the reason of that deterioration is 
precisely the fact that those countries have to buy in the United States all those manu- 
factured goods which they used to get in Europe. If Europe were again able to deliver 
these goods and to dislodge United States exports in Latin America, etc., those countries 
would automatically develop an export surplus with the United States which could then 
be applied to Europe’s trade debit balance with the United States. 

Of course, there may be all sorts of difficulties and hitches: Europe may have to make 
price concessions to recapture its markets in Latin America and elsewhere, but the chances 
are certainly not bad. Those countries are used to European goods and the German example 
after the last war proves that in a short time the old trade channels can be reopened. There 
may be difficulties in the United States when exports fall. But this has nothing to do 
with criticized argument. Still another difficulty is that the Latin American countries 
themselves are at present in a state of general overspending and balance-of-payments 
trouble. But this again is something different from the point in question. 


"w 
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lateral trade, free from foreign exchange controls, import licensing, 
and the like, depends on their own economic policies rather than on the 
volume of aid they may receive. The amount of that aid. . . will not, 
per se, evoke the shift in policy toward a free trading world.” This is 
quite true in the sense that even with a large volume of foreign aid 
it is always possible to overspend in a manner which would effectively 
maintain inflationary pressure, open or repressed, and so necessitate 
the maintenance of tight controls on foreign trade which, in practice, 
cannot help to take on a bilateral pattern. On the other hand, Pro- 
fessor Lutz would not deny, I am sure, that foreign aid, if applied 
wisely, will make it easier to introduce the reforms necessary for 
restoration of multilateral trade. 

In this field again there is great danger that too much emphasis is 
placed on grandiose but utterly Utopian schemes and that the pre- 
occupation with such schemes which easily catch the eyes of the 
public (and are eagerly embraced by politicians and statesmen because 
they afford an opportunity for displaying idealism, yet do not imply any 
real commitment) cause a neglect of more modest, pedestrian though 
vital reforms which have the disadvantage of stepping on many toes. 
(No real reform can avoid hurting special interests.) Such a grandiose 
plan is the formation of a Western European Customs Union or Eco- 
nomic Federation. This idea has always been popular in the United 
States. It has found its expression in the “Declaration of Policy” of 
the ERP legislation (“Foreign Assistance Act of 1948,” Sec. 102 (a)): 
“Mindful of the advantages which the United States has enjoyed 
through the existence of a large domestic market with no internal 
trade barriers, and believing that similar advantages can accrue to the 
countries of Europe, it is declared to be the policy of the people 
of the U. S. to encourage these countries .. .” and then, after this high 
sounding beginning, the declaration trails off into a weak ending: 
“through a joint organization to exert sustained common efforts as 
set forth in the report of the CEEC signed at Paris on September 22, 
1947, which will speedily achieve that economic co-operation in Eu- 
rope which is essential for lasting peace and recovery.” 

There can be not the slightest doubt that freer and more intensive 
interchange of goods between the participating countries (and as much 
trade as possible between them and Eastern Europe) is essential for 
their recovery. But it is equally certain that, in spite of all the talk 
of well meaning, internationally minded idealists and of high sounding 
resolutions of dozens of official and unofficial international gatherings, 
a European Economic Union is impossible without complete political 
unification. It is therefore utterly Utopian, unless it were to be imposed 
by a European dictator, a Hitler or a Stalin. A mere customs union 
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would not mean anything nowadays with all other devices of interna- 
tional and national control being maintained. And where are there two 
countries in Europe (except perhaps Belgium and Holland**) which 
could agree on such things as rationing, price control, subsidies, in- 
vestment policies, credit policy, taxation, etc.? It can even be argued 
that a reduction of customs duties under present conditions would be 
bad in most cases because it would merely lead to a tightening of 
other, more disruptive controls” and would increase inflationary pres- 
sure. The truth of the matter is that even with a much lesser degree 
of planning and government intervention than is now being practiced 
everywhere in Europe, a European economic unification is impossible. 
For the plans of different countries simply do not mix. 

This criticism of a European economic union or customs union should 
not be regarded as an expression of defeatism and counsel of despair.” 
It is nothing of the sort. It is only a warning not to waste efforts on 
a chimera. Europe can recover without an economic union or customs 
union having been set up. It is true, reopening of multilateral trade 
channels within Europe as well as in the world at large is essential 
for speedy recovery” and utilization of multilateral trading methods 
will reduce the burden upon the American taxpayer or at any rate 


“Benelux so far is nothing but a customs union meaning very little and it remains 
to be seen whether the two countries will be able to forge a complete economic union. The 
difficulties which they encounter are quite formidable. For a competent discussion, see 
Preliminary Report 24, Subcommittee on France and the Low Countries of the House 
Select Committee on Foreign Aid, The Belgian-Luxemburg-Netherlands Customs and 
Economic Union (Washington, Government Printing Office, 1948). 


This is, however, not true of the United States because the other controls are, at 
present, not practiced in this country. 


“Let me add that I use the word Economic Union or Customs Union in a strict, eco- 
nomic sense. There is no objection implied against the political movement now under way 
for closer European cooperation in the political and economic sphere. If a state of affairs 
could be restored as it existed before the outbreak of the Great Depression, with the same 
tariff level as existed then, few quotas, no exchange control, comparatively free travel, 
etc—that might well be called an economic union compared with the present situation. 
A union or federation in this non-exclusive sense would, of course, be all to the good. 


“See the ECE Report where it is shown that intra~-European trade has lagged behind 
Europe’s trade with the rest of the world. The recovery of the latter is largely due to 
United States aid. 

The resumption and expansion of trade with the Russian dominated countries in Eastern 
Europe has special economic and political significance, but for lack of space cannot be 
discussed in the present article. Nor is it possible to deal here with the portentous problem 
of German economic recovery. For Western Europe, trade with the Russian block is not 
of very great importance. For Germany and Austria, it is. From a purely economic point 
of view a continuation of the deep depression of the German economy need not prevent 
Western Europe from continuing its own recovery, although an improvement in the German 
economic situation would certainly accelerate the recovery of its neighbors, especially the 
Low Countries. From a political point of view, however, a continuation of the stupor 
of the German economy is fraught with dangers which are bound to have serious economic 
repercussions, 
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make the effect of a given number of dollars more effective. The Ad- 
ministrator has plenty of opportunity to foster multilateral trade, be- 
cause; fortunately, there are no serious limitations on “off-shore” 
purchases, #.e., purchases outside the United States." In other words, 
the Administrator can buy relief goods wherever they are cheapest. 
In fact, it will not be particularly difficult, I think, during the life of 
the ERP to revive multilateral trade, by underwriting to some extent 
clearing balances between the participating countries, making offshore 
purchases in Europe and elsewhere by footing Great Britain’s wheat bill 
in Canada, and so on. The real difficulty will be to maintain these gains 
and to keep trade flowing multilaterally once the ERP begins to taper 
off. 

Efforts should be devoted to the task of loosening exchange control 
and eliminating quotas for good—a herculean task which, to repeat, 
requires the prior restoration of internal monetary equilibrium in the _ 
various countries and adjustment of exchange rates. A substantial suc- 
cess in that direction would constitute a major achievement and if there 
are any energies left, they should be directed towards an all-round 
reduction of tariffs rather than be wasted on the futile attempt to set 
up a preferential tariff system for Europe. 


% The only restriction is that “surplus agricultural commodities” shall “insofar as prac- 
ticable” be procured only within the United States. There are, however, exceptions to this 
rule and there is probably no danger that it will be seriously restrictive. Cf. Economic 
Cooperation Act of 1948, Sec, 112 (d). 


HUNGARY’S RECENT MONETARY CRISIS 
AND ITS THEORETICAL MEANING 


By BERTRAND Nocaro* 


Not many monetary catastrophes similar to those which succeeded 
the First World War immediately followed the Second World War. 
Aside from those in Greece, Hungary, Poland, and Rumania, only 
quite limited currency depreciations have been observed so far. Hun- 
gary, however, presents a case of extreme depreciation which leaves 
the fall of the mark in 1923 far behind. When the fall of the mark 
was finally arrested, the paper mark was converted into a new mark 
which equaled the old at the ratio of one trillion’ depreciated marks 
to one goldmark. When on August 1, 1946, however, the pengd was 
replaced by the new forint after less than one year of monetary crisis, 
the ratio was 400 octillions? to one forint and since the 1938 pengö was 
equal to 2.07 forints, the ratio was actually 828 octillions® of de- 
preciated pengd to one prewar pengo. 

Hungary’s latest monetary crisis is, however, notable not only for 
the speed and extent of the depreciation, but also for the nature of 
the measures taken in an effort to check it and for the circumstances 
in which the currency was stabilized: Finally, this crisis is significant 
as a novel attempt to neutralize the depreciation through the use of 
an index-currency. 

So far, not all facts relating to the extraordinary features of the 
Hungarian currency problem are known in every detail. Although the 
history of this monetary crisis goes back less than two years, the 
data available are not as complete as one might wish. It is, neverthe- 
less, possible to draw some very instructive conc hisions and it is in- 
teresting to raise questions even if for the present some of them have 
to remain unanswered. 


I. The History of Hungary s Monetary Crisis 


A. The Stages of Depreciation 
When after the First World War the Hungarian government had 


* The author is professor of economics in the Faculty of Law, University of Paris. This 
article has been translated from the French version by Dr. Helen Osterrieth Nicol, a member 
of the staff of the department of economics, George Washington University. 

2 One trillion according to American and French usage, one billion according to English 
and Central European usage. Figures quoted henceforth will be given in American and 
French usage. 

? One octillion =: 1,000,000,000°. 

7 As much as 920 octillions according to the pengd-dollar rate. 
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succeeded in putting an end to the currency depreciation, it adopted 
a new monetary unit, the pengd, which was equal to 263.16 milligrams 
of fine gold. This new money was put into circulation on January 1, 
1927 and remained stable until 1931 when it broke away from gold. 
Before the beginning of the Second World War the pengö was sacrificed 
on the exchange market because of the existence of a gold premium 
of 50 per cent in terms of its original parity. Thus, on the eve of the 
last war, the pengd-dollar rate was 5.14 pengé to one dollar. 

During the war, Hungary’s monetary situation was affected by 
government financial policy and by economic circumstances. In 1937 
a five-year plan for rearmament had been adopted which entailed, at 
the outset, an expenditure of one billion pengö. This was followed by 
war expenditures and occupation costs so that from 1939 to the end 
of 1944, the national debt increased from 1,659 millions to 15 billion 
peng6, while the note issue increased from 831 millions to 10.7 billions. 
During the same period, large deliveries made to Germany and Italy, 
especially of cattle, very much reduced the country’s food supplies. 

Accordingly, there existed two conditions for a price rise, that is, 
for an internal depreciation of currency—an increase in the monetary 
medium (signes monétaries) and a decrease in the supply of commodi- 
ties. Nevertheless, during this first stage, that is from 1938 until the 
end of 1944, Hungary’s monetary situation was in no way exceptional.’ 

The first months of 1945 marked the beginning of the second phase 
of Hungary’s currency depreciation. Following the arrival of the Rus- 
sian armies, there was first a period of about four months during which 
note issues ceased almost completely because the Hungarian nazis 
had carried off the bank-note reserves of the National Bank. Further- 
more, the Russian Army put into circulation only the small amount of 
money sufficient for its own needs. On the other hand, all war restric- 
tions such as taxation, rationing, etc., had been suspended, while the 
supply of commodities remained very low. During this period the cost 
of living rose fifteen times from its former level. 

On April 29, 1945 the Hungarian government again put notes 
into circulation, but an improvement in the food situation compensated 
for the effect of the new issues.° 

In September, 1945, the depreciation of the pengé accelerated. It 
should be noted that a large number of pengö had entered that part of 
Transylvania which was annexed by Rumania, where these pengs 


* Cf. Revue de la Situation Economique à ?Etranger, published by the French Ministry 
of National Economics (le ministère francais de économie nationale), No. 1 (January, 
1946), p. 77. 

‘Cf. N. Kaldor’s article on “Inflation in Hungary,” Manchester Guardian, weekly, 
(December 7 and 13, 1946). 
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circulated side by side with the leu. The Roumanian government con- 
verted only a part of them and the rest returned to Hungary. The 
same thing happened with pengö which had filtered into Austria. 
These old pengé were withdrawn from circulation on August 1, 1945, 
but the budget expenditures were covered by normal revenues up to 
not more than approximately 15 per cent. New issues of pengö in- 
creased rapidly. Towards the end of the fall of 1945, the third stage 
began when Hungary found itself engulfed in a currency depreciation 
which is without historical precedent. 

The following table’ gives the main statistics of this great monetary 
crisis. 


TABLE I 
Price Index Dollar Exchange 
Dates Base: August 26, on the 
1939= 100 Black Market 

1945 July 105 1,320 

August 171 1,510 

September 379 5,400 

October 2,431 23,500 

November 12,979 108,000 

December 41,478 290,000 
1946 January 72,330 795,000 

February 435,887 2,850,000 

March 1,872,913 17,750,000 

April 35,790,361 232,000,000 

May 11,267 millions 59,000 millions 
1946 First two weeks in June 862,317 millions 7,600,000 millions 

Second two weeks in June 954 trillions 42 ,000 trillions 

First two weeks in July 3,066, 254 trillions 22,000, 000 trillions 

Second week in July 11,426 quintillions 481,500 quintillions 

Third week in July ` 36,018,959 quintillions 5,800,000 quintillions 

Fourth week in July 399 ,623 septillions 4,600,000 septillions 


Table II shows the increase in the total number of notes issued by 
the National Bank of Hungary. 


B. The Devaluation of December, 1945 


The first attempt to check the depreciation of the pengd was made 
towards the end of December, 1945. A decree was broadcast Decem- 
ber 18 and published by the press on the 19th. By this decree the 


? This information was given by Professor Eszlary in a lecture delivered at the University 
of Pecz (Hungary), during the academic year 1946-47. He was kind enough to transmit 
this information to the author. 


1C}. the first of three articles published by Professor Varga in the Neue Zürcher Zeitung, 
(January 7, 8, and 9, 1947), . 
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government proclaimed the following regulations: Henceforth, all notes 
of 1 thousand or more pengö were prohibited from further circulation, 
unless stamps were affixed to them. The stamps were sold by the 
government at a cost of three times the face value of the notes. Thus, 
an owner of four one thousand pengo notes could only keep one of 
them by sacrificing three others for it. Private currency holdings and 
the number of notes in circulation were thus reduced by three-quarters. 
Meanwhile, the face value of bank deposits and other credits and 


TABLE II 
Date Notes Issued 
December 31, 1945 765,400 
January 31, 1946 1,646,000 
February 28, 1946 5,238,000 
March 31, 1946 34,002,000 
April 30, 1946 434,304,000 
May 31, 1946 65, 589,000,000 
June 30, 1946 6,277 ,000,000,000,000 
July 31, 1946 17,300,000 , 000 , 000 , 000 , 000° 


a 17.3 quintillions. 


liabilities was unchanged; and, in particular, wages and salaries were 
untouched. 

When these regulations were announced, many business men thought 
they had to raise their prices. Subsequently, from these new levels, a 
very considerable fall in prices took place—amounting to 40 per cent, 
60 per cent, and even 80 per cent—for a great many commodities. 
But it lasted only a few days. At the end of the month, this price fall 
was completely checked and the movement of prices tended upwards 
again. Soon the depreciation of the currency advanced so rapidly that 
it not only was felt from day to day, but even from hour to hour. 
Employees had hardly received their pay when they rushed outside 
to buy what they could. 


C. The Creation of the Tax Pengé 


On January 1, 1946, other measures were put into effect. These were 
designed not to check the pengd depreciation but to neutralize its 
effects. A new money of a special nature made its appearance. This 
money was called the tax pengd (pengoe fiscal). 

The creation of the tax pengé was, at its outset, a simple fiscal ex- 
pedient. In all countries where an accelerated depreciation of the 
currency occurs, the tax yields lose a great deal of their purchasing 
power between the time that the tax is imposed and the time when it is 
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collected and the tax sums expended. It was therefore decided that tax- 
payers would henceforth pay the treasury the amount of the tax as 
stipulated on the tax notice, multiplied by a factor corresponding to the 
daily published price index. In order to achieve this result easily, a new 
money of account, the tax pengd, was created. Its rate was published 
every day in accordance with a price index expressed in terms of 
regular pengd. The taxpayers’ liabilities were thus designated in this 
money of account. 

Soon, however, this money was used in business transactions. Be- 
ginning with January 10, 1946, commercial banks and savings banks 
opened valorization accounts which they were obliged to establish in 
tax pengo. After the depositor had paid in a certain amount of regular 
pengo, he received, upon withdrawal of his deposit, the same amount 
of pengö, multiplied by a factor equal to the ratio of the tax pengod’s 
rate of the day of withdrawal to the rate of the day of deposit. 

These valorization accounts were encouraged in order to reduce the 
demand for dollars, the purpose of which was to acquire a stable 
money. The general use of the valorization accounts meant that the 
banks receiving deposits in this form were able to grant credits under 
the same conditions. 

Beginning with June 1, 1946, notes of tax pengö were issued. They 
could be bought in exchange for regular pengé at post offices or savings 
banks. Owners of tax pengé could keep them or later exchange them for 
an amount of regular pengé corresponding to the rate of the tax pengo of 
the day—as if they had a valorization account, with the advantage that 
they were not required to give advance notice. It was therefore as- 
sumed that the tax pengo would be hoarded. But soon many payments 
were stipulated and settled in tax pengd. The tax pengö thus ceased 
to be solely a money of account but played the role of a store of value 
until it became currency which fulfilled all the functions of money. 

Soon, however, the tax pengé which on January 1, 1946 was equal 
: to one regular pengd developed a slight premium in relation to the 
latter, and finally an “astronomical” one. On February 1, it was worth 
1.7 regular pengd; at the end of June, it was worth 7.5 billions; on 
July 5, 1.2 quintillions® and on July 27, 2 octillions. 

The depreciation of the regular pengé in terms of commodities and 
in terms of the dollar took place at the same time as its depreciation 
in terms of tax pengd. This is shown in the first column of Table 
III. 

The tax pengo depreciated as shown in Table ITI. 

Until April 18, that is for almost four months, there was no price 


€ One quintillion == 1,000,000,000*; one octillion = 1,000,000,000°. 
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rise whatsoever in terms of the tax pengd, which meant that it did 
not depreciate internally until then. Also, not until some time in April 
did the tax pengd depreciate in terms of the dollar. Beginning with 
June 20 the depreciation accelerated. It became suddenly more severe 
between July 16 and 23, precipitous between the 24th and the 27th, and 
more moderate during the last three days of the month. It should be 
noted that the extreme depreciation of the tax pengd occurred only. 





TABLE IIT 
Average Daily Rise Prices į Index of the Dollar 
Year of Prices as HEG EE Rate of Exchange 
(1946) Percentage of the Tax PRD on the Black Market 
Tax Pengö (Jan. 1, 1946=1) in Tax Pengö 
Jan. 2 — 1.0 1.0 
April 18 — 1.0 1.5 
April 19~May 31 2.8 2.4 1.9 
June 1~-19 6.9 4.8 5.9 
June 20~July 8 19.9 22.8 21.9 
July 9-15 43.5 101.0 116.0 
July 16-23 95.8 875.0 981.5 
July 24-27 258.5 15,454.9 37 ,037.1 
July 28~31 5.4 10,551 .0 8,518.5 


after the news had leaked out that it was to be withdrawn, without 
information as to its rate of conversion. 


D. The New Forint 


On August 1 a new monetary unit was put into circulation, called 
“forint,” equal to 75.7 milligrams of gold.? The regular pengd were 
withdrawn from circulation and redeemed at the exchange rate of 
400 octillions to 1 forint and the tax pengö, which continued to circu- 
late as auxiliary currency, were converted at the rate of 200 millions 
to 1 forint. The new forint dollar rate was 1 to 11.74. Since it had been 
1 to 5.14 before the war, the exchange multiplier adopted by the 
National Bank between the 1938 pengö and the 1946 forint was set 
at 11.74 to 5.14, that is, in round figures, 2.3. 


E. The New Price Structure 


The conversion of prices expressed in prewar peng6 to prices ex- 
pressed in new forints was not made by an equally simple method. 
The authorities in charge of monetary reform thought that the current 
price structure needed to be substantially revised. It was deemed neces- 


° Decrees of July 26 and 28, 1946, 
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sary to make certain that disposable purchasing power was proportional 
to actual output so as to avoid another currency depreciation. 

National income, that is the value of the total output, was thus esti- 
mated at only 60 per cent of that of 1938, but since reparations and 
reconstruction payments had to be taken into account the rate was 
lowered to 50 per cent. Consequently, it was decided that wages 
estimated in 1938 pengö should not rise to more than 55 per cent of 
their prewar level, at a time when output per industrial worker was 
at a level of 75 per cent of the prewar rate. As to salaries, a rate of 
"40 to 42 per cent was adopted, and for rents the rate was fixed at 60 
per cent for low rents and 40 per cent for high rents. The price of grain 
was fixed by means of a factor of 2.2 applied to the price of prewar 
pengd; the average was 2.7 for farm prices and 4.4 for industrial prices. 
It was actually planned to adjust the purchasing power of the farmers 
to the share of the industrial output which was to go to them. An 
_ ultimate fall in industrial prices was, however, anticipated.” 

This price structure was decided on before it was known what the 
exchange rate of the pengd with the new monetary unit would be. 
The announcement was made, according to Kaldor, only the night 
before the stabilization. The prices of forints were on the average 
three times those of 1938 pengé while income payments, such as wages, 
etc., which had already been fixed in terms of old pengé, were con- 
verted into forints at the rate of 3 to 1. 

Official documents** emphasize that as soon as the monetary reform 
was completed, effort was made to establish and maintain a budgetary 
equilibrium and to avoid any new inflation. These documents do not 
make allusion to any measure intended to guarantee the regular con- 
‘ version of the new forint in dollars to maintain a stable exchange rate. 

Some commentators, therefore, believed that Hungary’s monetary 
crisis had run its course and had been solved according to classical 
theories, that it was solely due to inflation and that, in contrast to the 
monetary experiences which followed the first World War, the mone- 
tary reform of Hungary had been effected by internal measures alone 
and without outside help. A more detailed analysis of the facts, leading 
to somewhat more complex conclusions, will be developed in the second 
part of this article while the third and last part will be devoted to the 
problem of an index-currency. 


During the year which followed the monetary reform, prices rose an average of 25 
per cent which affected agricultural products mostly. Cf. OA ai Tájékoztató 
(Journal of Economic Statistics, Sept., 1947). 


“Cf. the decree regarding the establishment of the forint of July 20, 1946, and the 
announcement published by the National Bank of Hungary on the same day. 
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Il. Theoretical Considerations 


A. Deflation and Decline in Demand 


The extraordinary depreciation of the Hungarian currency is un- 
doubtedly linked to an inflation of the classical type, that is an ab- 
normal issue of money by the state in order to offset a budgetary 
deficit. The interpretation of such a phenomenon appears so simple that 
one need not make the effort to formulate it more explicitly. While 
creating money for its own account, the state provides itself with 
purchasing power which has no counterpart in output. This is added 
to the purchasing power of individuals rather than being levied on 
them in form of taxing or borrowing and thus destroys the equilibrium 
between supply and demand. It should, however, be noted that the 
enormous increase of issues of money to which the state resorts pro- 
vides no exact measure of this disequilibrium for when depreciation 
becomes extreme the excess of purchasing power created by the last 
issues is generally very small.” The acceleration of the depreciation 
appears then primarily as the result of a psychological phenomenon; 
it is the “flight from money.” This money circulates therefore with 
extreme rapidity. 

On the other hand, the great inflations of history have usually 
occurred either during wartime or after a war, that is during a period 
when the output available to consumers is very much reduced. This 
raises prices and the price rise, which is customarily attributed to in- 
flation (in other words, to the increase in the quantity of money and 
therefore to the increase in demand), is partially due to the decrease in 
supply. Hungary’s latest monetary crisis underlines the importance 
of this observation for it illustrates, as we have seen, a period during 
which prices rise rapidly, even though there was no increase in the 
quantity of money in circulation. 


B. An Interpretation of the Attempt at Devaluation 


Equally instructive is the attempt made by the Hungarian govern- 
ment at the end of December, 1945 to check the depreciation of the 
pengö by reducing by three-quarters the quantity of notes in circula- 
tion. The announcement of this measure could at other times have 
had a psychological reaction which would have brought about a price 
fall; it generated, however, first a price rise due to a contrary psycho- 
logical reaction, the motives for which were stated above. This price 
rise was followed by a price fall once the measure had been put into 


2 At the time when the tax pengd were withdrawn from circulation, their total value 
did not exceed fourteen million forints. 
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effect, but it lasted only a few days. When the mechanism of this 
operation is analyzed, this is easily explained. The volume of paper 
currency, that is the quantity of notes existing at a given moment, 
was reduced by three-quarters and so were the currency holdings of 
business firms and individuals. Their current liquid funds were thus 
curtailed which brought about a fall in the price of gold and the dollar, 
but the volume of bank deposits and other credits, and, related thereto, 
incomes and especially wages, had not been changed. The measures 
adopted by the government were therefore not of a nature to reduce 
incomes on which during the same period the demand for goods and 
services depended. Entrepreneurs were free to draw on their bank de- 
posits or to borrow in order to avoid a temporary reduction of their 
cash balances. 

This experience confirms that it is wrong to reason in the abstract 
when contemplating ‘such an operation and thus to assume that 
a reduction of the monetary stock will necessarily generate a price fall. 
In order to counteract a price rise, it is necessary to decrease incomes 
and therefore the quantity of money which enters the market during a 
given period.** 


C. A New Conception of Inflation 


It seems as if the Hungarian monetary authorities learned a lesson 
from this experience. When they undertook the monetary reform, 
their fundamental idea, according to Kaldor, was that a monetary 
system could not be stable unless the total of incomes did not exceed 
the money value of goods and services available. 

This conception should at first sight surprise economists who are 
used to the idea that total incomes are necessarily equal to the value 
of output—which is understood, broadly speaking, when taking all 
economic activities into account. This is because the total value of the 
output includes the incomes of all those who have helped to produce it. 
But this equality must be understood to be that of the value of 
products sold and of the total of incomes already paid out for their 
production. Thus, if wages are suddenly raised, total incomes will rise 
higher than the value of the goods actually put on sale, calculated on 
the basis of wages previously paid for their production. It is there- 
fore possible to state that there is an excess of total-incomes over the 
total value of the output, which is equivalent to saying that there 


Thus understood, the reduction, of the quantity of monéy does not necessarily bring 
about a price fall, for if supply is insufficient, a quantity of money which has been reduced 
may equally well serve to pay at a higher price for a reduced quantity of commodities as 
to pay at a lower price for a constant quantity of commodities. Cf. Bertrand Nogaro, 
La Valeur Logique des Théories Economiques, Chap. 1. (Paris, 1947). 
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is a rise in money incomes without corresponding increase in output. 

As a matter of fact, it could be objected that in order to have an 
increase in money incomes there should have been an increase in the 
quantity of money in circulation. In the modern economy, however, 
if incomes are increased, the quantity of money in circulation increases 
automatically. If entrepreneurs have to face an increase of wages they 
start by drawing down their deposits thus increasing the quantity of 
money in circulation. Then, if necessary, they will borrow from their 
banks and the banks will create paper money or credit instruments 
(de la monnate fiduciaire ou scripturale*). 

This is a new conception of inflation, much closer to present reality— 
and especially as concerns actual conditions in France—than the tra- 
ditional conception which stated that inflation is solely the result of 
issues of money made by the state in order to prevent a budget deficit. 


D. Hungary’s Depreciation and the Exchange Rate of the Dollar 


It is now better understood how the application of a sliding scale 
of wages could contribute to accerelating the depreciation of the 
pengö, by raising the purchasing power in the same proportion as prices 
rose. It also makes clear why the generalization of the principles of a 
sliding scale through the creation of a currency with automatic revalori- 
zation, in spite of being necessitated by the circumstances, had the 
same effect. Though the preceding discussion shows how the Hun- 
garian currency depreciated, it does not explain why the rate,of de- 
preciation should have become accelerated to the point of surpassing 
all previously known depreciations. 

The data presented here undoubtedly do not solve this problem com- 
pletely. Nevertheless, it must be said that the depreciation of the 
Hungarian currency cannot be explained from internal factors alone. 
This depreciation was not only characterized by a price rise, but also 
by an equivalent rise of gold and foreign exchange, and especially, 
of the dollar rate of exchange. 

While it may happen that an internal depreciation of the currency 
caused by inflation is accompanied by inconvertibility, and therefore 
by an exchange loss—considered as an additional phenomenon—it also 
may happen that an exchange loss which follows from a disequilibrium 
in the balance of payments may bring about a rise of internal prices 
which requires an equivalent creation of money. It is in this order that 
the correlative phenomena developed at the end of Germany’s great 
monetary crisis. It would be interesting to discover what role the for- 

* As to an analysis of the conditions which cause the creation of bank money and a dis- 


cussion of the dictum “loans make deposits,” the author refers to his book, La Monnaie et 
les Systèmes Monétaires (2nd ed., Paris, 1948), p. 18 and following. 
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eign exchanges and the increase in the exchange rate played in Hun- 
gary’s monetary crisis. 

In any case, it is certain that a dollar-pengd exchange rate con- 
tinued to be quoted on the official exchange market and on the free 
market and that during some periods the exchange rate preceded the 
internal depreciation of the pengd in terms of the price index. 

Furthermore, it should be noted that during the great monetary crisis 
of 1945-46 dollars entered Hungary in the form of bank notes“ and 
these dollar notes were purchased, like gold, by those who held reserves 
of pengö which they were not able to spend immediately and who 
wanted to exchange them for a stable currency. In all, the premium 
on the dollar seems to have had largely the nature of an internal 
exchange rate (agio intérieur), and it is quite likely that the com- 
parison constantly made between a currency which keeps its pur- 
chasing power and one which melts away, contributed much to ac- 
celerate the depreciation of the latter. On the other hand, we know 
that industrialists adopted the custom of computing their manufactur- 
ing costs in dollars which, according to some observers, contributed 
more than the sliding scale of wages to the accelerated price rise of 
industrial products.** And there is evidence that merchants acted in 
the same way. The extreme depreciation of the pengö may be explained 
by the general custom of adopting as a money of account a money, 
namely the dollar, which fluctuated dizzily upward in a highly specula- 
tive market, with consequent impacts on all prices. 

The history of monetary crises suggests that great depreciations arise 
especially if their exists a gap between two currencies, be it external 
(crisis of foreign exchange) or internal. It may well be that Hungary’s 
monetary experience, if studied more closely, confirms this thought. 


E. The Stabilization of the Hungarian Currency and Its Convertibility 


In any case, it would be a grave error of interpretation to say that 
Hungary’s monetary reform was of a strictly internal character. What- 
ever the timing and effectiveness of the measures taken to prevent 
the internal depreciation of a currency, the task remains to guarantee 
its stability in terms of gold or foreign currencies which have stable 
parities. If the external stability of the national currency can be facili- 
tated by a combination of adequate economic measures—especially 

ae At the time of the monetary reform, the National Bank of Hungary accumulated 


about 12 million dollars in foreign exchange especially in United States notes, while the 
pengo withdrawn from circulation amounted to only 14 million forints. 


1 Cf, the Revue de la Situation Economique è l'Étranger, published by the French 
Ministry of National Economics, No. 1 (January 31, 1946), p. 64. 
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those which tend to stabilize the purchasing power parities*’—it is 
also true that, in the last analysis, this follows only from a regulatory 
mechanism which tends to guarantee stability of the rate of exchange. 

From the point of view of the value of the forint in internal exchange, 
the recovery of gold by the National Bank corresponds to the old- 
fashioned conception that gold is a “security” or the necessary 
guaranty of a bank note. The value of the forint in terms of the dollar 
and in terms of other currencies which have a stable exchange rate 
with the forint, is, however, an entirely different matter. After all, the 
stability of the exchange value of a national monetary unit in terms 
of other national monetary units can only be guaranteed if they are 
reciprocally convertible at a fixed rate. This conversion can be assured 
according to traditional methods by converting unit for unit the in- 
ternal paper money (note) or credit instrument (bank account) into 
national gold pieces and then converting weight for weight these pieces 
into foreign currencies. This conversion could, however, be equally 
well performed by the intermediary of an exchange bureau or agency 
which buys and sells at a fixed rate in national currency bills of ex- 
change on foreign countries and which supplies, in case of need, official 
bills of exchange if the number of private bills of exchange offered on 
the market is insufficient. This supply of bills of exchange may be due 
to either reserves or foreign credits abroad. Failing rigid conversion at 
a constant rate, a conversion which is based on parities which are 
slightly variable could be guaranteed by a banking agency or by 
an exchange equalization account. The stability of the exchange rate 
can be assured, discreetly and without official action, by the interven- 
tion of the central bank or a large bank which assumes the responsi- 
bility of absorbing the excess of bills offered, or on the other hand, 


This does not refer to Cassel’s theory of purchasing power parities. According to Cassel, 
the rate of exchange of an inconvertible currency would not fluctuate beyond the limits 
determined by the purchasing power parities, because he thinks that importers will not 
be willing to pay for a foreign currency such a sum in their own currency, that a commodity 
bought abroad would be more expensive than a commodity bought at home. After all, 
one buys abroad only goods which one does not find at home or not in sufficient quantity. 
When, therefore, the foreign exchange rate rises this tends to restrict purchases abroad, 
but to the extent that a purchase is necessary, the importer will pay the foreign exchange 
at the market rate and consequently raise his sales price. The rise of the prices of imported 
products will then affect the level of prices at home. The purchasing power parity changes, 
therefore, as a result of the exchange parity. 

What the author means is that when a new exchange parity is established the purchasing 
power parity existing at that time must be taken into account. It is necessary, so as not to 
encourage importation excessively and in order to be able to export, that goods bought 
abroad in foreign currency be not much cheaper than similar goods bought at home and 
that home goods do not become too dear to foreign buyers. An equilibrium in the balance 
of payments should be maintained so that exchange reserves will not be exhausted and so 
that it will be possible to maintain a fixed parity in the long run. 
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of supplying the necessary amount. But the stability of exchange, even 
of a currency, the purchasing power of which is reasonably stable at 
home, cannot be maintained without some regulatory mechanism. 
The fluctuations of the exchange rates, linked as they are to those of the 
supply and demand of foreign bills of exchange and therefore to the 
balance of payments, cannot be held within narrow and predetermined 
limits unless all supply or all demand are in some manner or other im- 
_ mediately balanced at an approximately stable rate of exchange. 

When the Czechoslovakian crown stopped fluctuating in' 1922, this 
was not the result of its growing scarcity alone, because it had not 
stopped fluctuating and falling in spite of a draconic devaluation policy. 
‘It remained completely stable afterwards and in spite of a large in- 
crease in the issue of notes because the Czechoslovakian government 
had succeeded in acquiring gold reserves and foreign credits in order 
to supply the exchange market with a regulatory reserve and because 
the Prague Banking Commission (office bancaire) adopted the policy 
-which had been traditional with the National Bank of Vienna—of 
intervening, if necessary, by buying a surplus of bills of exchange or by 
selling the additional bills of exchange needed at a price equivalent to 

the chosen parity. 

' Likewise, the real “miracle of the Rentenmark” at the end of 1923 
was not so much that of substituting a “secured currency” (une 
monnaie “gagée”) for the depreciated paper currency, but of collecting 
and employing the German funds which had fled to the United States 
in order to create an equalization fund. This served the purpose of 
supplying dollars at a fixed exchange rate in terms of marks as well as 
supplying marks in terms of dollars. 

In the case of Hungary, in spite of the fact that the official docu- 
ments do not mention foreign credits nor an equalization fund, one 
can be just as certain that the new Hungarian forint remained stable 
in terms of the dollar, not only as a result of the internal measures 
taken—as shown above—but also because, as a matter of fact, the ex- 
change market was so equipped as to assure the conversion of the forint 


into the dollar on the basis of an official parity. From this point of 


view, the accumulation of a gold reserve by the National Bank and 
its collection of the dollars which circulated in Hungary, represent 


* In a review of a book by the author of this article, La Monnaie et les Systemes Moné- 
taires, published in Economica (August, 1937), the reviewer claimed that the author was 
“unable to conceive of a permanently stable inconvertible currency.” If, however, the 
currency in question is inconvertible into metal, long discussions in this book are, quite 
to the contrary, devoted to showing that such a currency can be completely stable. But 
the discussion also brings out that it can only be kept stable because of another mechanism 
of conversion which, furthermore, may follow from actual fact. This discussion can only 
be briefly summarized here. 
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much more than measures taken to satisfy a popular prejudice. The 
accumulation of gold, foreign currencies, and foreign securities actually 
furnished 12 million dollars which, added to the 32 million of re- 
patriated gold dollars, supplied the central bank with a reserve of 44 
million dollars, that is, more than 517 million forints, when at that 
time the ceiling for the authorized note issue was 1 billion forints. 
Although the meaning of the operation was not essentially the amount 
of “backing” (more than 51 per cent), it was not the less necessary 
from the exchange point of view and it is probable that this action was 
rounded out by other appropriate measures. 

The Hungarian experience, therefore, need not contradict earlier 
experiences as concerns the realized stabilization of the national 
currency in terms of foreign currencies. 


Ili. The Problem of an Index-Currency 


A. The Tax Pengo as Money of Account, then as a Complete Currency 


The Hungarian monetary experience did, on the other hand, reveal 
a discovery. This is the appearance of the index-currency. As shown, 
this original creation was quite empirical and by accident; it did not 
follow from any preconceived ideas. Its purpose was to guarantee tax 
revenues, but it deserves to become the subject of a theoretical analysis. 

As mentioned above, the creation of an index-currency, called the 
tax pengo, developed through two stages. First, it was a simple money 
‘of account which was automatically revalorized according to the daily 
price index. A certain sum in regular pengdé was deposited on a given 
day; this sum was equal to a certain number of tax pengo at the ex- 
change rate of the day, which on the day of withdrawal gave right to 
another sum of regular pengd, fixed according to the exchange rate 
of that later day. Sincé this exchange rate was theoretically determined 
by the price index in regular pengé, it can be said that the sum de- 
posited had automatically become revalorized by a factor equal to the 
ratio of the price index on the day of withdrawal to the price index on 
the day of deposit.*° 

The tax pengd thus assumed the role of a store of value. But the 
other functions of money—medium of exchange and standard of value 
—were always fulfilled by the regular pengö, in which prices were 
established and payments were made. 


*In practice the number of regular pengéd was first divided by the exchange rate of tax 
pengé of the day of their deposit. This figure was then multiplied by the rate of exchange 
of the tax pengé on the day of withdrawal. Suppose, for instance, that a sum of 10 million 
regular pengő were deposited on day A. The rate of tax pengd was 50—that means 200,000 
tax pengd. On day B the rate of tax pengö rose to 100, which makes 20 million regular 
pengé, the purchasing power of which is equal to that of the 10 million pengö on day A. 
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. During a second stage, the tax pengd-—-which was issued in the 
form of notes—became a complete currency, fulfilling all the functions 
of money. Prices and wages were little by little established in tax 
pengő and payments were made in them. 

This raises the first question. Is the introduction of an index- 
currency, such as the tax pengd, of such a nature as to check the 
depreciation of the circulating medium? Or does it have other purposes 
than to prevent the consequence of its depreciation? 

It has been said that the creation of the tax pengö even in its first 
form, rather than slowing down the depreciation of the regular pengö, 
to the contrary accelerated it. Actually, the depreciation of the regular 
pengo increased following the creation of the tax pengö on January 1, 
1946. Was it a matter of cause and effect? It is almost impossible to 
. proye, All that can he said is that the creation of an index-currency 
hy setting up a sort of sliding scale favoring that part of income which 
is not immediately spent, makes this income extensible; it tends, con- 
sequently, to increase monetary reserves and to lower the resistance to 
the price rise. On the other hand, one can observe that to the extent 
that an index-currency compensates the effects of high prices, it serves 
to discourage demands for a wage increase based on high prices. , 

Moreover, the essential purpose of the creation of an index-currency 
is to neutralize the effects of high prices. We must therefore ask 
whether this result can be obtained. 

It should first be noted that this neutralization can only occur to the 
extent that the sums received in regular money and which are not 
immediately spent, can be laid aside and then used again, after multi- 
plying them by a factor corresponding to the price index. Bank custom- 
ers in Hungary had adopted the habit of depositing their liquid funds 
in the evening so as to withdraw them, revalorized, the next morning. 


B. The Theoretical Problem of an Index-Currency 


After allowance is made for the peculiar circumstances which applied 
to the system, the Hungarian experience gives an idea of its effective- 
ness. For four months the index of the tax pengd remained stable 
while the difference between the value of the tax pengo and that of 
the regular pengö corresponded to the price index. This is easily 
understood, since any sum deposited in regular pengd and converted 
into tax pengd was at the time of withdrawal automatically revalorized 
in terms of the price index. If, beginning with April 19, the price index 
as expressed in tax pengo reveals an internal depreciation, then this is, 
according to trustworthy evidence, because from that day on the au- 
thorities decided no longer to take full account of the whole of the price 
rise for the purposes of fixing the price of pengé. Furthermore, for 
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technical reasons, the value of the tax pengé was fixed every day ac- 
cording to the price index of the preceding day—this means with an 
approximation which during a period of extremely rapid ene 
was far from being negligible. 

The experience of the tax pengd confirms therefore the logical de- 
duction that the establishment of a money of account which is destined 
to fulfill the sole function of a store of value, protects its owners from 
the fluctuations of internal purchasing power of the current money 
to the extent that these fluctuations are recorded in a price index. 

The circulation of notes drawn up as tax pengd, however, raised an 
entirely different problem. Henceforth there existed a monetary instru- 
ment which was able to fulfill all the functions of money. Prices were 
established in it and it also served to make payments. Even though the 
owners of this money were assured of the stability of its purchasing 
power, this does not exclude the hypothesis that for any reason what- 
soever they might have insisted on raising the prices of their products 
or services. In that case the index-currency itself would have de- 
preciated. 

This currency was furthermore exposed to depreciation in terms of 
foreign currencies provided that its conversion at a fixed exchange 
rate was not guaranteed for foreign settlements. 

This is not all. By what can the stability of the purchasing power 
of the index-currency itself be expressed? 

So far it was said that it was expressed, once the deposit was made 
in regular money, by automatic revalorization which permitted the 
withdrawal, still in regular money, of a sum which had increased in 
the same proportion that prices had increased in this regular money, 
as recorded by the price index. This assumed that prices were estab- 
lished in this regular money and that this regular money continued 
to circulate. 

It happened, however, after the issue of tax pengö that contrary to 
Gresham’s law, good money drove out bad money, that the regular 
pengo were abandoned, that the tax pengo became current money, that 
prices were more and more stipulated in that money and that they rose 
in relation to it first slowly and then at an accelerated rate. When, 
therefore, the index-currency became full money and prices rose, the 
price index henceforth registered this depreciation in terms of itself. 
From the moment that there was no other money against which the 
growing sums could be exchanged in terms of a price index, it became 
imperative that the money instrument in form of the index-currency 
became valorized of itself. It would, for instance, become necessary 
if the index rose from 100 to 110, for a note or check of 100 units of 
index-currency to acquire automatically a value of 110 units. 
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Theoretically this is conceivable, but in practice it is hardly ap- 
plicable except when price rises are moderate so that from time to time 
an adjustment of the value of money instruments can be made in round 
figures which are easily calculated. It is not surprising that this was 
impossible in the case of the tax pengd. The theoretical problem of the 
index-currency, although not completely solved, has nonetheless been 
formulated. It is a matter for serious thought. 


PRICE FLEXIBILITY AND FULL EMPLOYMENT* 


By Don PATINKIN 


At the core of the Keynesian polemics of the past ten years and 
more is the relationship between price flexibility and full employment. 
The fundamental argument of Keynes is directed against the belief 
that price flexibility can be depended upon to generate full employment 
automatically. The defenders of the classical tradition, on the other 
hand, still insist upon this automaticity as a basic tenet. 

During the years of continuous debate on this question, the issues 
at stake have been made more precise. At the same time, further ma- 
terial on the question of flexibility has become available. This paper 
is essentially an attempt to incorporate this new material, and, taking 
advantage of the perspective offered by time, to analyze the present 
state of the debate. 

In Part I, the problem of price flexibility and full employment is 
presented from a completely static viewpoint. Part II then goes on to 
discuss the far more important dynamic aspects of the problem. | 
Finally, in Part III, the implications of the discussion for the 
Keynesian-classical polemic are analyzed. It is shown that over the 
years these two camps have really come closer and closer together. It’ 
is argued that the basic issue separating them is the rapidity with which 
the economic system responds to price variations. 


I. Static Analysis 


1. The traditional interpretation of Keynesian economics is that it 
demonstrates the absence of an automatic mechanism assuring the 
equality of desired savings and investment at full employment. The 
graphical meaning of this interpretation is presented in a simplified 
form in Figure 1. Here desired real savings (S) and investment (1) are 
each assumed to depend only on the level of real income (Y). Ih, Iz, 
and I; represent three possible positions of the investment schedule. Yo 
is the full employment level of real income. If the investment desires 
of individuals are represented by the curve I, desired savings at full 
employment are greater than desired investment at full employment. 
This means that unemployment will result: the level of income will 
drop to Yı, at which income desired savings and investment are equal. 


* The author is assistant professor of economics at the University of Chicago. In the 
process of writing this paper he acknowledges having benefited from stimulating discussions 
with Milton Friedman, University of Chicago, and Alexander M. Henderson, University of 
Manchester. 
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Conversely, if I; is the investment curve, a situation of overemployment 
or inflation will occur: people desire to invest more at full employment 
than the amount of savings will permit. Only if the investment schedule 
happened to be Iz would full employment desired investment and sav- 
ings be equal. But since investment decisions are independent of sav- 
ings decisions, there is no reason to expect the investment schedule 
to coincide with Iz. Hence there is no automatic assurance that full em- 
ployment will result. 
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2. The classical answer to this attack is that desired savings and 
investment depend on the rate of interest, as well as the level of real 
income; and that, granted flexibility, variations in the interest rate 
serve as an automatic mechanism insuring full employment. 

The argument can be interpreted as follows: the savings and invest- 
ment functions (representing what people desire to do) are written as 
S= 2 (r, Y) 

[= ¥* (r, Y) 


where r represents the rate of interest. 

Consider now Figure 2. On this graph there can be drawn a whole 
family of curves relating savings and investment to the rate of interest 
—one pair for each level of real income. In Figure 2, these pairs of 
curves are drawn for the full employment income, Yo, and for the less 
than full employment income, Yı. On the assumption that for a given 
rate of interest people will save and invest more at a higher level of 
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income, the investment curve corresponding to Y = Yo is drawn above 
that corresponding to Y = Yı; similarly for the two savings curves. The 
curves also reflect the assumption that, for a given level of real income, 
people desire to save more and invest less at higher rates of interest. 

Consider now the pair of curves corresponding to the full employ- 
ment income Yo. If in Figure 2 the interest rate were rı, then it would 
be true that individuals would desire to save more at full employment 
than they would desire to invest. But, assuming no rigidities in the 
interest rate, this would present no difficulties. For if the interest rate 
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were to fall freely, savings would be discouraged, and investment 
stimulated until finally desired full employment savings and investment 
would be equated at the level So = Io. Similarly, if at full employment 
desired investment is greater than desired savings, a rise in the interest 
rate will prevent inflation. In this way variations in the rate of interest 
serve automatically to prevent any discrepancy between desired full 
employment investment and savings, and thus to assure full employ- 
ment. 

This argument can also be presented in terms of Figure 1: assume 
for simplicity that desired investment depends on the rate of interest 
as well as the level of real income, while desired savings depends only 
on the latter. Then downward variations in the interest rate can be 
counted on to raise the investment curve from, say, I: to Iz. That is, 
at any level of income people can be encouraged to invest more by a 
reduction in the rate of interest. Similarly, upward movements of the 
interest rate will shift the investment curve from, say, Is to Iz. Thus 
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desired full employment savings and investment will always be equated. 

3. The Keynesian answer to this classical argument is that it greatly 
exaggerates the importance of the interest rate. Empirical evidence has 
accumulated in support of the hypothesis that variations in the rate 
of interest have little effect on the amount of desired investment. (That 
savings are insensitive to the interest rate is accepted even by the 
classical school.) This insensitivity has been interpreted as a reflection 
of the presence of widespread uncertainty.’ The possible effect of this 
insensitivity on the ability of the system automatically to generate full 
employment is analyzed in Figure 3. For simplicity the savings func- 
tions corresponding to different levels of income are reproduced from 
Figure 2. But the investment functions are now represented as being 
much less interest-sensitive than those in Figure 2. If the situation in 
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the real world were such as represented in Figure 3, it is clear that 
interest rate variations could never bring about full employment. For in 
an economy in which there are negligible costs of storing money, the 
interest rate can never be negative.” But from Figure 3 we see that the 
only way the interest rate can equate desired full employment savings 
and investment is by assuming the negative value re. Hence it is im- 
possible for the full employment national income Yo to exist: for no 

1 Cf. Oscar Lange, Price Flexibility and Employment (Bloomington, Indiana, Principia 
Press, 1945) p. 85 and the literature cited there. For an excellent theoretical discussion of 


this insensitivity, cf. G. L. S. Shackle, “Interest Rates and the Pace of Investment,” Econ. 
Jour., Vol- LVI (1946), pp. 1-17. 

2 Note that in a dynamic world of rising prices, the effective rate of interest may become 
negative. But even here the anticipated effective rate cannot be negative. For in that event 
there would again be an infinite demand for money, 
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matter what (positive) rate of interest may prevail, the amount people 
want to save at full employment exceeds what they want to invest. 
Instead there will exist some less than full employment income (say) 
Yı for which desired savings and investment can be brought into 
equality at a positive rate of interest, (say) rs (cf. Figure 3). 

Thus once again the automaticity of the system is thrown into ques- 
tion. Whether the system will generate full employment depends on 
whether the full employment savings and investment functions inter- 
sect at a positive rate of interest. But there is no automatic mechanism 
to assure that the savings and investment functions will have the 
proper slopes and positions to bring about such an intersection." 

4, Sometimes attempts are made to defend the classical position by 
arguing that the investment function is really higher (or the savings 
function lower) than represented by the Keynesians—so that desired 
full employment savings and investment can be equated at a positive 
rate of interest (cf. Figure 3). But this is beside the point. The funda- 
mental reason Keynesian economics, if correct, destroys the founda- 
tions of classical economics, is that it denies the automaticity of the full 
employment posited by the latter. Hence a successful restatement of 
the classical position must demonstrate the existence of some auto- 
matic mechanism which will always bring about full employment. Thus 
to argue that ż¿f the investment or saving function is at a certain level, 
full employment will be brought about is irrelevant; what must be 
shown is that there exist forces which will automatically bring the in- 
vestment or saving functions to the required level. In other words, the 
issue at stake is not the possible, but the automatic, generation of full 
employment. 

5. In recent years Pigou has made a noteworthy attempt to remedy 
this deficiency in the classical theory.* Just as the “classics” responded 
to the crude Keynesian argument of § 1 by introducing a new variable 
—-the rate of interest—into the savings function, so Pigou counters 
the more refined Keynesian attack of § 3 by introducing yet another 
variable—the absolute price level. That is, Pigou’s saving schedule is a 
function of three variables: 


SSL (GXP) 


where p represents the absolute price level. 
His argument is as follows: if people would refuse to save anything 


>This whole question of the contrast between the classical and the Keynesian position 
is discussed in much greater detail in a study which I hope to publish in the near future. 

tA. C. Pigou, “The Classical Stationary State,” Econ. Jour, Vol. LIII (1943), pp. 
343-51; “Economic Progress in a Stable Environment,” Economica, n.s. XIV (1947), pp. 
180-90. Although these articles deal only with a stationary state, their basic argument 
can readily be extended to the case in which net investment is taking place. 
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at negative and zero rates of interest, then the desired savings schedule 
would intersect the desired investment schedule at a positive rate of 
interest regardless of the level of income (cf. Figure 3). The willing- 
ness to save even without receiving interest, or even at a cost, must 
imply that savings are not made solely for the sake of future income 
(i.e., Interest) but also for “the desire for possession as such, con- 
formity to tradition or custom and so on.’” But the extent to which an 
individual wishes to save out of current income for reasons other than 
the desire of future income is inversely related to the real value of his 
cash balances.’ If this is sufficiently large, all his secondary desires for 
saving will be fully satisfied. At this point the only reason he will con- 
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tinue to save out of current income is the primary one of anticipated 
future interest payments. In other words, if the real value of cash 
balances is sufficiently large, the savings function becomes zero at a 
positive rate of interest, regardless of the income level. 

A graphical interpretation of this argument is presented in Figure 4. 
Here S and I are the full-employment savings and investment curves 
of Figure 3 (ż.e., those corresponding to Y = Yo), and re is again the 
negative rate of interest at which they are equal. Pigou then argues 
that by increasing the real value of cash balances, the full employment 
savings curve shifts to the right until it is in such a position that no 


5 Ibid., p. 346. 

' And all his other assets too. But the introduction of these other assets does not change 
Pigou’s argument; while concentration on money assets brings out its (the argument’s) 
basic aspect. Cf. below, § 6. 
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savings are desired except at positive rates of interest. This is repre- 
sented by the savings curve S*, which becomes zero for a positive rate 
of interest. (In fact, S* shows dissaving taking place for sufficiently low 
rates of interest.) The full employment savings curve S* clearly inter- 
sects the full employment investment curve I at the positive rate of 
interest rz. Thus by changing the real value of cash balances, desired 
full employment savings and investment can always be equated at a 
positive rate of interest. 

How can we be sure that real cash balances will automatically change 
in the required direction and magnitude? Here Pigou brings in his 
assumptions of flexible wage and price levels, and a constant stock of 
money in circulation. If full employment saving exceeds investment, 
national income begins to fall, and unemployment results. If workers 
react to this by decreasing their money wages, then the price level will 
also begin to fall. As the latter continues to fall, the real value of the 
constant stock of money increases correspondingly. Thus, as the price 
level falls, the full employment saving function continuously shifts to 
the right until it intersects the full employment investment function at 
a positive rate of interest.’ 

This is the antomatic mechanism on which Pigou relies to assure 
full employment. It is essential to notice that it will operate regardless 
of the interest elasticity of the savings and investment functions— 
provided it is not zero. 

6. The inner mechanism and distinctive characteristic of the Pigou 
analysis can be laid bare by considering it from a larger perspective. 
It is obvious that a price reduction has a stimulating effect on creditors. 
But, restricting ourselves to the private sector of a closed economy, to 
every stimulated creditor there corresponds a discouraged debtor. 
Hence from this viewpoint the net effect of a price reduction is likely 
to be in the neighborhood of zero. The neatness of the Pigou approach 
lies in its utilizing the fact that although the private sector considered 
in isolation is, on balance, neither debtor nor creditor, when considered 


"The exact price level is determined when to our preceding four equations is added the 
liquidity preference equation Moe == A (r, p, Y). We then have the complete system of five 
equations in five variables: 


I= $(r, y) 

S=T (typ, Y) 
=s 

Y= Y; 


M= A (r, p, Y) 


where M, represents the amount of money in the system. Under the Pigovian assumptions, 
this system possesses a consistent solution. 

As will be shown in the next section, the “stock of money” (Mọ) which enters in the 
last equation is completely different from the “stock of money” which is relevant for the 
Pigou analysis of the savings equation. 
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in its relationship to the government, it must be a net “creditor.” This is 
due to the fact that the private sector always holds money, which is 
a (non-interest bearing) “debt” of government. If we assume that gov- 
ernment activity is not affected by the movements of the absolute price 
level,’ then the net effect of a price decline must always be stimulatory.’ 
The community gains at the “expense” of a gracious government, 
ready, willing, and able to bear the “loss” of the increased value of its 
“debt” to the public. 

More precisely, not every price decline need have this stimulating 
effect. For we must consider the effect of the price decline on the other 
assets held by the individual. If the decline reduces the real value of 
these other assets (e.g., houses and other forms of consumer capital; 
stock shares; etc.) to an extent more than offsetting the increased value 
of real cash balances,” then the net effect will be discouraging. But the 
important point is that no matter what our initial position, there exists 
a price level sufficiently low so that the total real value of assets corre- 
sponding to it is greater than the original real value. Consider the 
extreme case in which the value of the other assets becomes arbitrarily 
smal]. Clearly even here the real value of the fixed stock of money 
can be made as large as desired by reducing the price level sufficiently. 
Thus, to be rigorous, the statement in the preceding paragraph should 
read: “There always exists a price decline such that its effect is 
stimulatory.” From this and the analysis of the preceding section, we 
can derive another statement which succinctly summarizes the results 
of the Pigou analysis: “In the static classical model, regardless of the 
position of the investment schedule, there always exists a sufficiently 
low price level such that full employment is generated.” In any event, 
it is clearly sufficient to concentrate (as Pigou has done) on cash 
balances alone.” 

From the preceding analysis we can also see just exactly what consti- 
tutes the “cash. balance” whose increase in real value provides the 
stimulatory effect of the Pigou analysis. This balance clearly consists 


8 Pigou makes this assumption when he writes the investment function (which presumably 
also includes government expenditure) as independent of the absolute price level. Cf, 
footnote 7 above. ` 

? It must be emphasized that I am abstracting here from all dynamic considerations of 
the effect on anticipations, etc. These will be discussed in Part II of the paper. 

* A necessary (but not sufficient) condition for this to occur is that the price level of 
assets falls in a greater proportion than the general price level. 


1T am indebted to M. Friedman for this example. 


“= Cf, above, footnote 6. Another possible reason for Pigou’s emphasis on cash balances 
to the exclusion of other assets is that the relative illiquidity of the latter makes them less 
likely to be used as a means of satisfying the “irrational” motives of saving. Hence the 
inverse relationship between other assets and savings out of current income might not be 
so straightforward as that between real cash balances and savings. 


- 
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of the net obligation of the government to the private sector of the 
economy. That is, it consists of the sum of interest- and non-interest- 
bearing government debt held outside the treasury and central bank. 
Thus, by excluding demand deposits and including government inter- 
est-bearing debt, it differs compe from what is usually regarded 
as the stock of money. 

These same conclusions can be reached through a somewhat different 
approach. Begin with the ordinary concept of the stock of money as 
consisting of hand-to-hand currency and demand deposits. Consider 
now what changes must be made in order to arrive at the figure relevant 
for the Pigou analysis. Clearly, government interest-bearing debt 
must be added, since a price decline increases its value. Now consider 
money in the form of demand deposits. To the extent that it is backed 
by bank loans and discounts, the gains of deposit holders are offset by 
the losses of bank debtors.’* Thus the net effect of a price decline on 
demand deposits is reduced to its effect on the excess of deposits over 
loans, or (approximately) on the reserves of the banks held in the 
form of hand-to-hand currency. Finally, hand-to-hand currency held 
by individuals outside the banking system is added in, and we arrive 
at exactly the same figure as in the preceding paragraph. 

For convenience denote the stock of money relevant for the Pigou 
analysis by Mı. Note that this is completely different from the Mo of 
footnote 7: for Mo is defined in the usual manner as hand-to-hand 
currency plus demand deposits. This distinction is of fundamental 
importance. One of its immediate implications is that open market 
operations affect the economic system only through the liquidity 
preference equation. Since these operations merely substitute one type 
of government debt (currency) for another (bonds), they have no 
effect on Mı, and hence no direct effect on the amount of savings. We 
shall return to this point later. 

7. How does the Pigou formulation compare with the original classi- 
cal theory?** Although both Pigou and the “classics” stress the im- 
portance of ‘price flexibility,’ they mean completely different things. 
The “classics” are talking about flexibility of relative prices; Pigou is 
talking about flexibility of absolute prices. The classical school holds 


3 Cf. M. Kalecki, “Professor Pigou on ‘The Classical Stationary State—-A Comment,” 
Econ. Jour., Vol. LIV (1944), pp. 131-32. 

** Pigou’s system, of course, assigns to the absolute price level a major role; whereas the 
classical system depends only on relative prices. But this difference is due to the fact that 
they are really concerned with different questions, since the classical analysis abstracts 
completely from the problem of money. 

The preceding comment raises some fundamental and very complicated issues which, 
being somewhat extraneous to the main purpose of this essay, cannot be discussed here. 
Cj. D. Patinkin, “Relative Prices, Say’s Law, and the Demand for Money,” Econometrica, 
Vol, XVI (1948), pp. 135-54. 


552 THE AMERICAN ECONOMIC REVIEW 


that the existence of long-run unemployment is prima facie evidence 
of rigid wages. The only way to eliminate unemployment is, then, by 
reducing real wages. (Since workers can presumably accomplish this 
end by reducing their money wage, this position has implicit in it the 
assumption of a constant price level.) Pigou now recognizes that 
changing the relative price of labor is not enough, and that the absolute 
price level itself must vary. In fact, a strict interpretation of Pigou’s 
position would indicate that unemployment can be eliminated even if 
real wages remain the same or even rise (namely, if the proportion- 
ate fall in prices is greater than or equal to that of wages); for in 
any case the effect of increased real value of cash balances is still 
present. ê 

The Pigou analysis differs also from the more sophisticated interpre- 
tations of the classical position. These present the effect of a wage de- 
crease as acting through the liquidity preference equation to increase 
the real value of Mo and thereby reduce the rate of interest; this in 
turn stimulates both consumption and investment expenditures—thus 
generating a higher level of national income. To this effect, Pigou now 
adds the direct stimulus to consumption expenditures provided by the 
price decline and the accompanying increase in real balances. Conse- 
quently, even if the savings and investment functions are completely 
insensitive to changes in the rate of interest (so that the “classical” 
effect through the liquidity equation is completely inoperative), a wage 
decrease will still be stimulatory through its effect on real balances and 
hence on savings. 

8. Before concluding this part of the paper, one more point must be 
clarified. The explicit assumption of the Pigou analysis is that savings 
‘are directly related to the price level, and therefore inversely related to 
the size of real cash balances. This assumption by itself is, on a priori 
grounds, quite reasonable; but it must be emphasized that it is in- 
sufficient to bring about the conclusion desired by Pigou; for this pur- 
pose he implicitly makes an additional, and possibly less reasonable, 
assumption. Specifically, in addition to postulating explicitly the di- 
_ rection of the relationship between savings and the price level, he also 
implies something about its intensity. 

The force of this distinction is illustrated by Figure 5. Here S and I 
are the full employment savings and investment curves of Figure 3 
(i.e., those corresponding to Y = Yo) for a fixed price level, po. The 
other savings curves, Sı, Sz, Ss, Ss, represent the full employment 


3 Or at least one falling relatively less than wages. 


The role of real wages in Pigou’s system is very ambiguous. At one point (p. 348, 
bottom) he assumes that reduced money wages will also decrease real wages. At another 
(p. 349, lines 20-38) no such assumption seems to be involved. (“As money wage-rates 
fall . . . prices fall and go on falling.” Ibid.) 
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savings schedules corresponding to the different price levels p:, pz, ps, 
ps, respectively. In accordance with the Pigou assumption, as the price 
level falls, the savings function shifts over to the right. (That is 
Pı; P2, Ps, pa are listed in descending order.) But it may well be that 
as the real value of their cash balances continues to increase, people 
are less and less affected by this increase. That is, for each successive 
increase in real balances (for each successive price level decline) the 
savings function moves less and less to the right, until eventually it 
might respond only infinitesimally, no matter how much prices fall. 
In graphical terms, as the price decline continues, the savings function 
might reach Ss as a limiting position. That is, no matter how much 
the price level might fall, the savings function would never move to 
the right of 53.*’ In such an event the declining price level would fail 
to bring about full employment. The validity of the Pigou argument 
thus depends on the additional assumption that the intensity of the 
inverse relationship between savings and real cash balances is such 
that it will be possible to shift over the savings function to a position 
where it will intercept the investment function at a positive rate of 
interest: say, S4 (cf. Figure 5). 

What is at issue here is the reaction of individuals with already large 
real balances to further increases in these balances. Consider an indi- 
vidual with a cash balance of a fixed number of dollars. As the price 
falls, the increased real value of these dollars must be allocated between 
the alternatives of an addition to either consumption and/or real 
balances.*® How the individual will actually allocate the increase clearly 
depends on the relative marginal utilities of these two alternatives. If 
we are willing to assume that the marginal utility of cash balances 
approaches zero with sufficient rapidity relative to that of consump- 
tion, then we can ignore the possibility of the savings curve reaching a 
limiting position such as in Figure 5. That is, we would be maintaining 
the position that by increasing the individual’s balances sufficiently, he 
will have no further incentive to add to these balances; hence he will 


* Mathematically this may be stated as follows. Write the savings function as 

Ser (rp Y): 
(Cf. footnote 7, above.) Pigou’s explicit assumption is 

Tp (1, p, Y) > 0 
where I’, is the partial derivative of S with respect to p. Yet Y = Yo represent the full 
employment income. Then the argument here is that the savings function, T, may still be 
of a form such that 

lim, +, T (r, p, Yo) = I'* (r, Yo) 


for any fixed r—where T* is any curve which intersects the investment curve at a negative 
rate of interest. (In the argument of the text, r* is taken to be Ss in Figure 5.) Pigou 
tacitly assumes that the savings function approaches no such limit; or that if it does, the 
limiting function intersects the investment function at a positive rate of interest. 


*TI am abstracting here from the possible third alternative, investment. 


2 


554 i THE AMERICAN ECONOMIC REVIEW 


spend any additional real funds on consumption, so that we can make 
him consume any amount desired. If, on the other hand, we admit the 
possibility that, for sufficiently large consumption, the decrease in the 
marginal utility of cash balances is accompanied by a much faster 
decrease in the marginal utility of consumption, then the individual will 
continuously use most of the additional real funds (made available by 
the price decline) to.add to his balances. In this event, the situation 
of Figure 5 may well occur. 
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9, I do not believe we have sufficient evidence—either of an a priori 
or empirical? nature—to help us answer the question raised in the 
preceding pardgraph. The empirical evidence available is consistent 
with the hypothesis that the effect of real balances on savings is very 
weak. But even granted the truth of this hypothesis, it casts no light 
on the question raised here. What we want to know is what happens 
to the effect of real balances on savings as these real balances increase 
in size. Even if the effect were arbitrarily small, but remained constant 
regardless of the size of real balances, there could be no convergence 
of savings functions like that pictured in Figure 5. In the face of this 
lack of evidence, we have to be satisfied with the conclusion that, 

3 Empirical studies on the effect of real balances on savings have been made by L, R. 
Klein, “The Use of Econometric Models as a Guide to Economic Policy,’ Econometrica, 
Vol. XV (1947), pp. 122-25. Klein’s procedure was incorrect in that he used a series for 
Mo, instead of Mı in fitting his equations (cf. last paragraph of § 6 above). However, 
another study, using the correct M; series, has been carried out by the writer in conjunction 


with Kenneth J. Arrow of the Cowles Commission. This study shows .that the effect of 
cash balances on saving is at best very small. 


K 
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subject to the provisos of the preceding section, Pigou has demon- 
strated the automaticity of full employment within the framework of 
the classical static model**—the main mechanism by which this is’ 
brought about being the effect of a price decline on cash balances. 

The statement of this conclusion immediately raises the interesting 
question of how this set of forces, uncovered by Pigou, could have 
been overlooked by Keynesian economists, in general, and Keynes. 
himself, in particular. Questions of this type can rarely be answered 
satisfactorily—and perhaps should not even be asked. Nevertheless, 
I think it is both possible and instructive to trace through the exact 
chain of errors in Keynes’s reasoning which caused him to overlook 
these factors. 

I submit the hypothesis that Keynes recognized the influence of 
assets on saving (consumption), but unfortunately thought of this 
influence only in terms of physical capital assets. This was his funda- 
mental error.”* From it immediately followed that in his main discus- 
sion of the (short-run) consumption function, where he assumed a 
constant stock of capital, the possible influence of assets was not (and 
could not) even be considered.” But as soon as Keynes discussed a 
period sufficiently long for noticeable capital growth, the influence 
of assets on savings was immediately recognized.” Even here Keynes 
could not come to the same conclusion as Pigou. For Keynes restricted 
himself to physical assets, and thus rightfully pointed out that it 
would be “an unlikely coincidence” that just the correct amount of 
assets should exist—.e., that amount which would push over the sav- 
ings function to such a position where full employment could be 
generated. Compare this with the determinate process by which just 
exactly the “correct amount” of real cash balances is brought into 
existence in the Pigou analysis. (See above, § 5, paragraph 4.) 

This exclusion of physical assets from the short-run consumption 
function was subconsciously extended to all kinds of assets. Here was 
the last link in the chain of errors. For later when Keynes began to 
examine the effects of increased real cash balances (brought about 
either by price declines or increases in the amount of money), he did 
not even consider their possible influence on consumption. Instead, he 


It must be re-emphasized that this conclusion holds only for static analysis. The modi- 
fications that must be introduced once dynamic factors enter are discussed in Part II. 

“Note that there are really two distinct errors involved here. The first is the obvious 
one of the exclusion of monetary assets. The second is that what is relevant for the influence 
on saving is not the physical asset, but its real value in terms of some general price level. 

2 7, M. Keynes, The General Theory of Employment, Interest, and Money (New York, 
Harcourt, Brace, and Co., 1936), Chap. 8. See especially pp. 91-95, where Keynes con- 
siders the possible influence of other factors besides income on consumption, and does not 
even mention assets. 

* Ibid., p. 218, second paragraph. 
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concentrated exclusively on their tendency, through the liquidity func- 
tion, to lower interest rates.” (Cf. above, $ 7, last paragraph.) 

Looking back on the nature of these errors, we cannot but be struck 
by the irony that they should have emanated from the man who did 
most to demonstrate the fundamental inseparability of the-real and 
monetary sectors of our economy. 


II. Dynamic Analysis: The Question of Policy 


10. The Pigou analysis discussed in Part I makes two contributions. 
First, it uncovers a hitherto neglected set of forces at work—in its 
analysis of the effect of a price decline on savings through its effect 
on real balances. (For convenience this will be referred to as the Pigou 
effect.) Secondly, it proceeds to draw the implications of this new set 
of forces for static analysis, and summarizes its results in the following 
theorem (cf. §§ 5 and 6): There always exists a sufficiently low price 
level such that, if expected to continue indefinitely,” it will generate 
full employment. (For convenience this will be referred to as the 
Pigou Theorem.) The purpose of this part of the paper is to accomplish 
a third objective: viz., to draw the implications of the Pigou effect for 
dynamic analysis and policy formulation. It must be emphasized that 
the Pigou Theorem tells us nothing about the dynamic and policy 
aspects which interest us in this third objective. (This point is dis- 
cussed in greater detail in § 12.) 

Specifically, consider a full employment situation which is suddenly 
terminated by a downswing in economic activity. The question I now 
wish to examine is the usefulness of a policy which consists of main- 
taining the stock of money constant, allowing the wage and price 
levels to fall, and waiting for the resulting increase in real balances to 
restore full employment. 

At the outset it must be made clear that the above policy recomen- 
dation is not to be attributed to Pigou. His interest is purely an intel- 
lectual one, in a purely static analysis. As he himself writes: “. . . The 
puzzles we have been considering . . . are academic exercises, of some 
slight use perhaps for clarifying thought, but with very little chance 
of ever being posed on the chequer board of actual life.”” 

3 Tbid., pp. 231-34, 266. The following passage is especially interesting: “It is, therefore, 
on the effect of a falling wage- and price-level on the demand for money that those who 
believe in the self-adjusting quality of the economic system must rest the weight of their 
argument; though I am not aware that they have done so. If the quantity of money is 
itself a function of the wage- and price-level, there is, indeed, nothing to hope for in this 
direction. But if the quantity of money is virtually fixed, it is evident that its quantity in 


terms of wage-units can be indefinitely increased by a sufficient reduction in money 
wages... .” (Ibid., p. 266. Italics not in original.) 

2 This qualifying phrase incorporates in it the restriction of the Pigou argument to static 
analysis, 

28 T ignore here, as I do throughout the remainder of the paper, the difficulties raised in § 8, 

“Economic Progress in a Stable Environment,” Economica, ns. XIV (1947), p. 188. 
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In reality, Pigou’s disavowal of a deflationary policy (contained 
in the paragraph from which the above quotation is taken) is not 
nearly as thoroughgoing as might appear on the first reading. The 
rejection of a price decline as a practical means of combatting unem- 
ployment may be due to: (a) the conviction that dynamic considera- 
tions invalidate its use as an immediate policy, regardless of its merits 
in static analysis; (b) the conviction that industrial and labor groups, 
sometimes with the assistance of government, prevent the price flexi- 
bility necessary for the success of a deflationary policy. A careful read- 
ing of Pigou’s disclaimer indicates that he had only the second of these 
alternatives in mind; 7.e., that he felt that the policy would not work 
because it.would not be permitted to work. What I hope to establish 
in this part of the essay is the first alternative: namely, that even 
granted full flexibility of prices, it is still highly possible that a defila- 
tionary policy will not work, due to the dynamic factors involved. 

Nevertheless, nothing in this part of the paper is intended (or even 
relevant) as a criticism of Pigou, since the latter has clearly abstained 
from the problem of policy formulation. If sometimes the terms “Pigou 
effect” and “Pigou Theorem” are used in the following discussion, they 
should be understood solely as shorthand notations for the concepts 
previously explained. 

11. The analysis of this section is based on the following two assump- 
tions: (a) One of the prerequisites of a successful anti-depression 
policy is that it should be able to achieve its objective rapidly (say, 
within a year). (b) Prices cannot fall instantaneously; hence, the 
larger the price level fall necessary to bring about full employment via 
the Pigou effect, the longer the time necessary for the carrying out of 
the policy. (If no price fall can bring about full employment, then we 
can say that an infinite amount of time is necessary for the carrying out 
of the policy.) 

There are at least two factors which act toward lengthening the 
period necessary to carry out a policy based on the Pigou effect. (It 
should be noted that none of these difficulties arises when the discussion 
is restricted to static analysis.) The first is the possibility that the 
effect of an increase in cash balances on consumption is so small, that 
very large increases (very great price declines) will be necessary. Cer- 
tainly the burden of proof lies on those supporting a policy of absolute 
price flexibility to show that the economic system is sufficiently re- 
sponsive to make the policy practical. So far, no one has presented the 
required evidence. On the contrary, whatever evidence exists indicates 
that the dependence of savings on cash balances is much too weak to 
be of any practical use (cf. above, footnote 19). 

The second factor is a result of the price decline itself. In dynamic 
analysis we must give full attention to the role played by price expecta- 
tions and anticipations in general. It is quite possible that the original 
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price decline will lead to the expectation of further declines. Then 
purchasing decisions will be postponed, aggregate demand will fall off, 
and the amount. of -unemployment increased still more. In terms of 
Figures 1 and 3, the savings function will rise (consumption will be 
decreased) and the investment function fall, further aggravating the 
problem of achieving full employment. This was the point on which 
Keynes was so insistent.” Furthermore, the uncertainty about the 
future generated by the price decline will increase the liquidity prefer- 
ence of individuals. Thus if we consider an individual possessing a fixed 
number of dollars, and confronted with a price decline which increases 
the real value of these dollars, his uncertainty will make him more | 
inclined to employ these additional real funds to increase his real 
balances, than to increase his expenditures.”® In other words, the un- 
certainty created by the price decline might cause people to accumulate 
indefinitely large real cash balances, and to increase their expenditures 
very little, if at all. 

The simultaneous interaction of this last factor with the first one 
will further exacerbate these difficulties. For as the period of price 
decline drags itself out, anticipations for the future will progressively 
worsen, and uncertainties further increase. The end result of letting the 
Pigou effect work itself out may be a disastrous deflationary spiral, 
continuing for several years without ever reaching any equilibrium 
position. Certainly our past experiences should have sensitized us to 
this danger. 

Because of these considerations I feel that it is impractical to depend 
upon the Pigou effect as a means of policy: the required price decline 
might be either too large (factor one), or it might be the initial step of 
an indefinite deflationary spiral (factor two). 

On this issue, it may be interesting to investigate the experience of 
the United States in the 1930’s. In Table I, net balances are com- 
puted for the period 1929-32 according to the definition in § 6. 
As can be seen, although there was an 18 per cent increase in real 
balances from 1930 to 1931, real national income during this period 
decreased by 13 per cent. Even in the following year, when a further 
increase of 24 per cent in real balances took place, real income pro- 
ceeded to fall by an additional 18 per cent. For the 1929-1932 period 
as a whole there was an increase in real balances of 38 per cent, and a 
decrease in real income of 40 per cent. 

It will, of course, be objected that these data reflect the presence of 
“special factors,” and do not indicate the real value of the Pigou effect. © 
But the pertinent question which immediately arises is: To what extent 

% See his discussion of changes in money wages, op. cit., pp. 260-69, especially p. 263. 
Cf. also J. R. Hicks, Value and Capital (Oxford, Oxford University Press, 1939), and 
O. Lange, op. cit. 

2 Cf. above, § 8, last paragraph. 
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‘were these “special factors” necessary, concomitant results of the price 
decline itself! If the general feeling of uncertainty and adverse antici- 
pations that marked the period is cited as one of these “special factors,” 
the direct relationship between this and the decline in price level itself 
certainly cannot be overlooked. Other proposed “special factors” must 
be subjected to the same type of examination. The data of the preced- 
ding table are not offered as conclusive evidence. But they are 
certainly consistent with the previously stated hypothesis of the im- 
practicability of using the Pigou effect as a means of policy; and they 


TABLE I 
M n |G Net Balance Cost of Net Real Real 
y Ci oe fa ? i of Living Balances of | National 
ie (2° Individuals | Index | Individuals | Income 
(3)° (4)4 (5)° (6)! 
1929 4.5 15.5 20.0 1.22 16.4 89.9 
1930 4.2 14.3 18.5 1.19 15.5 76.3 
1931 4.5 15.4 19.9 1.09 18.3 66.3 
1932 5.4 16.8 22.2 .98 22.7 54.2 


® Money in circulation as of June 30 outside the Treasury and Federal Reserve Banks, in 
billions of current dollars, Banking and Monetary Statistics, p. 408. 

b Government interest bearing debt as of June 30, held outside government agencies and the 
Federal Reserve Bank, in billions of current dollars. Ibid., p. 512. 

e (3) =(1)+(2) 

à Bureau of Labor Statistics, cost of living index, Survey of Current Business, Supplement, 
1942, p. 16. 

e (5) =(3)+(4) 

f National income in billions of 1944 dollars. J. Dewhurst and Associates, America’s Needs 
and Resources (New York, The Twentieth Century Fund, 1947), p. 697. 


certainly throw the burden of proof on those who argue for its prac- 
ticality. 

12. The argument of the preceding section requires further explana- 
tion on at least one point. In the discussion of the “second factor” 
there was mentioned the possibility of an indefinitely continuing spiral 
of deflation and unemployment. But what is the relation between this 
possibility and the Pigou Theorem (cf. § 10) established in Part I? 
The answer to this question may be expressed as follows: 

On the downswing of the business cycle it might be interesting to 
know that there exists a sufficiently low price level which, if it were 
expected to continue existing indefinitely, would bring about full em- 
ployment. Interesting, but, for policy purposes, irrelevant. For due to 
perverse price expectations and the dynamics of deflationary spirals, 
it is impossible to reach (or, once having reached, to remain at) such 
a position. 

The implication of these remarks can be clarified by consideration of 
the cobweb theorem for the divergent case. Assume that a certain 


560 THE AMERICAN ECONOMIC REVIEW 


market can be explained in terms of the cobweb theorem. It is desired 
to know whether (assuming unchanged demand and supply curves) the 
designated market will ever reach a stationary position; that is, 
whether it will settle down to a unique price that will continue indefi- 
nitely to clear the market. This question is clearly divided into two 
parts: (a) does there exist such a price, and (b) if it does exist, will the 
market be able to attain it. In the case of the cobweb presented in 


Figure 6 it is clear that such a price does exist. For if the price po 
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FIGURE 6 


had always existed and were expected to exist indefinitely, it would 
continuously clear the market. But Figure 6 represents the case of a 
divergent cobweb; hence the market will never be able to reach the 
price po. In brief, even though po exists, it is irrelevant to the workings 
of the market. The analogy to the argument of the preceding paragraph 
is obvious.*° 


III. Conclusions 
13. The conclusions of this paper can be summarized as follows: 


% The distinction of this section can be expressed in rigorous mathematical form using 
the dynamic system which has become familiar through the work of Samuelson and Lange 
(P. A. Samuelson, “The Stability of Equilibrium: Comparative Statics and Dynamics,” 
Econometrica, Vol. TX [1941], pp. 97-120. Lange, op. cit., pp. 91 ff.) Consider a single 
market and let D, S, and p represent the demand, supply and price of the particular good, 
respectively. Let t represent time. Then we can write this system as 
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in a static world with a constant stock of money,” price flexibility 
assures full employment. (I abstract here again from the difficulties 
raised in § 8.) But in the real dynamic world in which we live, price 
flexibility with a constant stock of money might generate full employ- 
ment only after a long period; or might even lead to a deflationary 
spiral of continuous unemployment. On either of these grounds, a full 
employment policy based on a constant stock of money and price flexi- 
bility does not seem to be very promising. 

All that this means is that our full employment policy cannot be 
the fairly simple one of maintaining a constant stock of money and 
waiting for the economic system to generate full employment auto- 
matically through price declines. Other policies will be required. One 
possible alternative policy can be inferred from the Pigou analysis 
itself: there are two ways to increase real balances. One is to keep 
the money stock constant and permit prices to fall. An equally effec- 
tive way is to maintain the price level constant, and increase the stock 
of money by creating a government deficit.** This method of increasing 
real balances has the added advantage of avoiding one of the difficulties 
encountered previously (§ 11), for a policy of stabilizing the price 


(a) D=f(p) demand function 
(b) a = g(p) supply function 
p 
(c) Tae h(D-S) market adjusting function 


The last equation has the property that 


_ dp, 
(d) sign <= sign (D-S) 


ie., price rises with excess demand and falls with excess supply. Consider now the static 
system identical with (a) — (c), except that it replaces (c) by 
(ec) D=S 

As long as (e) is not satisfied, we see from (d) that the system will not be in stationary 
equilibrium, but will continue to fluctuate. Thus the existence of a solution to the static 
system (a), (b), (e) (że. the consistency of (a), (b), (e) is a necessary condition for 
the existence of a stationary solution for the dynamic system (a), (b), (c). But this is not 
a sufficient condition. For the static system (a), (b), (e) may have a consistent solution 
which, if the dynamic system is not convergent, will never be reached. 

Thus Pigou has completed only half the task. Setting aside the difficulties of § 8, we can 
accept his proof of the consistency of the static classical system. But that still leaves com- 
pletely unanswered the question of whether the classical dynamic system will converge to 
this consistent solution. In this and the preceding section I have tried to show why such 
convergence may not occur in the real world. (I have discussed these issues in greater 
detail elsewhere. Cf. footnote 3, above.) 


™ Throughout Part II, unless otherwise indicated, “stock of money” is to be understood 
in the M; sense of the last paragraph of § 6. 

= Considered from this perspective, the Pigou analysis presents in a rigorous fashion part 
of the theoretical framework implicit in the fiscal-monetary policy of the Simons-Mints 
position. Cf. the recently published collection of essays of Henry C. Simons, Economic 
Policy for a Free Society (University of Chicago Press, Chicago, 1948); and Lloyd W. 
Mints, “Monetary Policy,” Rev. Econ. Stat., Vol. XXVIII (1946), pp. 60-69. 
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level by increasing money stocks avoids some of the dangers of un- 
certainty and adverse anticipation accompanying general price de- 
clines. Nevertheless, there still remains the other difficulty—that indi- 
viduals may not be very sensitive to increases in real balances. If this 
turned out to be true, we would have to seek still other policies. 

14. We have come a long way from the crude Keynesian model of § 1. 
And now we can re-examine that question which has been the favorite 
of economists these past few years: what is the distinctive character- 
istic of Keynesian analysis? It certainly cannot be the claim to have 
demonstrated the possibility of the coexistence of underemployment 
equilibrium and flexible prices. This, in its day, served well as a rallying 
cry. But now it should be definitely recognized that this is an inde- 
fensible position. For flexibility means that the money wage falls with 
excess supply, and rises with excess demand; and equilibrium means 
that the system can continue on through time without change. Hence, 
by definition, a system with price flexibility cannot be in equilibrium 
if there is any unemployment. 

Nor should Keynesian economics be interpreted as asserting that 
just as an underemployment equilibrium is impossible, so, too, in a 
static system may a full-employment equilibrium be impossible. That 
is, the static system may be at neither an underemployment equi- 
librium, nor a full-employment equilibrium. In other words, the static 
system may be inconsistent. (This is the negative interest rate argu- 
ment of § 3.) For Pigou’s discussion of the effect of a declining price 
level on real balances shows how this inconsistency is removed. It is, of 
course, still possible to maintain this interpretation of Keynes on the 
basis of the argument of § 8. But I think this is neither necessary nor 
advisable. For the real significance of the Keynesian contribution can 
be realized only within the framework of dynamic economics. Whether 

* This can be expressed mathematically in the following way: let N® and N? be the 
amounts of labor supplied and demanded, respectively; w, the money wage rate; and t, 


time. Then a flexible dynamic system will, by definition, contain an equation of the gen- 
eral type 


d 
LT =z f(NP — NB) 
dt 
where 


dw 
sign aa sign (N? — N5). 


If by equilibrium is meant a situation such that 
dw 
e = O 
dt 
then clearly this system cannot be in equilibrium unless 
N? — NS = 0 
i.c., unless there is full employment. 


7$ 
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or not an underemployment equilibrium exists; whether or not full 
employment equilibrium always will be generated in a static system— 
all this is irrelevant. The fundamental issue raised by Keynesian eco- 
nomics is the stability of the dynamic system: its ability to return 
automatically to a full-employment equilibrium within a reasonable 
time (say, a year) if it is subjected to the customary shocks and dis- 
turbances of a peacetime economy. In other words, what Keynesian 
economics claims is that the economic system may be in a position of 
underemployment disequilibrium (in the sense that wages, prices, and 
the amount of unemployment are continuously changing over time) 
for long, or even indefinite, periods of time. 

But this is not sufficient to characterize the Keynesians. Everyone 
agrees that there exist dynamic systems which will not automatically 
generate full employment. What distinguishes one economic school from 
the other is the system (or systems) to which this lack of automaticity 
is attributed. If the Keynesian message is applied to an economic 
system with no monetary policy (if such a thing is possible to define), 
then it is purely trivial. For few would claim automaticity of full 
employment for such a system. Keynesian theory acquires meaning 
only when applied to systems with more intelligent monetary policies. 
Here an element of arbitrariness is introduced; for what is termed 
“Keynesian” depends entirely on the choice of the monetary policy 
to be used as a criterion. - 

- On the basis of Keynes’ writings, I believe it is clear that he was 
primarily interested in attacking the policy of assuring full employment 
by manipulation of the interest rate through open market operations.** 
But to Keynes, this policy was equivalent to one of wage flexibility; *° 
increase the real value of the stock of money (in the Mo, not Ma, sense; 
cf. above, last paragraph of § 6) and thereby decrease the rate of 
for (he erroneously thought) the only effect of a wage decline was to 
interest-—just as in open market operations. As we have pointed out 
above (end of §§ 6 and 7), these policies are really not equivalent. For 
open market operations change only Mo, whereas a wage and price 
decline change the real value of M: as well. Hence, open market opera- 
tions act only through the liquidity preference equation, whereas a 
policy of price flexibility acts also through the savings function (cf. 

above, footnote 7 and end of § 6). . 

Let us now assume that even if Keynes had recognized the distinc- 
tion between open market and wage flexibility policies (7.e., if he had 


“ Cf. Keynes, op. cit., pp. 231-34; 266-67. 

= “There is, therefore, no ground for the belief that a flexible wage policy is capable of 
maintaining a state of continuous full employment;—any more than for the belief that 
an open market monetary policy is capable, unaided, of achieving this result. The economic 
system cannot be made self-adjusting along these lines.” (Jbid., p. 267.) 
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recognized the Pigou effect) he still would have continued to reject 
the latter as a means of assuring full employment. This is not an 
unreasonable assumption; for the objections cited above (§ 11) against 
the use of a policy based on the Pigou effect, are the very same ones 
that Keynes uses in arguing against open market operations. ` 

Granted this assumption, I believe it is useful to identify the 
Keynesian position against one which maintains that full employment 
can be automatically achieved via the Pigou effect by maintaining a 
constant stock of money, and providing for wage and price flexibility. 
It is now possible to delineate three distinct theoretical formulations 
of the Keynesian position—differing in varying degrees from the classi- 
cal one: (a) Most opposed to the classical position is the Keynesian 
one which states that even if there were no problem of uncertainty 
and adverse anticipations (that is, even if there were a static system), 
and even if we were to allow an infinite amount of time for adjustment, 
a policy of price flexibility would still not assure the generation of full 
. employment. (This is the negative interest rate argument of §§ 3 and 
8.) (b) Then there is the position which states that, in a static world, 
price flexibility would always assure full employment. But in a dynamic 
world of uncertainty and adverse anticipations, even if we were to 
allow an infinite adjustment period, there is no certainty that full 
employment will be generated. That is, we may remain indefinitely in 
a position of underemployment disequilibrium. (c) Finally, there is the 
Keynesian position, closest to the “classics,” which states that even 
with uncertainty full employment would eventually be generated by a 
policy of price flexibility; but the length of time that might be neces- 
sary for the adjustment makes the policy impractical. The ease with 
which each of these three positions can be defended is inversely related 
to its distance from the classical position. 

Although these positions are quite distinct theoretically, their policy 
implications are very similar. (In what way would the policies of a man 
advocating position (a) differ from those of a man advocating (c) and 
stating that the adjustment would take ten years?) The policies would 
in general be directed at influencing the consumption and investment 
functions themselves, in addition to manipulating the amount of money. 
Thus the policies may advocate tax reductions to stimulate consump- 
tion and investment (the Simons-Mints school) ; or may insist on direct 
government investment to supplement private investment (Hansen, 
et al.). In this way we could cross-classify Keynesian positions accord- 
ing to their advocated policies, as well as their theoretical foundations. 


°° Cf. the passages cited in footnote 34, above. 


CENTRAL BANKS AND THE STATE TODAY 
By Mrrosiav A, Kriz* 


The relations between the central bank and the State have been 
newly defined in central bank laws passed since the end of the war. 
However, there exists no comparative study of the postwar central 
bank legislation, no bird’s eye view of the new institutional set-up, no 
comprehensive interpretation of the changing relationships between the 
central banks and the State. This broadly is what I shall try to do in 
this paper. 


I. The Formalization of the Relationships Between the Central 
Bank and the State 


The central bank statutes that have been drawn up or amended since 
the end of the war have this in common, that while heretofore the 
central bank’s position vis-d-vis the Treasury had been left nominally 
open, the new laws are formalizing it by writing into the statutes the 
outcome of a long and sometimes hectic evolution in the theory and 
practice of central banking. The legislative texts adopted in the last 
three years therefore require a comparative study that alone will enable 
us to discern and appraise the main trends in present-day central 
banking. ` 

In the past, the close and continuous cooperation between the 
central bank and the government was taken for granted; but as a rule 
it was not found necessary to incorporate in the statutes any provisions 
as to the “independence” of the central bank or its “subordination” 
to the State. There were, of course, a few exceptions. Apart from the 
Soviet State Bank which “forms part of the People’s Commissariat of 
Finances and is directly subordinate to the People’s Commissary of 
Finances,” specific provisions governing the general relationships of 
the central bank and the State can be found only rarely. In Sweden 
the charter states that the Riksbank is “placed under the guarantee of 
the Riksdag’*—the Swedish Parliament. A similar statement can be 


* The author is on the staff of the Federal Reserve Bank of New York. The opinions 
he expresses are personal, With the permission of the American Economic Association, a 
Spanish version of this article, together with a review of the technique of the central bank 
nationalization, which is omitted here, will be published in the Revista of the Banco de 
la Republica of Colombia. 

* Statutes of the Soviet State Bank, Article 1. 


* Bank Law of May 12, 1897, as amended, Article 1. 
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found in the statutes of the Bank of Finland, which were modeled on 
those of the Swedish Riksbank: “The bank carries on its business 
under the guarantee and supervision of the Diet.”? In Latvia the bank 
was also defined in the statutes as a State institution.* At the opposite 
end of the scale were the Bank of England and the German Reichs- 
bank. “The Bank of England,” stated the MacMillan Report, “is 
almost unique as a central bank in that it is a private institution 
practically independent of any form of legal control, save in regard to 
its powers of issuing bank notes and granting loans to the State.” 
As regards the Reichsbank, the statutes declared it to be “a bank 
independent of government control.”® Between these two extremes, 
central bank statutes were either silent on the general position of the 
bank vés-d-vis the Treasury or contained only provisions as to the 
government’s right to intervene in the constitution of the bank’s 
governing body, for example, by appointing the governor, approving 
the election of the directors by shareholders, or nominating a govern- 
ment commissioner. Even the statutes of the central banks set up or 
reorganized under the auspices of the Financial Committee of the 
League of Nations, which was at that time the most vigorous sponsor 
of “independent” central banks, do not contain any formal statement 
governing the relations of the central bank and the State; but the 
position of the Bulgarian National Bank, which was State owned, was 
fortified by an agreement with the League of Nations under which the 
Bulgarian government undertook “to safeguard the independence of 
the central bank from any political influence whatever.” 

In contrast, the central bank statutes drawn up or amended in recent 
years contain explicit statements as to the position of the central bank 
vis-d-vis the State. The first departure from the traditional lack of 
formalization was the unprecedented statement of policy which in 1936 
subordinated the Reserve Bank of New Zealand to the New Zealand 
government: “It shall be the general function of the Reserve Bank, 
within the limits of its powers, to give effect as far as may be to the 
monetary policy of the government as communicated to it from time 


3 Regulations for the Bank of Finland, December 21, 1925, as amended on June 5, 1929, 
Article 2. 

4 Statutes of the Bank of Latvia ratified by the Law of June 2, 1923, as amended, 
Article 1. 

ë Committee on Finance and Industry Report (Cmd. 3897), Paragraph 50. 

°Bank Act of August 30, 1924, Article 1. But the Reichsbank was reorganized at that 
time not only to function as a central bank, but also as part of a scheme for the payment 
of reparations and of the financial rehabilitation of Germany, and the specific provision 
as to its “independence” may therefore be explained by the distrust of the German govern- 
ment by the creditor countries. 

7 Protocol signed in Geneva on March 10, 1928 by the Minister of Finance of Bulgaria. 
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to time by the Minister of Finance.’*® The next instance was the 
German law of June 15, 1939 under which the Reichsbank was to be- 
managed and directed in accordance with and under the direct super- 
vision of the “Fuehrer and Reichschancellor.” Curiously enough, on 
the eve of the Second World War, the German dictator deemed it 
necessary to amend the Reichsbank’s statutes in such a way as to 
eliminate any legal scruples of the bank’s management in financing the 
German war economy. On the other hand, while during the war central 
banks all over the world responded to the exigencies of war finance, 
nowhere did the governments resort to formal legislation. 

While the trend towards greater formalization of relations was 
noticeable in isolated instances before the war, the advent of the 
socialistic governments in the postwar world brought an avalanche of 
legislation. The place of honor must, of course, be reserved to the 
“Old Lady of Threadneedle Street”: “The Treasury may from time 
to time give such directions to the bank, as, after consultation with 
the governor of the bank, they think necessary in the public interest.’ 
In turn the Bank of England was given power, under conditions defined 
in the Act, to issue “directions” to any bank or group of banks, or to 
banks generally. 

The new Australian legislation contains a detailed procedure for 
solving possible conflicts between the Commonwealth Bank and the 
Commonwealth Treasury. The bank is required to inform the govern- 
ment from time to time of its monetary aud banking policy. “In the 
event of any difference of opinion between the Bank and the Govern- 
ment as to whether the monetary and banking policy of the Bank is 
directed to the greatest advantage of the people of Australia,” the 
government and the bank are required by the law to “endeavor to reach 
agreement.” Should it be impossible to resolve such a difference of 
opinion by discussion, “the Treasurer may inform the Bank that the 
Government accepts responsibility for the adoption by the Bank of a 
policy in accordance with the opinion of the Government and will take 
such action (if any) within its powers as the Government considers to 
be necessary by reason of the adoption of that policy.” The bank is 
then required to give effect to that policy.” l 

A third example may be found in Holland. Under temporary arrange- 
ments made in 1945 to restore the Nederlandsche Bank to its position 
under the Bank Act of 1937, which had been abrogated by the German 
occupation authorities, the Minister of Finance was given the power, 


3 Amendment Act of 1936, Section 10. 
° Bank of England Act 1946, Article 4 (1). 
® Commonwealth Bank Act of 1945, Article 9. 
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whenever he “deems it necessary to do so for codrdinating the monetary 
and financial policy of the government and the policy of the Neder- 
landsche Bank,” to issue to the management of the Nederlandsche 
Bank the “directions required to attain that end.” The Nederlandsche 
Bank is “bound to follow such directions,’ but should a bill now 
pending before the Dutch Parliament become law, the management 
of the bank could appeal to the Crown from instructions given by the 
Minister of Finance.” 

A rather unusual solution was adopted in Spain, where a number 
of essentially central bank functions, such as fixing the discount rate, 
engaging in open market operations, and directing credit policy, were 
taken from the Bank of Spain, to be performed as from January 1, 
1947 by the Minister of Finance with the approval of the Council of 
Ministers. There is also a broad clause in the new law empowering the 
Minister of Finance to set monetary policy in general. In the case of 
open market operations, however, there is no change from previous 
practice because, as was first permitted by the law of November 9, 
1939, such operations could be undertaken only if authorized by the 
Minister of Finance. 

Compared with the British, Australian, and Dutch versions, similar 
‘provisions contained in Central and Eastern European legislation are 
more laconic. The National Bank of Rumania, “as the mandatary of 
the State, assures, in accordance with the directives given by the 
Supreme Economic Council, the direction and control of credit.”** The 
new Czechoslovak legislation stipulates that “the State shall perform 
the management of the currency through the medium of the National 
Bank of Czechoslovakia.” The Yugoslav legislation likewise subordi- 
nates the national bank to the State. 

The new statutory provisions are very formal; but much of course 
depends on their interpretation. Fortunately, there is ample documenta- 
tion as to the significance and implications of the relevant British, 
Australian, and Dutch legislation with the result that, in these three 
instances at least, it is possible to interpret and pass judgment on the 
texts. First, as to the British government’s power to give directions to 
the Bank of England, the law contains the qualifying provision that 
directions may be given only “after consultation with the governor 

“Royal Decree of October 1, 1945, providing for the reintroduction of the Bank Act 
1937, Article 7. 

12 Amsterdamsche Bank, Quarterly Review, July, 1947. Whether such a clause is actually 
contained in the laws published on May 14, 1948, providing for the nationalization of the 
Nederlandsche Bank and the revision of its statutes, I have not been able to check at 
this writing. 

Law of December 28, 1946 on the nationalization of the National Bank of Rumania, 
Article 3. 

“t Law of March 11, 1948, paragraph 1, 
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of the bank.” These words were deliberately inserted into the statutes; 
indeed, Lord Catto, Governor of the Bank of England, made it clear 
that they were inserted at his request. As interpreted by British 
commentators, this provision implies that the governor has thus not 
only the right to be heard, but will also effectively prevent directions 
being issued to the bank on minor matters. Furthermore, the affairs 
of the Bank of England, it is held, are to be managed by the Court of 
Directors according to the directors’ own judgment of what is in the 
national interest. Moreover, the Governor and the Deputy Governor 
of the Bank of England, along with other members of the Court, are 
appointed by the Crown, and not by a Minister as under other 
nationalization schemes such as, for example, the Transport Act. This 
is an eloquent indication of the very special position that the new 
British legislation devolved upon the Bank of England. 

In Australia, the implementation of the new bank act likewise 
appears to be rather flexible. On the one hand, no Secretary of the 
Treasury is “really likely to abuse his powers, in view of the necessity 
for him to justify his actions before the electorate”; and on the other, 
“the Treasurer might also be expected to receive the opinion of the 
bank governor with respect, and, in the framing of the general lines 
of policy, the governor’s influence would presumably be considerable.’’*’ 
The first argument seems somewhat specious, but the second one is 
pertinent. 

As to the Dutch legislation, under which the government has the 
power to give binding directions to the management of the Neder- 
landsche Bank, the latter made it very clear in its 1946 report that it 
accepted the new statutory provisions on the express understanding 
that “the right to resign of the members of the management who 
would not be able to agree to the directions given by the Minister, 
remained unshaken,” 


II. The Rationale of the New Legislation 


So far we have been concerned only with the formal expression of 
the central bank’s position vis-d-vis the State. However, in order to 


1 These words were deliberately inserted, and I think that I am betraying no secret 
when I say that they were inserted at my request and received cordial agreement from the 
Treasury.” Lord Catto’s speech in the House of Lords, January 22, 1946. 

“The Economist, February 16, 1946. 


“By J. S. G. Wilson, “Australia’s Central Bank,” in the Journal of Political Economy, 
February, 1946, pp. 29 and 30. The article also makes the point that “for the protection 
of the management of the bank itself, some critics have suggested that any overriding 
instruction given by the Treasurer should be made in writing, so that its terms would be 
beyond dispute and, if necessary, available for future reference.” 


* De Nederlandsche Bank, Report for the Year 1944-45 (April, 1946), p. 16. 
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understand this trend towards increasing formalization, we have to set 
the legislative texts within the framework of the political, economic, 
and social developments, of which the changing position of the central 
banks is but one facet. The Victorian Bank of England was obviously 
in a different position vis-d-vis the British government from that of 
the Bank of England of 1931 or 1945; it functioned in the economic 
system, and the political and economic environment, of laissez-faire. 

Today the world is living under a system of extensive State inter- 
vention in business and finance. This is not merely a consequence of the 
war, since in the field of money and banking the change in attitude 
toward the role of government occurred as long ago as the early 
"thirties, with the abandonment of the gold standard during the 
depression and the adoption of a cheap money policy. Under present- 
day conditions, the relations of the central bank and the State thus 
are inevitably affected by the changing political and social concepts as 
well as by the demands of postwar reconversion and reconstruc- 
tion. The advent to power of the socialistic parties has only acceler- 
ated the tendencies that were inherent in the situation. In the words 
of the British Chancellor of the Exchequer, the nationalization of 
the Bank of England had “the effect of bringing the law into accord 
with the facts of the situation as they had developed.’ The Australian 
Treasurer elaborated the same idea in a statement, the gist of which 
recurs in manifold forms in the discussions that took place in the 
parliaments of the Western world: “A banking system must always be 
in the process of evolution, continuously adapting itself to changing 
conditions. This adaptation in part has largely taken place under slow 
pressure of events since the depression of the thirties. It has come to 
be recognized throughout the world that changes in the banking system 
should be the result of conscious decisions of policy.’ 

So far I have been concerned solely with such interpretations as are 
commonly accepted in Western Europe and the British Dominions 
(with the important exception of the Union of South Africa). In 
Central and Eastern Europe the relations between the central bank 
and the State are but one facet of a new pattern of economic policy 
modeled largely on that of the Soviet Union. In Rumania, for instance, 
the nationalization of the central bank was to undo “the errors of the 
past” and to initiate a credit policy designed to promote the Rumanian 
economy “in the interests of the collectivity.”™ 


2 Speech delivered in the House of Commons on August 21, 1945, 

From the speech delivered by Australian Treasurer Benjamin J. Chifley in the House 
of Representatives on March 9, 1945, to introduce legislation to expand the powers and 
amend the control of the Commonwealth Bank of Australia, and to control certain of the 
operations of private banks in Australia. 

* National Bank of Rumania, Annual Report for 1946, p. 7. 
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There is also emerging on the horizon of central banking the case 
of Argentina. In a sense the redefinition of the relationships between 
the Treasury and the central bank that was brought about by the 
Argentine legislation of March, 1946 is the outcome of the same 
political and economic forces that have been noticeable elsewhere; but 
the radicalism of the measures accompanying the nationalization of 
the Argentine central bank, more particularly the central bank’s abso- 
lute control over commercial banks, and the ideological justification 
of the new laws would point to the conclusion that the Argentine case 
is sui generis. Only the actual application of the new monetary and 
banking policies will reveal the new pattern of the relationships be- 
tween the Central Bank of Argentine and the State. 

Altogether apart from the underlying political and economic develop- 
ments and ideologies, there are several specific reasons for the changing 
relationships between central banks and the State of the last fifteen 
years or so. First of all, the “independent” position of the central bank 
vis-a-vis the Treasury has been undermined by the distintegration of 
the international gold standard. This fundamental change is particu- 
larly striking in the case of the Bank of England. Up to 1914, and 
also to a somewhat smaller extent from 1925 to 1931, the Bank of 
England exercised control over the country’s supply of money by 
application of recognized traditional rules to maintain a gold reserve 
sufficient to meet the statutory reserve requirements and to buy and 
sell gold on demand at a fixed price. So long as Britain was on the _ 
gold standard, there were few decisions of policy that the Bank of 
England had to make in consultation with the government. With the 
gold standard gone, no sinipre‘Tules, and test of success in their applica- 
tion, could be laid down. Of necessity, as circumstances changed, 
guidance had to be sought from the Treasury. In the early stages 
consultation and cooperation were the outward forms of the relation- 
ships, but towards the end the bank acknowledged the dominant re- 
sponsibility of the Treasury for the monetary policy. A similar situa- 
tion mutatis mutandis obtained in other countries, with the result that 
the following statement in which the management of the Nederlandsche 
Bank acknowledged the profound change in the bank’s position 
vis-a-vis the Treasury because of the abandonment of the gold standard 
is also valid for other banks: “We recognized, as we had done im- 
mediately after the abandonment of the gold standard in September 
1936, that from that moment the decision on the lines of conduct 
regarding the monetary policy and the responsibility for the value of 
the currency lies with the government.”” 

The second reason for the changing relations between the central 


*? De Nederlandsche Bank, Report for the Year 1944-45, p. 15. 
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bank and the Treasury is the growth of the public debt. The cheap 
money policy in the ’thirties gave the Treasury a vested interest in a 
monetary policy that would bring about a decline in the rate of 
interest; and the war finance exigencies accelerated and amplified these 
trends. At the present time the existence of a debt of unprecedented 
magnitude in all countries of the world makes it desirable to so manage 
this debt as to prevent a material increase in interest rates. It is thus 
the increase in the public debt, rather than the supposed dominance 
of the Treasury over the central bank, that‘is the precondition of 
the present-day changes in the principles and technique of central 
banking. 

Another reason for a statutory definition can be found in the frank 
recognition that the central bank should be guided in its relations with 
the State “by a realistic appreciation of what is possible rather than by 
an attempt to establish Utopian restrictions, rigid in theory, but weak 
or unenforceable in practice.” This argument was applied particu- 
larly to countries lacking a developed monetary and banking system; 
and since these economies are under a regime of extensive State inter- 
vention, it was only logical to extend similar principles to central 
banking, as for example in the monetary legislation passed recently 
in Paraguay, Guatemala, and the Dominican Republic. This doctrine 
is however not new, since it was enunciated in the late ’thirties in the 
British Dominions as a local reaction against “the anachronisms and 
anomalies attaching to the Bank of England.”** At that time, under the 
influence of the British advisors who frequently came from the Bank 
of England itself, the newly established central banks in Canada and 
New Zealand were given charters providing for their private ownership 
and “independence.” But “in neither Canada nor New Zealand did 
private ownership in its original form survive the next election: How 
could it in countries so accustomed to direct State action?” An 
identical reason was given for the recent change in the status of the 
Argentine central bank.” 

A further reason for a formal expression of the central bank’s posi- 


Robert Triffin, Monetary and Banking Reform in Paraguay (Washington, Board of 
Governors of the Federal Reserve System, 1946), p. 73. 


2A, F. W, Plumptre, Central Banking in the British Dominions (Toronto, 1940), p. 189. 
5 Loc. cit. 


2 At the formal ceremony when the State took over the central bank in virtue of the 
decree-Jaw of March 25, 1946, the President of the Argentine Republic stated that “the 
organic charter of the central bank is no longer adaptable to the new features of Argentina’s 
economy arising out of the development of industry, nor is it to be expected, that, with 
these limitations and that of being a mixed capital bank, it should be prepared to evolve 
the broad monetary and financial policy which must play so important a part in the 
encouragement of economic activity.” 
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tion vés-d-vis the Treasury can also be found in the special situations 
that arose in various countries, The Australian Treasurer, for instance, 
gave the following reason for the formalization of the Commonwealth 
Bank position vés-d-vis the Treasury: “In 1931, in the depths of the 
depression, the Commonwealth Bank and the private banks refused 
to assist the rehabilitation plans of the Comonwealth and State Govern- 
ments, which were designed to relieve acute unemployment and restore 
industry.’”’ This criticism of the attitude of Australian banking during 
the years of the great depression was a very effective argument in 
support of the government view that the Commonwealth Bank should 
serve as an instrument of government financial policy.” 

On the whole, these reasons for the legal definition of the relations 
of the central bank and Treasury were accepted. How remarkable is 
the change that occurred in this respect in England can be illustrated 
by two statements of two successive governors of the Bank of England. 
In 1937, Mr. Montague Norman stated that: “We must look largely 
to the Chancellor of the Exchequer, and we assure him that in all 
matters his requests govern the conduct of our affairs. We would prefer, 
however, that he make his requests as such, rather than in the form of 
legislation. Legislation is too foreign a method.”” In 1946, Lord Catto, 
speaking in the House of Lords, commented on the Bank of England 
bill in terms which show the profound changes in the concepts of 
central banking: “It is perhaps true to say that the powers under this 
bill do little more than give statutory authority for what has long 
existed by custom and tradition. Nevertheless, statutory authority is 
a fundamental change; and that is the responsibility of Government 
and Parliament.’”° As a matter of fact, the Treasury’s power to give 
“directions” to the Bank of England has not yet been exercised, “so 
far as is known,’™ but “the high degree of voluntary codrdination 
already attained has been theoretically fortified by the presence of 
legal sanctions in the background.” 

No less profound has been the evolution in this respect in Holland. 
In 1937 when a Commission on Banking was established to inquire, 


2 Speech delivered in the House of Representatives on March 9, 1945. 


* The government’s attitude was further strengthened by the criticisms of the Com- 
monwealth Bank credit policy that the Royal Commission on Monetary and Banking 
Systems in Australia made in its report in 1937: “Two of the most important monetary 
measures taken during the depression were expansion of central bank credit by means of 
Treasury Bills in 1931 and 1932, and the movement in the exchange rate in January 1931. 
In each case, in our opinion, the depression would have been lightened, and some of its 
worst effects avoided, if these measures had been taken earlier.” (Report, Paragraph 543). 


” As quoted in the League of Nations’ Money and Banking, 1937-38, Vol. 1, p. 83. 
” Speech delivered in the House of Lords, January 22, 1946. 
“ Midland Bank Review, February, 1948, p. 2. 
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inter alia, as to whether and to what extent the statutes of the Neder- 
landsche Bank needed to be modified, it was deemed necessary to insert 
in its terms of reference the qualification that any modification should 
be made “without impairing the bank’s independence.” But in 1946 
when the new statutes authorized the Minister of Finance to give 
binding instructions to the management of the bank in case he should 
consider it necessary, the latter “finally decided to submit to the wishes 
of the government.”*? On the whole, therefore, the central banks ac- 
cepted the formalization of their position vés-d-vis the government. In 
most countries the implementation of the new legal regime was not 
accompanied by any changes in the leading central bank personnel. 
In England, France, Australia, and the Netherlands the governors and 
other high officers continued to serve after the implementation of the 
new statutes, being reappointed whenever this formality was required. 
Only in Argentina has there been a break with the past or with the 
leading central bank personnel. Public opinion likewise has accepted 
the new regimes, and even the conservative parties in opposition to the 
governments that brought about the changes do not seem to contem- 
plate, when they return to power, the canceling of the new statutes 
in toto. The usual arguments invoked in favor of preserving the 
new legal regimes is that their success or failure depends in any event 
on the selection of the central bank management and that the new 
legislation only gives a statutory recognition to rules already generally 
accepted. l 
Ill. The Impact of Legal Compulsion 


This very argument that the new legislative statutes simply recog- 
nize the factual position of the central bank vis-a-vis the Treasury as 
it has developed in the course of the history of central banking, is 
undoubtedly a very pertinent one. In this respect the evidence emanat- 
ing from the Bank of England is very definite, Mr. Montague Norman 
having spoken in 1936 in words almost identical with those of Lord 
Catto in 1946. “I assure Ministers,” Mr. Montague Norman said, “that 
if they will make known to us through the appropriate channels what 
it is they wish us to do in the furtherance of their policies, they will 
at all times find us as willing with good will and loyalty to do what 


they direct as though we were under legal compulsion.”** And ten» 


%2 De Nederlandsche Bank, Report for the Year 1944-45, p. 15. 

2 However, in Australia the leader of the opposition, Mr. Menzies, stated that if his 
party were to return to power, it would take prompt steps to restore the political inde- 
pendence of the Commonwealth Bank. 

“One of Mr. Norman’s very rare public utterances made in response to a toast at the 
Lord Mayor’s dinner in October, 1936, as reported in The Economist, October 10, 1936, 
p. 69. 
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years later Lord Catto, speaking in the House of Lords on the Bank 
of England nationalization bill, was just as emphatic: “The real posi- 
tion has always been that, however much weight may at times have 
been given to the views of the Bank of England on questions on 
which it has great experience, the final decision rests, and always has 
rested, with the government of the day through the Chancellor of the 
Exchequer.””** 

In a sense, therefore, the formalization of the relationships between 
the State and the central bank was a gesture void of much significance, 
and only a mere confirmation of what is implicit in the essentially 
public character of central banking. 

However, this interpretation that the legal compulsion is no more 
than the confirmation of actual practice can only be accepted, I believe, 
subject to a number of qualifications. First of all, there is between a 
legislative text and an unwritten tradition the difference that the former 
is rigid, while the latter is susceptible of gradual but continual adjust- 
ment. To substantiate this point, the best I can do is perhaps to quote 
from the MacMillan Report the very reason why the absence of formal 
regulation was viewed as an advantage to the Bank of England: “A 
central bank which is able to adjust itself to new necessities and 
exigencies without requiring an amendment of its constitution or 
powers on every occasion when innovation is considered desirable 
possesses the inherent advantages which an elastic structure has over a 
rigid one.’’** In different words, but with identical emphasis, the 
Belgian government explained in March, 1948 why it preferred a “semi- 
nationalization” of the National Bank of Belgium to its straight.sub- 
ordination. The preamble to the bill providing for a number of sub- 
stantial changes in the central bank’s status is a remarkable document 
in the sense that, for the first time in the postwar debates, a government 
lays stress on the elasticity rather than on the rigidity of the institu- 
tional framework of central banking. “It is essential that the National 
Bank remain distinct from the Executive Power if its interventions are 
to be made with the elasticity indispensable for the growth of national 
economy. ... The government should exercise its prerogatives in such 
a way as to safeguard, according to a word by Frére-Orban, the founder 
of the national bank, the latter’s independence and liberty of action 
inasmuch as their sacrifice is not required for considerations of social 
interest.’°” 

Second, legal compulsion can only be justified if it does not imply 


** Speech delivered in the House of Lords, January 22, 1946. 
“Committee on Finance and Industry (Cmd. 3897), Paragraph 33. 


£ Projet de Loi modifiant la loi organique de la Banque Nationale de Belgique (transla-~ 
tion mine). 
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the actual subordination of the bank to the Treasury. We should, how- 
ever, constantly keep in mind that the emphasis on formal “independ- 
ence” has often been exaggerated in the past. Even a classical English 
book on central banking to which Mr. Montague Norman wrote a 
preface? recognized that the so-called “independence” really meant 
“close and continuous coöperation between the bank and the govern- 
ment when important issues are involved,” and “even more than this 
. . .In exceptional periods of stress,” such as a national crisis.’ Thus 
interpreted, “independence” was tantamount to partnership. As I have 
already pointed out, the legal compulsion provided for by recent legis- 
lation is qualified to the extent that the Treasury may only give direc- 
tions to the central bank “after consultation with the governor.” 
Accordingly, the legal enactment, far from conveying the idea of 
“subordination,” preserves the traditional elements of partnership. 
Interpreted against this background, the changing place of the central 
bank vis-d-vis the State is more understandable than in the terms of a 
fallacious dilemma of “independence” versus “subordination,” in which 
this basic problem of central banking is sometimes couched. Central 
banks have never been “independent” from the government; but only 
in extreme cases are they being “subordinated” to the State. As a matter 
of fact, experience shows that, whatever the statutory provisions, con- 
tinuous cooperation has been established between the central bank and 
the State, and that the intimacy of this cooperation rests not so much 
on the legal status as on the political, economic, and financial conditions 
in the country, on the sense of responsibility displayed by political and 
business leaders and the level of political education of the people. 
An interesting application of the concept of partnership between the 
central bank and the State can be traced in some of the recent South 
American legislations and in the law establishing the Central Bank of 
the Philippines. The powers and functions of the central bank are 
exercised by a Monetary Board which consists, apart from other mem- 
bers, both of the highest officer of the central bank and of the Minister 
of Finance. In Guatemala and in Paraguay, the president of the 
Monetary Board is ipso facto governor of the central bank; but in the 
Dominican Republic and in the Philippines the president of the Mone- 
tary Board is the Minister of Finance, the governor of the central bank 
being the second highest ranking member. In all these countries the 
Monetary Boards are entrusted with the formulation and coordination 
of policies relating to money, credit, government borrowing, the ex- 
change rate, international currency reserves, and exchange control. 


8 Sir Cecil H. Kisch and W. A. Elkin, Central Banks (London, 1932), p. 18. 
= Ibid., p. 18. 
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This unification of ultimate responsibility for the country’s monetary 
policy is a potent innovation which it will be of great interest to watch 
in its day-to-day application. 

A third qualification should be made, that the formalization of the 
relationships between the central bank and the State should in no way 
imply that the central bank has become a purely governmental institu- 
tion. With a view to preserving an appropriate representation of 
industry, trade, and commercial banking in the central bank, the 
legislative texts usually contain specific provisions as to the repre- 
sentation of industry, commerce, and banking on the central bank’s 
board of directors. 


IV. The Nationalization of Central Banks 


The legal enactment defining the central banks’ position vés-d-vis the 
Treasury is but one aspect of the present-day relationships between 
the central bank and the State. The other aspect, which is even more 
spectacular, is that of the central bank nationalization. 

Fifteen years ago a paper, such as this, on the relations between the 
central bank and the State would have contained a brief discussion of 
such curiosities in the field of central banking as fully State-owned 
central banks. The brief survey would have started with the Swedish 
Riksbank—-the Bank of the Swedish State—and would then have 
contained a sentence such as the following: the Bank of Finland 
and the National Bank of Iceland, modeled on the Swedish Riksbank, 
were likewise established as State-owned banks in 1809 and 1885, 
respectively; but the National Bank in Copenhagen, founded as a 
State institution in 1813, was converted into a privately owned bank 
five years later. A reference would then have been made to the State 
Bank of Russia, established in 1860, and to the National Bank of 
Bulgaria, which was founded, likewise as a State bank, in 1879. On the 
American continent, there was one fully State-owned central bank at 
that time—the Bank of the Oriental Republic of Uruguay (1896). 
This would have completed our brief survey, except that we would 
have had to mention somewhere, with due stress on the vicissitudes of 
Australian politics, that the Commonwealth Bank of Australia was 
established in 1910 as a State bank. The Chinese and Iranian central 
banks established in the late ’twenties were also State institutions. 

Today the picture is very different. The synopsis on page 578 shows 
that of 57 central banks of independent countries (¢.e., excluding cen- 
tral banks of dependent territories), 36 are government owned (or 37, 
should we include the National Bank of Austria, the status of which 
is somewhat uncertain), 9 are owned jointly by governments and pri- 
vate holders, and 12 are owned “privately.” However, of these 12 
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State 





Europe 
Albania 
Bulgaria 
Czechoslovakia 
Denmark 
England 
Finland 
France 
Hungary 
Iceland 
Treland 
Netherlands 
Poland 
Rumania 
Sweden 
U.S.S.R. 
Yugoslavia 

America _ 
Argentina 
Bolivia 
Canada 
Costa Rica 
Dominican Republic 
Guatemala 
Haiti 
Nicaragua 
Paraguay 
Uruguay 

Asia 
Aighanistan 
China 
India® 
Tran 
Traqi 
Philippines 
Siam 

Africa 
Ethiopia 

Oceania 


Australia 
New Zealand 


Private Mixed 
Austria® Norway>* 
Belgium# Portugal 
Greece Turkey? 
Italy® 
Spain 
Switzerland® 
Peru Chile> 
Salvador Colombia? 
United States Ecuador> 

Mexico? 

Venezuela? 
Japan! Pakistan} 
Egypt! 


Union of South Africa 





a Austria: The bank was “liquidated” in 1938, the shareholders having been given German 


government bonds. Present legal situation is uncertain, since the former shareholders have not 


been reinstated nor has any formal nationalization text been passed. 
b The State holds (as of the latest available date) 17 per cent of the capital in Norway, 24 
per cent in Turkey, 0.3 per cent in Portugal, 17 per cent in Chile, 43 per cent in Colombia, 


and 53 per cent in Mexico. In Ecuador, the State held 36 per cent of the bank’s capital until, 


March 13, 1948, when a new monetary law was promulgated. Under the new regime, the 
government is presumably holding 50 per cent of the shares. In Venezuela the paid-up capital 
is entirely owned by the State; the remaining 50 per cent is to be subscribed by the banks 


and the public. 


° Norway: Nationalization called for in the King’s speech at the opening session of the 
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“private” central banks, the nationalization of those of Norway and 
Egypt, and the “‘semi-nationalization” of the National Bank of Belgium 
are presently under consideration, while the Bank of Italy is a “public 
law” bank, since the private’ shareholders were dispossessed in 1936 
and the new shares are held solely by banks and financial institutions. 
The National Bank of Switzerland is largely owned by the Swiss can- 
tons and the cantonal banks, which in turn are owned by the cantons. 

By far the largest number of nationalized banks are in Europe; but 
even in the Americas, the majority of the central banks are government 
owned. 

Of the 36 banks listed as government owned, only 10 were such in 
1931,*° 15 in August, 1939,** and 19 in August, 1945.* 

All central banks established in recent years are government owned: 
Costa Rica (1937), Afghanistan (1941), Ireland (1942), Siam (1942), 
Paraguay (1944), Albania (1945), Poland (1945), Guatemala (1946), 
Dominican Republic (1947), and the Philippine Republic (1948). The 
only exceptions are the Central Bank of Venezuela (1939) which 
nominally is a mixed bank, although the capital actually paid up is 
entirely owned by the State, and the Pakistan State Bank (1948) with 
51 per cent of the capital to be subscribed by the government and 
the remainder by the public. The National Bank of Iraq now being 
contemplated will likewise be a State bank. The central banks nation- 
alized since the end of the war are, in the chronological order in which 
they were nationalized, those of France, England, Argentina, Rumania, 


“Namely, the central banks of Bulgaria, Finland, Iceland, Sweden, U.S.S.R., Nicaragua, 
Uruguay, China, Iran, and Australia. 


“ Between 1931 and 1939 four banks were nationalized (Denmark, New Zealand, Canada, 
and Bolivia) and one bank was established as a State bank (Costa Rica). 


* Between August, 1939 and August, 1945 four banks were established as State-owned 
(Afghanistan, Ireland, Siam, and Paraguay). 


Storting on January 13, 1948. 

4 Belgium: According to a bill submitted by government in Parliament on March 4, 1948, 
the bank is to be “semi-nationalized,” the existing privately held capital being doubled by 
the creation of shares to be subscribed by the Belgian State. 

° Italy: The Bank of Italy is a “public law” institution, the capital of which is subscribed 
by banks, etc. 

f Japan: Somewhat less than one-half of the shares belong to the Imperial Household. 

& Switzerland: 38 per cent of the shares are owned by the Swiss cantons and 16 per cent 
by canton-owned banks. 

h India: Nationalization to be effecive on September 30, 1948, date of the currency separa- 
tion of India and Pakistan. 

i Iraq: The Law of July 20, 1947 providing for the establishment of the National Bank of 
Iraq has, however, not yet been put into force. 

i Pakistan: 51 percent of the Pakistan State Bank, which began operations on July 1, 1948, 
are to be subscribed by the government and the remainder by the public. 

k Egypt: Nationalization called for in the King’s speech at the opening session of the Parlia- 
ment on November 12, 1947. 
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- Yugoslavia, Hungary, Czechoslovakia, India, and the Netherlands. To 
the central bank, the elimination of the stockholder is inconsequential. 
Indeed, the stockholder was only a relic of past history. For the country, 
the central bank nationalization has few visible consequences. The most 
obvious difference, which resúlts from the assumption of formal owner- 
ship by the State, is that the responsibility of the Treasury for currency 
and credit. policy is no longer capable of camouflage behind the façade 
of the central bank.* . 

V. Conclusions 


In the shifting relationships between the central banks and the State, 
the transfer of central bank ownership is more a symbol than a change 
of substance. What matters more than the nationalization are the 
general relations between the central. bank and the State and their 
respective roles in determining the monetary and credit policies. In 
recent years these relationships have been defined in central bank 
legislation. However, the widely held view that the new laws merely 
formalized the prevailing position of the central bank vis-à-vis the 
Treasury is acceptable only with a number of essential qualifications: 
compared with the unwritten tradition, the legal compulsion is rigid; 
it can be justified only if the consultation between the Treasury and 
the central bank, specifically provided for in most legislations, is not 
a dead letter; and it can be reconciled with the requirements of 
rational central banking only if it safeguards an appropriate repre- 
sentation of industry, trade, and commercial banking in the central 
bank. It is neither “independence,” which the central banks never have 
had because of the public character of central banking, nor the ‘“‘sub- 
ordination” of the bank to the Treasury, which is fallacious, but rather 
the concept of “partnership,” I submit, that offers a way out of this 
historical dilemma of central banking. In this subtle relationship be- 
tween the Treasury and the central bank the latter’s position vts-d-vis 
the former can be fortified because of the bank’s nationalization; but 
very much will depend on the particular conditions obtaining in particu- 
lar countries. 


€ The London Economist of February 16, 1946 commented in the following terms on this 
point: “The Chancellor of the Exchequer will no longer be able to hide behind the screen 
of a technically private institution when monetary policy is called in question before 


Parliament—which is perhaps the one indisputable gain that results from the whole - 


measure.” The nationalized Bank of England has been required to publish annual reports; 
but in the view of Tke Economist the two reports issued thus far have been “disappoint- 
ing”—-the Old Lady having been “more Sphinx-like than before” (June 5, 1948). 
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COLLECTIVE BARGAINING, KEYNESIAN MODEL 
By ORME W. PHELPS* 


It is the purpose of this paper to examine the probable impact of 
the Keynesian managed economy upon the institution of collective 
bargaining.’ The inquiry has been occasioned by the widespread ac- 
ceptance in recent years of “full employment” as a major objective of 
governmental action and by the vigorous trade union support of legis- 
lative proposals to this effect in the Congress of the United States. The 
philosophy, the policies, and to a degree, the methodology of the fully 
employed economy have by now been sufficiently outlined to permit 
comparison with existing institutions. If these models have been 
analyzed correctly, they imply modifications in trade union practice 
which are at odds with traditions of union autonomy in both the United 
States and Great Britain. This study is an attempt to determine whether 
a reconciliation is possible, and if not, whether the adjustments in union 
policy and practice which are required by the specifications of the 
planners are marginal or fundamental.? 


Full Employment 


The rapidity with which full employment has become the standard 
of social well-being is equalled only by the ease with which the tradi- 
tional economic objective of full employment of resources has become, 
in twentieth-century economics, the full employment of populations. 
Postwar American conservatism to the contrary notwithstanding, it 


* The author is professor of industrial relations at Claremont Men’s College. 


*In the sense in which it is used here, “collective bargaining” includes not only the 
negotiations and procedures employed in the formation of a trade agreement, but also the 
substance of the agreement itself. It therefore subsumes the full gamut of trade union 
policy and tactics which organized labor considers essential to its existence and bargaining 
position. 

” The form of the paper, which is influenced by its subject matter, seems to require a 
word of apology. In view of the pronounced differences of opinion as to what goes on 
before our eyes, the analysis of a hypothetical economic and social system reaches special 
levels of intangibility. Where that system is derived by a number of scholars working inde- 
pendently from premises at least partially opposed to those upon which current economic 
activity is based, the interpretations may be expected to vary in details and perhaps even 
in major outline. Yet it is the essence of the conclusions drawn here that the most important 
ones are supported in whole or in part by most of those attempting an interpretation of 
Mr. Keynes as well as those who accept the full-employment objective without admitting 
that doctrinal ancestry. Hence, the formal characteristic for which apology is made-—an 
unusual amount of direct quotation. The argument which follows will be presented in 
part in the words of the planners themselves, with especial reliance upon the two who have 
faced up most squarely to the issue of freedom, Miss Wootton and Mr. Beveridge. 
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would be a hardy reactionary indeed who would deny the political 
attractiveness in this country (or Great Britain) of rapidly increasing 
State control of economic action to the latter end. 

The recurrence of the full-employment motif in the last stronghold 
of even partially free enterprise seems dictated by at least four sets of 
considerations: (1) the world-wide drive for security and the identifi- 
cation of security with the absence of business fluctuations;* (2) the 
political recognition of the demand for security—as represented by the 
certainty of employment—in this country and Great Britain, where 
bona fide free elections are still good form; (3) the willingness of 
popular governments to assume responsibility for programs of full 
employment, which may be argued inferentially* or documented by 
reference to the British, Canadian, and Australian white papers on 
employment policy, the Swedish program,’ and the Full Employment 
Bill of 1945;° and finally, (4) the ideological unity on basic issues 
exhibited by economists themselves.’ 

Trade union support of government-guaranteed full employment is 
firmly on the record. At a conference of national organizations, meeting 
in Washington, D.C., September 12, 1945, both the American Federa- 
tion of Labor and the Congress of Industrial Organizations endorsed a 
resolution with the following provisions: 


Legislation which will commit the power of the Federal Government to 
assure sustained full employment is the first step needed. Such legislation 
must contain these vital and indivisible principles: 

1. All Americans willing and able to work have the right to useful, re- 
munerative, suitable, regular, and full-time employment. 

2. It is the responsibility and the duty of the Federal Government to as- 
sure, by whatever means are needed, that sufficient employment opportunities 
exist for all Americans to exercise this right at all times. 


In the United States, this is illustrated by the opprobrium attached to the so-called 
“boom and bust” economics of the conservatives, 


*“Wagner’s law” to the effect that “economic development tends towards a gradual 
extension of public or municipal ownership at the expense of private ownership.” See 
“Wagner, Adolph Heinrich Gotthilf (1835-1917),” Encyclopedia of the Social Sciences, 
Vol. XV, p. 320. 


°“Full Employment: The British, Canadian and Australian White Papers,” Economic 
Record, Vol. 21 (Dec., 1945), pp. 223-35. See also Alvin H. Hansen, Economic Policy 
and Full Employment (New York, McGraw-Hill, 1947), Part Three, “Government ' 
Declarations and Programs,” wherein are reviewed the British, Canadian, Australian, 
Swedish, and United States plans for combatting unemployment. 


€ Sen. 380, 79th Cong., 1st sess. 


7From Hayek and Viner on the one hand to Beveridge and Hansen on the other, there 
is now general agreement that “full” or “high” employment is a social responsibility and 
that the way to assure it is through governmental control and expenditure. See Friedrich A. 
Hayek, The Road to Serfdom (Chicago, Univ. of Chicago Press, 1944), pp. 20-21, 121-22; 
Jacob Viner, “International Finance in the Postwar World,” Jour. Pol. Econ., Vol. LV 
(Apr., 1947), p. 106; Wm. H. Beveridge, Full Employment in a Free Society (New York, 
W. W. Norton & Co., 1945); Hansen, op. cit., and others referred to infra, passim. 
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3. It is the responsibility and the duty of the Federal Government . . . to 
foster the highest possible sustained level of employment through private 
enterprise and to provide useful Federal invesiment and expenditure adequate 
to maintain full production and full employment.® 


The conference also endorsed the Murray Full Employment Bill of 
1945, and both the AFL and the CIO subsequently registered vigorous 
opposition to its emasculation.® The principal opposition to a “jobs for 
all” program has come from business and farm organizations in the 
United States, whose spokesmen have not liked either the way that full 
employment was defined or the methods proposed for achieving it.*° 
The classic and by now apparently accepted definition is that of 
Beveridge: “Full employment . . . means always having more vacant 
jobs than unemployed men... . It means that the jobs are at fair 
wages, of such a kind, and so located that the unemployed men can 
reasonably be expected to take them; it means, by consequence, that 
the normal lag between losing one job and finding another will be very 
short. The proposition . .. means that the labour market should always 
be a seller’s market rather than a buyer’s market.** There is equal 
agreement upon the basic means to be employed. Miss Wootton 
phrased it clearly and simply in 1943: “The straight road to full 
employment is a comprehensive and considered plan of public outlay.” 
For the United States, the Full Employment Bill of 1945 included the 
minimum essentials by calling for “such volume of Federal investment 
and expenditure as may be needed, in addition to the investment and 
expenditure by private enterprises, consumers, and State and local 


* Italics supplied. Additional signers were: Amalgamated Clothing Workers of America, 
Brotherhood of Maintenance of Way Employees, Brotherhood of Railroad Trainmen, 
National Women’s Trade Union League of America, Railway Labor Executives Association, 
United Steelworkers of America, and assorted church, professional, political, racial, humani- 
tarian, and educational groups. Congressional Record, Vol. 91, Pt. 7, pp. 8583-84. 


? See the testimony of Nathan E. Cowan, legislative director of the CIO, in H earings oie 
on H.R. 2202 (Washington, U.S. Govt. Printing Office, 1945), p. 351, and the opinion of 
the Executive Council of the AFL as reported in Congressional Record, Vol. 91, Pt. 13, 
p. A4501. 


See, e.g, Full Employment Act of 1945, Hearings ... on S. 380 (Washington, U.S. 
Govt. Printing Office, 1945), “Statement of Albert S. Goss, Master of the National Grange,” 
pp. 588 ff., and “Statement of Ira Mosher, President, National Association of Manufac- 
turers,” pp. 460 ff. 


* Op. cit, p. 18. Practically the same definition with different phrasing is used by John 
H. G. Pierson in Full Employment (New Haven, Yale Univ. Press, 1941), p. 36; in The 
Economics of Full Employment, Oxford University, Institute of Statistics (Oxford, Basil 
Blackwell, 1945), p. iii; and by Barbara Wootton, in Freedom Under Planning (Chapel 
Hil, Univ. of North Carolina Press, 1945), p. 80, n. 1. Hansen avoids definition; see his 
Economic Policy and Full Employment, pp. 19, n. 1, and 107. Only the Nuffield College 
Conference has produced a definition in which vacancies are to be fewer than unemployed 
persons; see Employment Policy and Organization of Industry after the War (London: 
Oxford University Press, 1943), p. 10, n. 1. 


“Barbara Wootton, Full Employment, Fabian Publications Ltd., Research Ser. No. 74 
(London, Victor Gollancz, Ltd., 1943), p. 15. 
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governments, to assure continuing full employment.” Professor Viner 
has extended the idea to its logical conclusion by suggesting an inter- 
national employment stabilization fund along the lines of the Inter- 
national Bank for Reconstruction and Development, but on a scale 
perhaps three or four times as great. (The proposed resources would 
thus be $30 to $40 billion.) Management of the fund would be a 
relatively simple affair, with instructions to lend freely when a depres- 
sion was in the offing and to cease lending and press for repayment 
when employment conditions were good.” 

Two conceptions are indispensable to a program of full employment 
as currently defined: Official responsibility for the maintenance of 
employment, and recognition of the ultimate governmental responsi- 
bility for the provision of jobs. The 79th Congress of the United States 
was willing to admit the first, but it balked at assuming the conse- 
quences of the second. It is these consequences with which we are 
concerned. 

If the pattern of employment to be maintained is that described by 
Mr: Beveridge, two opposed courses of action are open to the govern- 
ment: free markets and a large degree of laissez faire, or direct action. 
It is the essence of the “Keynesian revolution” that reliance upon the 
self-adjusting mechanism of free markets be discarded in favor of 
planned state intervention to achieve economic goals. This dogma was 
made explicit by Keynes himself in a reference to the most important 
of all markets, the labor market: “There is, therefore, no ground for 
the belief that a flexible wage policy is capable of maintaining a state 
of continuous full employment;—any more than for the belief that an 
open-market monetary policy is capable, unaided, of achieving this 
result. The economic system cannot be made self-adjusting along these 
lines.** If continuous full employment is the objective and the economic 
system cannot be made self-adjusting to achieve it, it follows that 
either no adjustments will be necessary or else some agency must be 
responsible for those that are. Since the latter conclusion is the only 
one possible, it is worth while to examine the policies and controls 
suggested by Mr. Keynes and his interpreters, with especial reference 
to their effects on the labor market and collective bargaining. As might 
be expected, top priority in this respect goes to the question of wages. 


Wage Policy and Determination 
The wages problem may be divided three ways: the general level of 
wages in the long run, the general level of wages in the short run, and 


8 Loc. cit. 
1t Op. cit., p. 267, italics supplied. 


> 
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inter-wage adjustments in the short run between different trades, 
occupations, and industries. As to the general level of wages, Keynes 
was quite definite in his insistence that stability should be the rule in 
the short run.** The reasons for the policy are well known: price 
changes will then correspond to diminishing marginal productivity as 
output increases, with the result that social justice will be done those 
factors of production whose remuneration is fixed in terms of money— 
rentiers and persons on fixed salaries—-and those whose bargaining 
position is weakest will be protected from the higgling of the market.** 
In this he is supported by practically all students of the subject.*’ For 
the long pull, Keynes states his preference for “allowing wages to rise 
slowly whilst keeping prices stable” on grounds which are principally 
psychological, but include the social advantages of diminishing the debt 
burden and easing the adjustment from decaying to growing indus- 
tries. Here again he is seconded by the Ministry of Reconstruction 
and later by Hansen, both of whom propose that increases in the general 
wage level should be related to increased productivity.** What this 
adds up to, of course, is a national wage policy with strict controls over 
the general level of money wages. The implications of such a policy 
for collective bargaining will be dealt with below. 

There remains the question of inter-wage adjustments in the short 
run, a peculiarly thorny problem and one lightly passed over by most 
advocates of the fully employed economy. However, the policy question 
has been met head on by Miss Wootton and touched upon by Mrs. 
Robinson, Mr. Beveridge, and Mr. Hansen. As a vigorous proponent 
of state planning, Miss Wootton grasps the nettle most firmly and 
calls for “a plan for wages,” which means, in effect, “conscious regula- ‘ 
tion of relative wage rates.”™ The policy to be followed is uncompli- 
cated; let wage and salary scales (as in Russia) be framed to pay more 
for skills which are scarce and less for those in abundance. The task 


3 “The money-wage level as a whole should be maintained as stable as possible, at least 
in the short period.” J. M. Keynes, The General Theory of Employment Interest and 
Money (New York, Harcourt, Brace, 1936), p. 270. 

1 Ibid., pp. 267-68. 

* See particularly Joan Robinson, The Problem of Full Employment (London, Workers 
Educational Assoc. and Workers Educational Trade Union Committee, 1943), pp. 12 and 
30; Polanyi, Full Employment and Free Trade (Cambridge, Cambridge Univ. Press, 1945), 
p. 88; Oxford University, Institute of Statistics, op. cit., p. 69; Great Britain, Ministry of 
Reconstruction, White Paper on Employment Policy (Cmd. 6527. New York, Macmillan, 
1945, published by permission of the Controller of H. M. Stat. Office), p. 18; Pierson, 
op. cit., pp. 223-24; Wootton, Freedom Under Planning, pp. 108 ff.; and Hansen, op. cit., 
p. 13. 

8 Op. cit, p. 271. 

White Paper, pp. 18-19; Hansen, op. cit., pp. 244-47. 

” Freedom Under Planning, pp. 102 and 104. 
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of the planners is simply to figure out the rates of pay and other 
conditions of employment required to attract the number of com- 
petent people called for by the job to be done. This use of wage adjust- 
ments is also supported by Mrs. Robinson and Mr. Beveridge, although 
the latter decides against it as the principal method of encouraging 
mobility, because of the effect upon the living standards of those 
remaining in declining industries.” . 

Hansen’s proposals are quite different and make no pretense of 
attempting to move people from one industry to another by means of 
differential rates. All wages should be tied to average over-all gains in 
productivity and individual industries without gains in productivity 
should nevertheless “be compelled” to pay higher wages in order to 
avoid distortion of the wage structure. Progressive industries, with 
rising man-hour productivity above the national average, will increase 
wages slightly more than their less productive competitors and pass on 
the balance of their gains in lower prices. They will thus enjoy a 
competitive advantage over their less efficient rivals whose prices will 
have to be raised to meet their increased costs.” 

It is the question of method in short-term inter-wage adjustment 
that brings matters to a focus. There is practical unanimity of con- 
clusion on the part of all writers that the central problem of wages 
under planning is the improved bargaining position of organized labor 
and the possible exploitation of this advantage. In one of the earlier 
full-length studies of the problem, Pierson observed that “the basic fact 
about full employment . . . is that the removal of the threat of involun- 
tary idleness would give labor a stronger bargaining position.””* The 
inflationary consequences, under present methods of wage adjustment, 
were noted by Mrs. Robinson two years later and summed up con- 
clusively by Beveridge in 1945 as follows: “The fact remains that 
there is no inherent mechanism in our present system, which can 
with certainty prevent competitive sectional bargaining for wages from 
setting up a vicious spiral of rising prices under full employment.’’* 

Two principal remedies are proposed. The first is the co-ordination 
of individual (or sectional) wage policies, presumably through central 
labor organizations, to ensure that the demands of individual unions 
will be judged with reference to the economic situation as a whole.” 


74 Robinson, op. cit., p. 16; Beveridge, op. cit., p. 98. 

= Op. cit., pp. 244-45, 

2 Op. cit., p. 11. © 

* Robinson, of. cit, p. 30; Beveridge, op. cit., p. 199. See also Hansen, op. cit., pp. 157, 
240, 246; the Oxford Institute of Statistics, Polanyi, Wootton, and the Ministry of Recon- 
struction, loc. cit., supra, footnote 17, this paper. 


= Oxford Institute of Statistics, op. cit., p. 69; Beveridge, op. cit., p. 200. 
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That such a procedure will involve a revolutionary change in current 
trade union attitudes and a significant reversal of function for central 
labor organizations is underscored by Miss Wootton” and has been 
spelled out by Professor Slichter. In discussing the responsibility of 
organized labor for employment, Slichter explains that neither in 
Great Britain nor the United States is the labor movement prepared 
to act in the collective interests of its members, especially if this 
requires arbitaration of conflicting claims. The American Federation 
of Labor was founded, not to dominate its member unions, but to help 
them preserve their independence. Neither the AFL nor the CIO 
would think of opposing or criticizing the wage policy of a national 
union, no matter how that policy might affect the rest of labor. He 
also observes that there is no immediate prospect of a shift in the 
centers of authority within the labor movement since the men who 
make up the executive councils of the major federations here and in 
England are the heads of powerful national unions who are interested, 
above everything else, in the problems of their own unions.” 

On the chance that unions will not convert readily to such a public- 
spirited pattern, the second remedy is advanced: arbitration. This is 
not, in Mr. Beveridge’s eyes, the compulsory arbitration of wartime, 
but merely the understanding that trade agreements in each industry 
should include a clause for arbitration by an agreed umpire, in default 
of agreement between the parties. “The employers’ association and 
the union would thus be pledged in advance to accept the arbitration 
and to give no support of any kind to lock-outs or strikes in defiance 
of arbitration.” The line between this and compulsory arbitration 
seems rather fine and it is not made any clearer by the comment: 
“Strikes and lock-outs, though they cannot in a free society be for- 
bidden by law, are anachronisms as indefensible as ordeal by battle. 
They should give place to reason.”*° Miss Wootton makes a construc- 
tive argument for compulsory arbitration (which she properly entitles 
“wage regulation by public authorities”) by drawing attention to the . 
fact that it leaves the trade union in its customary position of advocate 
and injects some elements of sense into the position of the arbitrator, 
since he will presumably have a national wage policy to guide him.°*° 

26 Trade unions ... exist, as we have said, to get all they can for their members. They 
would be turned upside down and inside out, if they renounced this function in favor of 


the task of helping to regulate wages ... in such a way as to match labor supply with 
... public plans.” Freedom Under Planning, p. 113. 


7 Sumner H. Slichter, “The Responsibility of Organized Labor for Employment,” Am. 
Econ, Rev., Vol. XXXV (May, 1945), pp. 206-7. 


* Op. cit., p. 200. 
= Op. cit., p. 201. 
= Freedom Under Planning, p. 114. 
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There are other possible methods of wage-setting—statutory deter- 
mination and industrial conscription, the latter of which would amount 
to administrative determination by fiat—but they are only briefly noted 
even by the most enthusiastic. - 


The Mobility of Labor 


Although wages are the most important, they are not the only factor 
in the labor market and trade unions have traditionally been interested 
in job control and conditions of work. Students of full employment, on 
the other hand, have concerned themselves principally—after wages— 
with geographical and occupational mobility. According to Beveridge, 
one of the three primary conditions of success in the attack upon un- 
employment is the organized mobility of labor. There is obvious con- 
flict between the standard methods of union job control and both occu- 
pational and geographical mobility.” Trade union devices to this end 
include restrictions upon entrance to the trades by means of appren- 
ticeship regulations, control of hiring through the closed shop in its 
various forms, and control of work assignments, layoffs and rehiring 
through seniority rules.” The incompatibility of such practices with 
the maintenance of stable full employment has been recognized by 
most writers on the subject who have projected their studies beyond 
the stage of basic policy. 

Thus, the British government in its White Paper admonished work- 
ers “to examine their trade practices and customs to ensure that they 
do not constitute a serious impediment to an expansionist economy 
and so defeat the object of a full employment programme.”** Having 
made the controlled mobility of labor a major precondition of his plan, 
Mr. Beveridge is severe in his criticism of possible obstructions. Flu- 
idity of labor, says he, depends not only on organization of the market 
but also upon the removal of obstacles, one of which is restrictions on 
entry to particular trades. Citing the wartime surrender by unions of 
many rules and customs covering work methods, jurisdiction, job classi- 
fication, and admission to trades, he concludes that: “It is of little use 
for the State to set up... a demand. . . if demand runs up against a wall 


“ Emphasis upon this point is found in Robinson, op. cit., p. 15; Wootton, Freedom, pp. 
92-93, 94-95, and Full Employment, pp. 23, 24; Oxford Inst. of Statistics, op. cit., p. 74; 
and in the British White Paper, pp. 14-15. It is also stressed in the Nuffield Conference 
Report and the Lever Brothers pamphlet, The Problem of Unemployment (London, Geo. G. 
Harrap & Co., Ltd., 1943), p. 31. 


See Slichter, Union Policies and Industrial Management (Washington, The Brookings 
Institution, 1941; Chaps. I-V. 


* British White Paper, p. 19. 
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of restrictive rules and customs.’’** However, not all rules are to be 
summarily abandoned; only those of “a purely negative character,” 
among which are listed “demarcation rules” and “restrictions on entry 
into trades and professions.” Where the rules have served in the past 
to maintain or promote standards of skill, professional ability, in- 
tegrity, efficiency and quality, they should be permitted to stand. 

Even with the limitation just stated, the removal of obstacles of this 
type is a large order, involving the elimination of trade customs, con- 
tract provisions, and inter-union understandings which have accumu- 
lated over generations. Along with others, Beveridge and the Oxford 
group expect the new conditions of guaranteed full employment to 
smooth the way.” Nevertheless, there seem to be grounds for appre- 
hension. The fear of the limited market has unquestionably been a 
major factor in the development of trade restrictions, but it is not the 
only cause. It has been strongly supplemented by a desire for the 
maintenance of relative (inter-job) advantages** and, unless the prin- 
ciple of wage and job equality is to be pushed much farther than has 
been proposed seriously up to now, there will still be plenty of room 
for the protection of the more desirable trades and professions from 
an influx of ambitious competitors. As a matter of experience, the 
more highly skilled workmen—the building trades possibly excepted— 
and hence those most carefully surrounded by protective rules and 
customs, have always enjoyed more stable employment than their 
semi-skilled and unskilled assistants, and the protective practices of 
the professions in public and institutional employment (the most 
stable of all) are too well known for comment. 

The preceding argument, however, raises a still more fundamental 
question. Job controls by unions are basically an outgrowth of the 
struggle for job security in an unstable employment situation. The 
guarantee of full employment by the state will remove one of the major 
functions of trade unionism by transferring this obligation to the 
government. What Beveridge and the others are really pointing out is 
that transfer of the basic responsibility (job security) will inevitably 
cancel union authority over the subsidiary regulations (job controls), 
which originally stemmed from union assumption of the primary obli- 
gation. Union support of full employment indicates a willingness to 
relinquish responsibility for job security. Will it seem as easy and 


H Op. cit., pp. 173-74. 

“ Beveridge, op. cit., p. 174; Oxford, op. cit., p. 74. See also Wootton, infra, p. 590, and 
Hansen, “Social Planning for Tomorrow,” The United States after War (Ithaca, Cornell 
Univ. Press, 1945), p. 31. 

"This was recognized in the White Paper, where it was noted on p. 14, that: “In some 
cases the difficulty [of restrictive rules] has been increased by competition between Unions.” 
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natural to relinquish the work rules built up through generations of 
struggle and negotiation, especially when, in many cases, they carry 
special advantages unrelated to productivity or function? For instance, 
will the Brotherhood of Railroad Trainmen welcome a re-examination 
of its highly advantageous and restrictive work rules in the interests of 
geographical and occupational mobility which in turn are undeniably 
in the interest of full employment? The BRT was a co-signer of the 
Washington resolution of September 12, 1945, endorsing a full employ- 
ment program to be underwritten by the federal government. 

A guarantee of full employment will solve part of the problem 
of displacement resulting from technological change, but not all of it. 
Workmen will still presumably prefer the occupations for which they 
are trained and to which they are accustomed; and they will cer- 
tainly prefer to maintain their accustomed level of earnings and job 
prestige. Consider, for example, union policy with respect to the con- 
trol of output and resistance to new work methods.” Apparently it 
may be assumed that the more flagrant examples of “featherbedding” 
through make-work policies and the provision of stand-bys, as well 
as by unreasonably low limitations upon daily or weekly output, would 
be included in Beveridge’s “purely negative” rules. Will the unions 
involved accept the classification? Perhaps the problem is no more 
difficult than Miss Wootton implies in her prescription for adaptability 
and mobility. “The first step is to make the fact [of vacancies and 
excess | effectively known; the next to adjust the pay and the conditions 
of employment. (It is remarkable how much the Russians relied upon 
this method for the execution of their plans.) The final step is to pro- 
vide adequate opportunities for training, and help with the expenses 
of removal.’** However, it might still be necessary to convince the 
unions that this was a proper matter for public controls rather than 
for settlement as in the past through collective bargaining. 


The Problem of Compulsion 


The basic dilemma of achieving the managed economy for purposes 
of full employment without violating the institutional independence 
which trade unions have come to associate with constitutional freedom 
is pointed up by a well-known passage from the General Theory: 


When we enter on a period of weakening effective demand, a sudden large 
reduction of money-wages to a level so low that no one believes in its indefi- 
“nite continuance would be the event most favourable to a strengthening of 


 Slichter, op. cit., Chap. VI, “Make-Work Rules and Policies,” and Chaps. VII, VIH, 
and IX, on “Technological Change.” 


Œ Full Employment, p. 24. 
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effective demand. But this could only be accomplished by administrative de- 
cree and is scarcely practical politics under a system of free wage-bargaining. 
On the other hand, it would be much better that wages should be rigidly fixed 
and deemed incapable of material changes, than that depressions should be 
accompanied by a gradual downward tendency of money-wages. . . . The same 
observations apply mutatis mutandis to the case of a boom. 

It follows that with the actual practices and institutions of the contem- 
porary world it is more expedient to aim at a rigid money-wage policy than 
at a flexible policy responding by easy stages to changes in the amount of 
unemployment," 


The horns of the dilemma, of course, are “a rigid money-wage policy” 
versus a “system of free wage-bargaining,” the two being practically 
contradictions in terms. No one doubts the practical politics of a 
rigid money-wage policy during a period of weakening effective de- 
mand; it has been demonstrated too often and is supported by every 
form of trade union pressure that can be brought into play. But it 
may be doubted that Mr. Keynes, with all his -preference for the 
politically expedient form of illustration, adhered to the view that 
it is a poor rule which works both ways. In fact, he clearly said: “The 
same observations apply [with the proper changes] to the case of a 
boom.” Apparently, in the passage just cited, “rigid” means “fixed,” 
“frozen,” on the upside as well as the downside. Reversing the illustra- 
tion, it may or may not be more expedient to aim at a fixed, rather 
than a flexible, wage policy during a boom, but is it more consistent 
with a system of free wage-bargaining according to the practices and 
institutions of the contemporary world? The writer knows of no union 
spokesman who is on record to that effect; and will venture to guess 
that if any such does go on record, he will soon cease to be a union 
spokesman. 

We come, then, to the question of compulsion. Even so cautious a 
writer as Mr. Pierson, who has couched most of his illustrations of 
restrictive action in terms of managerial opposition,“ is willing to 
prophesy that the demand that trade unions be made “responsible,” 
with the right to strike qualified or denied, would be heard very fre- 
quently if conditions in the labor market were inherently favorable 
to labor, and he asks if it is not fair enough to require unions to be 
responsible to majority opinion through the determination of pay scales 
by public representatives.** Like Mr. Keynes, however, most writers 
have been content to let the problem rest lightly on the horns of the 
dilemma and to rely on the workers’ “sense of responsibility” (Polanyi), 


® Dp, 265-66. 
® See op. cit., pp. 158-59. 
“ Tbid., p. 14. 
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or a general agreement of dedication to the service of the public 
(Nuffield Conference), or satisfaction of the workers’ sense of justice 
(Robinson). l 

Not so Miss Wootton. As one of the most fearless proponents of 
planning for full employment, and, next to Mr. Beveridge, the most 
detailed model-builder, she has gone farthest in anticipating the alter- 
natives to voluntary cooperation. Starting with mobility, Miss Wootton 
sets the tone by generalizing that “free choice of employment is... 
dependent upon the game being played according to the rules... . 
An Inert and sluggish public might have to be kicked around.” On the 
subject of wage determination she has much to say, starting with the 
observation that all the familiar methods of adjusting wages are in- 
appropriate to the demands of economic planning. Freedom to bargain 
collectively would be retained only on condition that it was exercised 
“with exceptional discretion,” and the meaning of discretion is made 
quite clear: “The discussion must be conducted on terms which 
guarantee that the employing side is bound in the last resort to win 
every time.’ 

Faced with a choice between compulsory industrial direction and 
compulsory arbitration, Miss Wootton picks the latter and comes up 
against the question of sanctions. Rejecting, as an unthinkably severe 
reduction of traditional liberties, proposals that employers and work- 
ers who violate wage awards be liable to penalties equivalent to those 
now imposed on employers for violation of minimum wage laws, she 
turns to the “apparently less drastic method” of prohibiting strikes and 
lockouts by law. Unfortunately, she concludes that to the whole trade 
union movement this would be extreme tyranny, a view probably 
shared by trade union officials. The short union answer to the question 
of the right to strike has been re-stated recently by the British General 
Federation of Trade Unions in categorical form as one which “must 
never be lost, or even weakened, by either circumstances or subter- 
fuge.”’** In the United States, where the strike weapon has been em- 
ployed with perhaps even greater vigor, versatility, and freedom, the 
convictions of union leaders would certainly be no less emphatic. 

Although blunter than most, Miss Wootton is not the only writer 


who has marked the seriousness of the dilemma which she describes, © 


The alternatives have been presented in equally depressing fashion 
by Mrs. Robinson: “The only example known to history of full em- 
ployment under partially planned capitalism (except in wartime) is 
the Nazi regime. The Nazis succeeded in overcoming the problems 


£ Freedom Under Planning, pp. 92-3, 113, 104, 116. 
* Quarterly Report, 30th September, 1944, p. 9. 
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created by full employment because they had first broken the labour 
movement.’’*# 

On the other hand, at least one influential economist thinks that the 
contingency will not arise. The most detailed argument for reliance 
upon the “voluntary” cooperation of organized labor is presented by 
Hansen: 


Under a policy of full employment there is reason to believe that labor’s 
sense of responsibility will increase. .. . Under full employment, arbitrary 
advances in wages, out of line with productivity and a balanced wage struc- 
ture, will clearly be at the expense of consumers—in other words at the 
expense of labor as a whole. . . . With the over-all facts available, the labor 
movement as a whole may be counted upon to resist such distortion... . 
During the war, in all the democracies, labor has demonstrated a sense of 
social responsibility. When society as a whole, through the government, under- 
takes responsibility for full employment and social welfare, labor may be ex- 
pected, on past experience, to respond by living up to its social responsibili- 
ties.*8 


Three points seem to call for comment. The first is the evidential 
basis of experience during the past war. The extrapolation of wartime 
reactions into peacetime performance seems somewhat dubious. In 
this instance, it is particularly weak since the union response at the 
time and since has been consistently one of extreme dissatisfaction. 
At a minimum, this logic involves one of two alternatives: either ‘a 
remarkable reversal of union attitudes to the point where controls 
barely acceptable in wartime become admissible in a peaceful economy, 
or a re-creation of wartime tensions such as patriotism to the point 
where the controls will be accepted as a lesser evil than inflation. At 
first glance, the latter seems a rather short-run proposition. 

The second point to be questioned is the reliance upon “the labor 
movement as a whole” to resist distortion of the wage structure. If 
the first point called for a change in attitudes, the second point de- 
mands a change in organization of equally formidable proportions, 
which has been emphasized sufficiently above*® and will be re-examined 
in the following paragraphs. The protection of union autonomy through 
federations created for that purpose in the United States and Great 
Britain is a process perfected through generations. Will the reform 
come from within? And if not, from the outside without compulsion? 

The third and most important point concerns the methodology of 
regulation and the lack of consideration given to the possibility of 


“ Op. cit., pp. 30-31. 
* Op. cit, p. 246. 
* Supra, p. 587. 
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non-compliance. As to procedure, Hansen apparently relies upon col- 
lective bargaining, but it is collective bargaining with a big proviso, 
the so-called “over-all view.” To begin with, it is apparently industry- 
wide in character; there is no mention of bargaining with individual 
firms or plants. Nor are negotiations to be confined to conditions in 
the industry alone. Specifically, “the facts laid on the collective- 
bargaining table, industry by industry, must include the over-all pic- 
ture of the economy as a whole, in addition to the facts relating to the 
industry in question. . . . The public interest must be recognized.” 
As it happens, in the United States at least, very few industries are 
organized at present to bargain as units, on either the employer or 
employee side, and structural revision to this end will have to overcome 
opposition by competing union and employer groups in many cases. 
Granting its accomplishment, however, the major problem of incorpo- 
rating the public interest into the agreements is still unresolved. Who 
passes on the validity of collective agreements—their compatibility 
with national wage policy? No public representative is called for in the 
blueprint. Can it be that this is the situation where “adequate provision 
for a permanent system of federal mediation and arbitration of wage 
disputes is imperative’’?*’ In Hansen’s proposals, the arbitration clause 
is isolated and limited to these precise words. 

In the machinery of regulation, the establishment of standards and 
enforcement are closely related. Unless the reference to arbitration 
is a clue, Hansen has nothing to say about problems of non-compliance. 
Yet the possibility certainly exists. Suppose that labor’s “sense of re- 
sponsibility” is imperfect or lacking, at least in terms of the standards 
_ set by the responsible authority. This might result from either disagree- 
ment or misunderstanding. Standards of what are “fair” or “right” 
or “equitable” in wage determination have never been very precise 
and it is doubtful that the voluminous accumulations of statistics made 
a prerequisite by Hansen will illuminate the picture so sharply as to 
dispel all confusion. (This doubt is not weakened by Hansen’s choice 
of criterion: gains in man-hour productivity.) On the other hand, 
“labor” is not an entity, as the word seems to imply to casual students 
of industrial relations. In the organized area, to which we are confining 
ourselves, it consists of large numbers of associations which vary 
greatly in size, power, jurisdictional basis, maturity, objectives, policies, 
and tactics. In certain respects and for certain purposes, unions run 
together, but in other and equally vital respects they are highly com- 
petitive and even antagonistic. In few areas is rivalry more bitter or 
determined than in matters of wages. It is not just improbable, it is 
inconceivable that any national pattern of wages based on measures 


“ Op. cit., pp. 240, 245-46. 
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of industrial productivity will be acceptable clear across the board. 
Whether or not wage bargaining becomes a series of negotiations to a 
predetermined figure established by a statistical authority, there is sure 
to be disagreement based on competing assumptions, judgments, and 
calculations. There are many industries and many unions. Even if the 
area of disagreement with official standards is small—-which seems un- 
likely—there is certain to be a sizable group in defiance of the limita- 
tions imposed by the public interest as interpreted. Will “a positive 
program, policies openly arrived at . . . protection from exploitation ... 
[and] active participation’’** overcome their restlessness? 


Conclusion 


Probably no one expects the managed economy of the United States 
or Great Britain to follow the exact lines of either the German or Rus- 
sian dictatorship. The Anglo-American background of individual and 
group independence, the still active-—though weakened—belief in the 
efficiency of competition, and the long-standing preference for the per- 
suasion or the bargain rather than other forms of compulsion, indicate 
both a more gradual transition and a more moderate end result. Never- 
theless, the steady conversion of professional thinking and popular 
sentiment to the Keynesian premise leaves small doubt of the direction 
of the trend. Given the premise, the logic is inexorable. This paper. 
is an attempt to examine the implications of the trend for one of the 
more important institutions of the contemporary free society. What, 
then, are the implications of the planned economy for collective bar- 
gaining? 

If the preceding analysis is representative and accurate, nothing 
appears more certain than that collective bargaining in the managed 
society of the future will have few points of resemblance to that ac- 
tivity as we know it today. If any idea is axiomatic in the Keynesian 
program, it is a national wage policy, to which individual wage bar- 
gains will be oriented. This is thoroughly reasonable, since a program 
of public support of the general labor market without an accompanying 
wage policy is difficult to visualize. The preference of Keynes himself 
for rigidly fixed money-wage rates in the short run and gradually 
rising rates in the long run (at a rate of increase which would probably 
be hardly perceptible within the year) can mean but one of two things 
—either a general wage freeze with microscopic increases distributed 
generally over the entire range as they become feasible (à la Hansen), 
or that short-run increases in one sector are compensated for by reduc- 
tions in rates elsewhere. 

Opinions differ as to the accompanying economic environment which 


“ Hansen, op. cit., p. 246. 
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would be necessitated by such a policy. Beveridge considers price con- 
trol “an integral part of a full employment policy”* in order to main- 
tain real wages, at least in terms of necessaries. On the other hand, 
Polanyi and the Oxford group expect a relatively uncontrolled price 
rise with a consequent fall in real wage rates, to be corrected by 
redistributive taxation and subsidies." The choice of routes is not 
important (for this discussion); the point that is significant is that 
either method implies great confidence in the discretion and efficiency 
of the government. But these are large questions, raising many con- 
troversial issues and will require an infiite number and variety of 


administrative decisions. There will be room for much honest disagree- | 


ment of the strongest sort over policy, method, and execution. 


It may therefore be asked: What will be the allowable scope of pro- . 


test against a national wage policy integrated with a general policy 
of either price control or taxation and subsidy? Will an aggrieved 
union still have the right to strike? On the subject of bargaining for 
wages, Wootton, Beveridge, and Pierson say “No” and substitute 
compulsory arbitration supported by sanctions which they are unwill- 
ing to outline and endorse. Although other writers have relied upon 
some form of voluntarism, probably none of them will deny the in- 
compatibility of an integrated national wage plan with the present un- 
restricted right of individual unions to strike for higher pay. But strikes 
serve other purposes than wage bargaining alone. They are used to 
adjust grievances, extend organization, and oppose speedups or other 
undesirable conditions of work. Yet strikes for such purposes are 
equally upsetting and productive of unemployment as strikes over 
wages, though with less inflationary implications. Are they therefore 
permissible?" Or do these problems disappear automatically with the 
arrival of public management? Or will the problems remain, but the 
methods of disposal be altered? In the latter case, what will the new 
model unions resemble: employee representation plans? unions of 
- public employes? Whatever the reply, many interesting questions are 
raised. 

If a fixed general level of wages, compulsory arbitration of inter- 
job wage adjustments, and removal of job control and conditions of 
work from union jurisdiction, are compatible with the tradition of 
union independence developed in this country and England during 
the past century, then the history of the labor movement is mis- 
leading. It is not surprising that most of the scholars who have ex- 
amined the implications of a governmental policy of assuring ‘“‘con- 


9 Op. cit., p. 202. 

© Polanyi, op. cit., pp. 88-89; Oxford, op. cit., p. 69. 

‘If so, there will arise grave problems of definition, as any member of the National 
War Labor Board during World War II will be able to testify. 
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tinuing full employment” have concluded that its accomplishment 
will require important modifications in the functioning of a free-enter- 
prise economy. It is doubtful that the modifications will be more 
drastic anywhere than in their effects upon organized labor. 

The larger national unions and the central labor organizations in the 
United States and Great Britain are well advised, technically and pro- 
fessionally. They must have surveyed the prospects of unions retaining 
their present power and prestige in a society in which the dominant 
economic influence is not the market but a ubiquitous centtal govern- 
ment with an influence upon affairs more profound than anything yet 
experienced in this country except in time of war. The fact remains 
that trade union leaders are on record as favoring a full employment 
program, the policy essentials of which are easily identifiable with 
the theories of Mr. Keynes. Several explanations are possible. 

One explanation is disagreement with the analysis offered here. Such 
disagreement might arise either from rejection of the models cited or 
disbelief—along with an apparent majority of the model-builders them- 
selves—that society will take positive steps to hamper the right to 
strike, to bargain collectively, or to maintain existing trade practices 
inimical to a more highly integrated social system. Another explana- 
tion might be a belief in gradualness—an expectation of change but 
at such a slow rate as to be painless over a period during which the 
politico-economic environment would become so modified as to render 
comparisons with the present invalid.” A third explanation would be 
confidence on the part of present trade union leaders that their organi- 
zations would retain (or increase) their political and economic power 
with more centralized direction of national affairs. In both Great 
Britain and America this last conclusion involves merely extrapola- 
tion of a ten- to fifteen-year trend—and extrapolation is the common- 
est and most natural base for prediction. Finally, to indicate the 
variety of conclusion permissible, there is the immolatory alterna- 
tive. In view of the evidence offered above, continued trade union 
support of full-employment proposals may be interpreted as a striking 
example of readiness for self-sacrifice by a set of institutions in favor 
of the collective interests of their members. 

One thing may be regarded as certain. As one of the parties most 
interested, with most at stake, and with the most readily mobilized 
political power, continued trade union support will greatly reinforce 
the probability of rapidly increasing state intervention for the purpose 
of maximizing employment. 


Upon such a thesis, there are important short-run advantages in union support of a 
full-employment program. It constitutes, in effect, a demand that the bargaining environ- 
ment be kept at all times favorable to organized labor. 


INFLATION AND DEFLATION IN ITALY 


By ALBERT O. HIRSCHMAN* 


Unlike most of the belligerent or occupied nations, Italy experienced 
during the war a greater increase in the price level than in the supply 
of money. A violent inflationary process developed during the last two 
years of the war when the fighting split the country and completely 
disrupted its economy and administration while the two opposing 
armies financed themselves by issuing vast amounts of currency. At 
the end of 1945, prices had risen to more than 30 times the prewar 
level, and the money supply (currency and deposits) to approximately 
10 times. Taken in isolation, these figures suggest the actual begin- 
' ning of a flight from the currency rather than the insidious dangers 
of a monetary “overhang.” 

This inference must, however, be qualified in several respects. In 
the first place, because of the fall of real national income by an 
estimated 40 to 50 per cent from the 1938 level,* the total supply of 
goods and services at current prices had actually increased by only 
little more than the money supply. Secondly, currency in circulation’ 
had increased far more rapidly than deposits, or to about 19 times the 
prewar level by December, 1945. Therefore, with money being no doubt 
turned over at an accelerating pace in the commercial centers, the 
widely observed hoarding of large quantities of bank notes, particu- 
larly on the farms, may readily be accounted for. 

During the first post-liberation year, a majority of Italians con- 
tinued to be unwilling (or unable) to hedge against ultimate destruc- 
tion of the lira’s value. Critical food shortages were eased by sub- 
stantial relief shipments and the restoration of contact between North 
and South. Thus, prices levelled off even though only one-fourth of 
total expenditures which were swollen by heavy reconstruction out- 
lays was covered by tax revenue. The deficit was financed by the 

* The author is an economist with the Board of Governors of the Federal Reserve 
System. The views expressed in this article are not necessarily those of the Board. The 
author is greatly indebted to Dr. Paolo Baffi of the Bank of Italy for valuable suggestions 
and help in securing information. 

t Coppola d’Anna, “Tl reddito nazionale Italiano nel 1945,” Congiuntura Economica, 
November, 1946, pp. 4-8. 


2 Including bankers’ checks which became an important subsidiary means of payment 
toward the end of the war. 
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proceeds of a successful post-liberation loan and by borrowing from 
the commercial banks, which had-at their disposal considerable re- 
serves as a consequence of the continuing stagnation in business ac- 
tivity. 

This deceptive interruption of the inflationary process was largely 
responsible for the shelving of currency reform plans. Those who 
argued that increased production would provide continued stability or 
even bring prices down, failed to see that revival of business activity 
was almost certain to consist at first of long-delayed repairs of in- 
dustrial plant and of restocking. Furthermore, such goods as did come 
on to the market, far from provoking price declines, brought back 
into active circulation previously hoarded cash. Thus began, in the 
second half of 1946, an upward movement which quickly became 
cumulative in the absence of effective price and distribution controls 
and as a result of labor contracts stipulating automatic adjustments 
of wages to the rising cost of living. Exchange rate arrangements which 
permitted the external value of the lira to fall as internal prices rose 
added the stimulus of foreign demand to the powerful domestic in- 
flationary forces. 

With wages, commodity prices, and stock market quotations re- 
suming a rapid rise in 1946-47, Italy became the typical postwar 
example of “open,” as opposed to “repressed,” inflation.” Economic 
observers invariably related the crying contrast between the general 
misery and the free availability of luxuries for the few rich and de- - 
plored the resulting misuse of resources and social injustices; but 
they also noticed the profusion of new initiatives and the vigorous 
exertion of individual effort characteristic of an economic environment 
in which rewards for success are high and penalties for anything but 
success are severe. 

With a poor harvest in prospect and further American aid in doubt, 
the pace of the inflation reached a critical speed in the spring of 1947. 
In May, the dollar was quoted between 900 and 1,000 lire in the free 
and black markets as against a 1946 average of 450 lire; stock market 
prices had doubled within three months. A runaway performance of 
yet another European currency seemed imminent. This danger was 
averted by the appointment of a new Cabinet which for the first 
time excluded the communists and included Luigi Einaudi, previously 

This dichotomy was suggested by Röpke in a report on German and Italian economic 
conditions in the Neue Ziircher Zeitung (October 26 and 27, 1946). It was later elaborated 
by him in two articles (cf. Kyklos, Vol. I [1947], pp. 57-71 and 242-53), and has since 
been widely used in the analysis of postwar monetary conditions (see, e.g., Committee of 
European Economic Cooperation, General Report [Washington, 1947], Vol. I, p. 26, and 


U.N. Economic Commission for Europe, A Survey of the Economic Situation and Pros- 
pects of Europe [Washington, 1948], pp. 81-88). 
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Governor of the Bank of Italy and an outspoken advocate of. strong 
anti-Inflationary measures, as Vice President and Minister of the 
Budget. In immediate psychological response, the stock and foreign 
exchange markets declined. The rise in prices continued, however, 
though at a slower rate, for several months. 

The genuine reversal came in October. After having approximately 
doubled within the space of a year, wholesale prices fell steadily 
after that month and leveled off in March, 1948 at 15-20 per cent 
below the peak reached five months earlier. The cost of living decreased 
by around 12 per cent. The fall in prices experienced during this 
period was accompanied by many familiar symptoms of depression. 
Industrial production fell off in spite of constant or increasing raw 
material and energy supplies, the stock market crashed, and im- 
portant firms went through financial difficulties and often avoided 
bankruptcy only by subsidies from the Treasury. 

The reversal of the inflationary movement in October, 1947 has 
been most commonly associated with the quantitative credit restric- 
tions which were issued by Einaudi in August, 1947 and which became 
effective on October 1. As of that date all banks were required to set 
aside an amount equal to 20 per cent of their deposits in excess of 
ten times their capital or an amount equal to 15 per cent of their total 
deposits, whichever was smaller. These amounts were either to be 
invested in government or government-guaranteed securities for de- 
posit at the Bank of Italy, or to be held in an interest-bearing blocked 
account at the Bank of Italy or the Treasury.* Furthermore, 40 per 
cent of any net increment in deposits after October 1 was to be set 
aside in a similar fashion until the reserves thus created reached 25 
per cent of total deposits for each bank. At the same time the discount 
rate of the Bank of Italy was raised from 4 to 534 per cent. 

It is recognized that a number of other factors exerted a downward 
pressure on prices at the same time. The imposition of the credit re- 
strictions coincided with the payment of the first installment of an 
extraordinary proportional capital levy decreed in May, 19475 A 

* Previously, Italian banks were subject to similar reserve requirements to the extent 
of the full excess of their deposits above twenty, or, since 1946, above thirty times their 
capital. This regulation which dated from 1926 was aimed not at controlling the aggregate 
volume of bank credit, but at preserving the solvency of individual banks. Because of the 
lag of the banks’ capital accounts behind the expansion of deposits, this type of reserve 
requirement was bound to become unenforceable in a period of inflation and remained so 


even after the change in the ratio in 1946. See Giannino Parravicini, L'ordinamento 
bancario e Vattivita creditizia (Milan-Rome, 1947), p. 22. 

$ In the course of 1947, three distinct capital levies were enacted in Italy: A proportional 
tax of 4 per cent to be paid by all forms of wealth in the course of 1947-48; a progressive 
levy ranging from 6 to 62 per cent payable by individuals only, starting in January, 1948; 
and a levy from 2 to 4 per cent on the capital of not individually owned enterprises, starting 
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bumper olive crop caused the free price of olive oil to fall below the 
official price. Meat prices declined as the drought encouraged slaught- 
ering of livestock herds which had reached prewar strength as a re- 
sult of the diversion of grains from human to animal consumption 
during war and inflation. Considerable quantities of sugar, meat, and 
fats were imported after Foreign Trade Minister Merzagora, declar- 
ing that he would “enlist the deserters in the war” against the foreign 
exchange shortage, authorized on a large scale penalty-free repatriation 
of hidden foreign assets in the form of so-called “franco valuta” im- 
ports. Exports, on the other hand, encountered stiffer foreign com- 
petition than in 1946 and after May, 1947 were hampered by the 


Assets OF ITALIAN BANKS 
(In billions of lire and per cent of total assets) 
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December December September September 


1944 1945 1946 1947 
Cash assets and reserves 140.5 189.4 243.9 212.7 
: 42% 35% 27% 14% 
Securities 88.9 136.4 205.8 252.5 
27% 26% 23% 17% 
Other assets 105.2 209.2 448.2 1,045.2 
31% 39% 50% 69% 
Total 334.6 535.0 897.9 1,510.4 
100% 100% 100% 100% 


Source: Bulletin of the Bank of Italy. 


rise in the value of the lira; as a result, a larger share of total pro- 
duction became available for domestic consumption. Finally, the virtual 
assurance of continuity of American aid as the Interim Aid and 
European Recovery Programs took shape had a significant psycho- 
logical effect. 

Nevertheless, the establishment of primary and secondary reserve 
requirements remains among the prime causes of the downturn because 
of both their real and their psychological impact. In spite of official 
warnings, bank credit expansion had become an increasingly important 
factor in the inflationary process. This is brought out clearly by the 
table above. 

The “other assets” in this table consist almost exclusively of loans 
to business and individuals. Some absolute and relative expansion of 
this category was of course to be expected with the resurgence of 
economic activity after liberation. The increase, however, became 





in August, 1948. Cf. Benvenuto Griziotti, “Three Forms of Capital Levy in Italy,” Banca 
Nazionale del Lavoro Quarterly Review (Oct., 1947), pp. 149-156. 
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alarmingly rapid in the year beginning September, 1946 when it out- 
stripped by far the growth of deposits. The expansion of commercial 
lending forced the liquidity of the banks down to a very low point 
and, by causing them to withdraw reserves held with the Treasury 
and the Bank of Italy, created difficulties for the financing of the 
budget deficit. As usual, it is difficult to appraise to what extent bank 
loans permitted speculative hoarding of commodities at various stages 
of production, but in the absence of effective inventory controls there 
can be little doubt that a portion of the loans was so employed. In 
any event, bank credit expanded far more than was called for by the 
increase in industrial activity which from September, 1946 to Septem- 
ber, 1947, amounted to approximately 20 per cent. 

Bank credit restrictions were therefore required to contain infla- 
tion arising in the private sector as well as to avoid large scale Treasury 
recourse to direct advances from the Bank of Italy. 

The new reserve requirements enacted by Einaudi were calculated 
so as not to bring about an actual contraction of credit on the part 
of the banking system as a whole. In fact, the application of the new 
requirements resulted in the freezing of 112 billion lire, an amount 
almost exactly equal to that already held by the banks with the 
Bank of Italy and the Treasury in cash or securities (97 and 18 
billion, respectively). This freezing of a large fraction of the already 
scant liquid resources of the banks could not fail, however, to have 
a profound influence on their credit policy and on economic condi- 
tions in general. In the first place, many individual banks did not hold 
sufficient reserves, in cash or securities, and in their case the new re- 
quirements resulted in an actual liquidation of credit commitments. 
Secondly, the banks whose reserve position was adequate had con- 
sidered the reserves which were frozen as part of their available funds 
and immediately strove to build up excess reserves by making access 
to credit more difficult. Finally, a good deal of economic activity, 
particularly in the fields of reconstruction and investment, was pre- 
mised not merely on a constant, but on an expanding flow of credit 
and would therefore have been adversely affected even though the 
total volume of bank credit had remained unchanged. 

The credit. restrictions (in conjunction with the simultaneous pay- 
ment of the first installment of the proportional capital levy mentioned 
above) resulted in a severe shortage of cash. Several large firms in the 
North experienced difficulties in meeting their payrolls. To the pro- 
testing industrialists, joined in a strange alliance by communist- 


* Banca d'Italia, Adunanza generale ordinaria dei participant: (Annual Report for 1947) 
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dominated labor unions, Einaudi gave the advice to liquidate the large 
hoards of raw materials, foreign exchange, and extraneous assets (real 
estate, industrial shares, etc.) which they had acquired during the 
preceding inflationary phase. The fall in commodity prices, particu- 
larly in the black market, followed.’ The fall in foreign exchange and 
stock market prices which had started as early as May received new 
impetus. The stock markets were particularly affected as loans for 
purchasing or carrying securities were the first to be curtailed. Further- 
more, new issues of securities which had become the only source, the 
Treasury apart, of fresh funds for industry were absorbed only with 
great difficulty by the market. The general index for variable-income 
securities was halved between September and February. 

The psychological effects of the credit restrictions reinforced their 
“physical” impact. A phenomenon that is well known from experience 
with rationing was noticed: Loans which could not be refused by the 
banks because of the high credit standing of the applicant or the 
collateral offered were applied for even though they were not needed, 
thus further reducing the volume of credit available for meeting real 
needs.® At the same time, officially encouraged expectations of a con- 
tinued price fall led to postponement of purchases and thereby to 
further downward pressures. 

The stage was thus set for a deflationary movement, particularly in 
the industries producing capital goods. To make the situation more 
critical, wages continued to increase because of their automatic but 
lagging connection with the cost of living.’ But it was precisely because 
the danger of an abrupt collapse of large parts of Italian industrial 
activity became suddenly so real that the government started emergency 
and compensatory spending on a large scale. Almost immediately upon 
the onset of the crisis the Treasury came to the rescue of a number of 
threatened branches and firms, mostly in the sector of heavy industry. 
A 50 billion lire fund was set up for the reconversion and moderniza- 
tion of the mechanical industries; the Treasury advanced 10 billion 
lire to the Institute for Industrial Reconstruction (ZRI) and increased 


*The annual report of the Bank of Italy gives striking information on the reduction of 
price dispersion during 1947 and on the narrowing of the differential between official and 
black market prices. Cf. op. cit., pp. 91-92. 


® A portion of the borrowed funds not urgently needed were, however, passed on in a 
rapidly developing black credit market at interest rates ranging up to 15 and 20 per cent. 


? The connection was partially severed as soon as prices dropped. On November 28, 1947, 
the employers and the unions reached agreement to maintain wages intact as long as the 
cost of living did not drop by more than 8 per cent and to reduce wages less than in 
proportion to the cost of living for decreases of the latter between 8 and 20 per cent. See 
Cesare Vannutelli, “La scala mobile dei salari,” Rivista di Politica Economica (March 
and April 1948), pp. 209-220 and 322-334, 
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its capital from 12 to 20, and later to 60 billion lire’®; subsidies were 
granted to domestic coal, lignite sulphur, and silk producers; special 
credit facilities and subsidies were given to artisans and to small- and 
medium-sized industries, as well as for the industrialization of South- 
ern Italy. 

in view of these developments, it has been observed that the Italian 
government became involved in the inconsistency of having its Min- 
ister of Industry undo what had been done by its Minister of the 
Budget. It is certainly curious to notice how Ejinaudi’s “orthodox” 
policy actually led to more State intervention in, and greater State 
control of, Italian economic life. But aside from this point, the com- 
bination of a general deflationary policy with expansionist measures in 
specifically selected fields was a logical economic policy for Italy to 
follow after the violent inflation it had undergone. Initially, the “open” 
postwar inflation in Italy (as in France) probably permitted recon- 
struction to proceed more rapidly than might have been possible under 
conditions of monetary stability. But as the pace of the inflation 
quickened, individual savings declined sharply and an increasing 
portion of the investment (hoarding of inventories and foreign ex- 
change, non-essential building, expansion of the distributive trades) 
was wasteful and often competed successfully with essential recon- 
struction and modernization activities. It thus became actually easier 
and possibly tempting to carry on these activities in a deflationary 
environment, ż.e., in a situation where the universal scramble for raw 
materials, skilled labor, and foreign exchange resources would give 
place to a relative abundance. In Italy the temporary recession had 
another consequence which may prove beneficial in the long run: it 
exposed the profound maladjustments in Italy’s industrial structure 
which had been left behind by the economic policy of fascism, but 
had remained hidden as long as prices rose. 

For several reasons the deflationary movement might have been 
expected to flatten out in January/February 1948. In December, the 
note circulation increased by 108 billion lire or by 16 per cent as a 
result of heavy year-end government payments combined with sta- 
tionary revenue. In January, Einaudi revised the prospective budget 
deficit upward from the originally planned 300 billion lire to 500-600 
billion, z.e., an amount similar to the deficit in fiscal 1946-47." At the 
same time the banks had rebuilt a margin of liquidity; toward the 

The IRI owns for the Italian government large parts of Italy’s heavy, mechanical, 


electrical, and chemical industries, as well as majority interests in the three principal Italian 
commercial banks. 

* According to a further upward revision, given by Minister of the Treasury Pella 
on June 18 in a statement before the Chamber of Deputies, the deficit will finally amount 
to 726 billion lire, or to 48 per cent of total expenditures. 
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end of January, they had accumulated 53 billion lire in excess re- 
serves. Furthermore, the government took a series of measures de- 
signed to revive business and investment activity. The payment of the 
first installment of the progressive (as distinct from the proportional) 
capital levy was postponed from January until June, the progressive tax 
on dividends was abolished, and business firms were permitted the 
tax-free use of their profits for revaluation of their assets on a more 
realistic basis. 

In spite of these encouragements, industrial activity failed to re- 
cover; by January/February it had decreased 15 per cent from the 
peak reached in October even though the seasonal decline in electric 
power availabilities had been very slight during the winter. On the 
stock markets, new heavy losses were suffered in February. The 
reason for the continued listlessness of economic activity was, of 
course, the feeling of insecurity created by the approaching elections. 
Private investment activity came practically to a standstill and some 
precautionary capital flight was noticed. Only in March/April did the 
first signs appear that the economy was basically ready for an upturn. 

The Italian deflationary experience of October 1947-March 1948— 
possibly the closest approximation yet in any country to a postwar 
recession—serves to illustrate a number of more or less familiar propo- 
sitions: 

1. Once more it has been proven that it is possible to stop an in- 
flation when there is a will to do so. 

2. Bank credit restrictions have an important part to play in 
halting the inflationary process. On the other hand, the Italian ex- 
perience shows that the achievement of balance or surplus in the budget 
is not always a necessary condition for ending an inflation (the United 
States demonstrating at the same time that it is definitely not a 
sufficient one). i 

3. It is almost impossible to arrest a violent inflationary process 
without provoking a deflation. The Italian anti-inflationary measures 
were anything but brutal since they had been carefully planned not 
to result in a general contraction of credit. They were not indis- 
criminate since deficit spending by the government, far from being 
curtailed, was actually increased. Nevertheless, a significant decline in 
general economic activity occurred. 

4. While moderate inflation is compatible with, and may even 
assist in, the carrying out of planned investment activities, such ac- 
tivities are likely to fare better under mildly deflationary conditions 
than during a violent inflationary process which results in wasteful 
and speculative investment, and in the annihilation of individual 
savings. 
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5. Deflation arouses more fears and opposition from better organ- 


ized interests than inflation. In Italy, the latter was allowed to pro-' 


ceed to the runaway stage before energetic measures were designed 
to combat it; at the first sign of deflation, public alarm was considerable 
and governmental action was immediately and powerfully forthcom- 
ing. In retrospect, however, the judgment of public opinion was quite 
different: in elevating Einaudi to the Presidency of the Italian Re- 
public, the Italian people weighed fairly the temporary setback of pro- 
duction experienced during the winter 1947-48 against the breaking 
of the inflationary spiral and lowering of the cost of living achieved 
by Einaudi’s policies. 

With a strong government assured by the April elections, with ERP 
aid forthcoming, and with monetary instability checked, Italy’s eco- 
nomic prospects are today more promising than at any time since 
' liberation. In the summer of 1947, it was essential to stop the in- 
flation to prevent economic and social disintegration. Today, one year 
later, the attention of the Italian government can and must be focused 
on those longer-run objectives which are vital for eventual recovery: 
realignment and growth of industry, agrarian reform and improvement, 
expansion of housing and public works. A program of this kind will 
probably require a relatively high rate of capital formation and may 
well, therefore, generate renewed inflationary pressures. Should this 
danger arise, the experience gained by the “Einaudi policy” and the 
weapons forged by it will stand the government in good stead. 


COMMUNICATIONS 


Cost Discontinuities, Declining Costs, and Marginal Analysis 


Eprror’s Nore—The note by Professor Eiteman, “Factors Determining the Location of 
the Least Cost Point,” printed in the December, 1947 issue of this Review, gave rise to 
a number of communications criticizing it. From these, the present paper and the one 
immediately following were chosen for publication. Each of the authors saw the original 
paper of the other and on this basis a rough division of the territory was effected so as 
to reduce the amount of overlapping. 

In a recent communication, Professor Eiteman argues that marginal 
analysis is inherently incapable of explaining output determination by the 
firm under certain short-run cost conditions which he believes are implied 
by modern engineering practice. His argument involves two major theoretical 
points—apart from the empirical question of the validity of his cost hypoth- 
esis. The first of the theoretical questions concerns the relevance of the 
equality of marginal revenue and marginal cost as a criterion of a profit 
maximum when either, or both, of the marginal magnitudes is indeterminate 
at the profit-maximizing output. It seems to me that Eiteman’s treatment 
of this matter is not at all satisfactory—-partly because he uses faulty defini- 
tions of MR and MC, and partly because he mistakenly supposes that the 
well-known marginal equality is the sine qua non of marginal analysis. The 
second of the theoretical points he has raised, concerning the implications of 
declining costs, I shall consider later on. 


I. Eitemaws Cost Hypothesis 


Eiteman suspects (p. 918) “the typical cost curve for modern manufactur- 
ing plants to be one with its least cost point located at capacity output.” 
This statement can be interpreted in different ways; but, in the light of Eite- 
man’s Figure 3 and his accompanying remarks (p. 913), I understand him 
to mean that costs for a given plant are as shown in my diagram. 

In this figure, the broken curve represents marginal cost; and its minimum 
point is designated m. The other two curves are, respectively, variable cost 
per unit of output and total cost per unit of output—the difference between 
them representing fixed cost per unit. Each of these two curves has its 
minimum at absolute capacity; and I designate these minima by the ap- 
propriate letters, v and ¢.? Notice that the slope of the variable-unit-cost curve 


*W. J. Eiteman, “Factors Determining the Location of the Least Cost Point,” Am. Econ. 
Rev., Vol. XXXVI, No. 5 (Dec., 1947), pp. 910-18. 

“Professor Lester has offered evidence that variable cost per unit typically declines over 
the range of outputs short of capacity—-R. A. Lester, “Shortcomings of Marginal Analysis 
for Wage-Employment Problems,” Am. Econ. Rev., Vol. XXXVI, No. 1 (Mar., 1946), pp. 


608 THE AMERICAN ECONOMIC REVIEW 


wn 

į} 

a 

Q 

© 
t 
v 

0% OUTPUT 100% 


is assumed to approach zero as the curve approaches the point v. For this 
reason Marginal cost rises to the same point.” 





68-69. In reply to Lester’s questionnaire, the executives of 33 firms reported that their 
variable unit costs decline as their operations increase from 70 per cent to 100 per cent of 
capacity, while only 3 firms reported rising variable unit costs anywhere in this range. On 
the other hand, Lester did not raise the question of the behavior of costs at and beyond 
capacity; and, indeed, he did not stop to define the concept of “capacity.” 

As Stigler has already indicated, some of Lester’s respondents rather overdid their enthusi- 
asm for declining costs; for their answers implied negative marginal costs, że., declining 
total costs—G. J. Stigler, “Professor Lester and the Marginalists,” Am. Econ. Rev., Vol. 
XXXVII, No. 1 (Mar., 1947), p. 156. Stigler, however, did not indicate how pervasive was 
this anomalous result. It is implied by no less than ten of the twenty averages given in the 
upper third of Lester’s Table II (p. 69). For example, there is a 12.5 per cent change of 
output between 70 per cent and 80 per cent of capacity—with the upper figure used as 
the base. This means that if variable unit cost is 12.5 per cent lower at 80 per cent than 
at 70 per cent of capacity, the arc elasticity of the variable-unit-cost curve is unity; and 
total cost is the same at the two levels of output. Actually, “6 metal-working firms” 
said they had an average decline of 15.9 per cent in variable unit cost between these output 
levels, and the similar figure for “6 others” was 13.9 per cent. Similarly, when output 
increases from 95 per cent to 100 per cent of capacity, the maximum credible decline of 
unit variable cost is 5 per cent; but “7 cotton-clothing firms” showed a 5.6 per cent 
decline, “14 furniture firms” a 6.4 per cent decline, and the average decline for all 33 firms 
was 5.5 per cent. 


° While I think I have faithfully represented Eiteman’s assumptions about typical costs, 
it should not be thought that all the theoretical questions with which we are both concerned 
necessarily depend on precisely this cost pattern. For example, the assumption that the 
slope of variable unit cost approaches zero at capacity is hardly an essential one; and I 
have included this very special feature only because it is clearly implied by the marginal- 
average relationship of Eiteman’s own Figure 3. Naturally, if that slope remains negative 
and does not approach zero, marginal cost will intersect the vertical line of full capacity 
below point v, 
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Il. The Limited Significance of the Marginal Equality 


One of Eiteman’s criticisms of marginalism is that, if marginal revenue 
intersects the vertical line of full capacity above point v in the diagram, 
marginal revenue does not equal—but exceeds—-marginal cost at the profit- 
maximizing capacity output. Hence, he complains, marginal analysis falls 
down in this case because there is no intersection of MR and MC. The pen- . 
chant of many economists for continuing marginal cost as a vertical line 
upwards from point v he dismisses (pp. 913-14) as “an attempt to save face 
by a play on words.” 

While Eiteman’s interpretation may seem a quibble—if only because he is 
not attacking the substance of marginalism-—he has indeed raised a point 
which, as a matter of exposition, does cause difficulty for the literal-minded 
who consider the criterion of MR = MC as somehow of importance for its 
own sake, Actually, of course, the famed marginal equality is never more 
than an implication of a profit maximum; but, what is more to the point, the 
maximizing of profit does imply an equality of MR and MC only under cer- 
tain favorable conditions, when both the marginal magnitudes are continuous 
functions in the vicinity of their intersection. In other words, MR = MC 
is not a necessary condition for a profit maximum.* 

When either of the marginal magnitudes is subject to a discontinuity, it is 
indeterminate at the output where this discontinuity occurs. Such is the case 
with marginal cost at capacity output in the diagram. Then, if MR lies above 
point v, it is not uniquely equal to the indeterminate MC. This is not to say, 
however—as Eiteman would have it—that MR unambiguously exceeds MC. 
If anything, marginal cost is simultaneously greater than, equal to, and less 
than marginal revenue. 

The root of Eiteman’s difficulty is that he uses a definition of marginal cost 
which is out of place in a discussion which presumes to be rigorous. To him, 
marginal cost is the cost of “the last unit.” Hence, he holds that marginal 


For the rest, Eiteman’s misgivings about marginal analysis concern two separable ele- 
ments, both of which are incorporated in my diagram: (a) the “sharp corners” at v and £, 
made by the junctions of the unit-cost curves with the vertical capacity line; and (b) the 
uniformly negative slope of variable unit cost at all outputs short of capacity. 

The theoretical questions he has raised would also be involved to some extent under 
somewhat weaker assumptions—e.g., declining total unit cost, with no such restriction on 
variable unit cost. I mention this possibility mainly with reference to the cost hypothesis 
embodied in the cost accountant’s usual “breakeven chart.” Such charts ordinarily imply 
constant marginal cost, at least over the accustomed ranges of output; and they imply 
either constant or declining variable unit cost, depending on whether or not marginal cost 
has a falling phase over the range of very low outputs. 

With either Eiteman’s costs or those of the cost accountants, it is a separate question 
n there are “sharp corners” at absolute capacity. T discuss this matter last of all, in 

ection V. 


‘Nor is it, of course, a sufficient condition—since the equality of MR and MC may also 
indicate a profit minimum, or a stationary value which is neither a maximum nor a 
minimum. Further, if more than one local profit maximum exists, we must still find the 
maximum maximorum—if any—simply by comparing the profits implied by the various 
local maxima. 
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cost at capacity is uniquely v, since, as he puts it (p. 914), “Obviously the 
last unit of output can have only one cost.”” 

On the other hand, Eiteman himself draws average and marginal curves 
which are continuous. This in itself implies an inconsistency with his own 
choice of an essentially discrete and discontinuous definition of marginal 


cost. More fundamentally, if we are to define MR and MC so that their. 


equality can ever imply an exact output where profit is maximized, there is 
no alternative but to make use of the calculus. Marginal cost is the slope of 
the total cost curve; it is the first derivative of total cost with respect to out- 
put; it is the rate at which total cost changes for indefinitely small changes 
of output in either direction—and similarly, of course, for marginal revenue. 
The extra cost represented by the “last unit of output”—or by “one more 
unit of output”—is thus no more than a discrete approximation of exact mar- 
ginal cost. Furthermore, this discrete approximation does not refer to 
marginal cost at a unique output, but rather to the change in total cost be- 
tween two adjacent outputs.” 

In order for a marginal quantity to be determinate, the slope of the total 
function to which it relates must be the same for indefinitely small changes 
of output iz either direction; or, in other words, both the “left-hand” and the 
“right-hand” derivatives of the total function must have the same value at 
the specified output. Otherwise, if the slope of the total curve changes discon- 
tinuously at a certain output, the slope or marginal value is not determinate 
at that output. The discontinuity is said to be a “finite” one if the unequal 
left- and right-hand derivatives are both finite.* Otherwise, as in the case of 


ê Eiteman also says (p. 913, n.) that “the marginal cost curve ... for mathematical 
reasons will coincide with average costs at an output of one product.” Unless he means 
to refer here to average variable cost, this statement is doubly mischievous; for it implies 
that fixed cost is attributable to producing the first unit. Actually, true fixed cost is incurred 
even at zero output. 


ê Tt should not be thought, however, that it is inappropriate to assume output and money 
magnitudes to be continuous variables, even when the product is physically indivisible. 
Actually, “output” in a cost-revenue diagram is really a rate of output per unit of time. 
Thus, if a small firm produces one piano every two weeks, its rate of output per week 
is half a piano. 

TI am not suggesting that we must all start using the rigorous definitions in our ele- 
mentary classes; but even for elementary pedagogy one practical sug ggestion is in order. 
In tables of cost and revenue data, where the marginal magnitudes are given the discrete 
definitions, the marginal figures should be placed between the rows of the other figures to 
emphasize the contrast that the marginal values, unlike the total and average ones, refer 
to differences between successive levels of output rather than to unique levels of output. 


* Marginal cost may be subject to finite discontinuities, for example, because of the pay- 
ment of overtime premiums, or because of the need to use equipment of inferior efficiency 
in order to exceed a certain output. 

A similar indeterminacy of marginal revenue occurs whenever there is a sharp break in 
the slope of the demand curve—and hence in the slope of the total-revenue function. 
Examples include the demand for the firm’s product in several types of imperfectly com- 
petitive situations, notably the one involving the “kinked” oligopolistic demand curve—cf. 
R. L. Hall and C. J. Hitch, “Price Theory and Business Behavior,” Oxford Economic 
Papers, No. 2 (1939), pp. 12-45; and P. M. Sweezy, “Demand under Conditions of Oli- 
gopoly,” Jour. Pol. Econ., Vol. XLVII, No. 4 (Aug., 1939), pp. 568-73. Still another 
important example concerns demand and arene revenue at the output where a price 
ceiling becomes effective. 


ke 
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marginal cost at capacity in the diagram, the discontinuity is infinite. Here 
marginal cost has a lower limit at the Eiteman value, v, but it has no finite 
upper limit. The upper limit of marginal cost is said to be “infinity” because 
no finite extra expenditure, however large, will produce any increase of output 
whatever. 


III. The General Condition for a Profit Maximum 


Since MR = MC is neither a necessary nor a sufficient condition for a 
profit maximum, what is the general rule for a (local) profit maximum in 
terms of the marginal criteria? It is this: profit is maximized at a certain 
(non-zero) output when MR > MC at immediately lower outputs and when 
MR < MC at immediately higher outpuis® These inequalities, which are 
necessary anyway as an assurance that we have a profit maximum, are the 
heart of the matter; and when the two inequalities hold, we know that we 
have at least a local profit maximum, regardless of the possible indeterminacy 
of the marginal quantities at the output in question. 

It is an additional virtue of what I have called the general rule that it also 
holds strictly—as the equality of MR and MC does not—-when the marginal 
magnitudes are defined as discrete increments. Then, if MR > MC for “one 
less unit of output” and if MR < MC for “one more unit of output,” the 
unique profit-maximizing output has been found—at least in terms of alterna- 
tive integers of output. But, if MR = MC between x and x + 1 units, profit 
is the same at these two output levels; and the choice between them becomes 
a matter of indifference.*° It should be appreciated, of course, that when 
MR = MC over a range of outputs, a true indeterminacy of output exists over 
this range—whether the “marginals” are defined as discrete quantities or as 
continuous variables. 

A final question remains as to the propriety of drawing marginal cost as a 
vertical line upward from point v, when the average and total cost curves end 
abruptly at an absolute-capacity output. Eiteman insists with capitalized 
emphasis (p. 914): “The truth of the matter is that the MC curve does not 
rise vertically at the point of capacity: it ENDS there.” I cannot agree with 


? Only the second of the two inequalities is needed for a profit maximum at zero output, 
because of the irrelevance of negative outputs. Strictly speaking, marginal cost is in- 
determinate at zero output because the “left-hand” derivative of total cost does not exist; 
but, since the right-hand derivative is the only relevant one, it is perhaps pardonable to 
define marginal cost at zero output simply in terms of the one relevant, right-hand 
derivative. 

On the other hand, it is neither necessary nor convenient to invoke a boundary condition 
to explain a local profit maximum at absolute capacity. Here MR is indeed less than MC for 
higher outputs, by virtue of the customary mathematical convention already mentioned— 
that MC is indefinitely large, or infinite, for outputs that cannot be produced at any finite 
extra cost. 


WI dare say that this apparent anomaly—which is only another instance of cost and 
revenue discontinuities—is familiar to every teacher of elementary economics who, after 
first defining the marginal concepts as discrete additions to cost and revenue, has then 
tried to explain that profit is a maximum when MR and MC are equal. This potential 
pedagogical embarrassment—a minor one, to be sure—is mentioned primarily to reinforce 
the suggestion that the strategic pair of marginal inequalities has more fundamental signifi- 
cance than the customarily emphasized marginal equality. 
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him that marginal cost “ends there” in the sense in which the average and 
total curves do. Rather MC ends there in indeterminacy; unlike the other 
types of cost, it does not have a unique point of termination. Hence there is a 
possible justification for drawing the proposed vertical branch of MC indefinite- 
ly upward, to emphasize that this indeterminacy has a lower limit at v and no 
upper limit. In addition, there is the pragmatic and purely heuristic justifica- 
tion that this does indeed produce the reassuring intersection which Eiteman, 
rather perversely, wishes to avoid. 

Actually, however, there is no need to insist on this essentially trivial matter 
of draftsmanship. Whether or not we choose to draw vertical marginal-cost 
curves, the fact remains that MC is indeterminate at any capacity output like 
that in the diagram. Also, as long as we remember that the heart of the 
profit-maximizing analysis concerns the inequalities of MR and MC at lesser 
and greater outputs, there is no need to worry about whether a unique MR 
is equal or unequal to an indeterminate MC at the output we seek. Certainly 
no one need be at a loss for an answer to the question of finding the profit- 
maximizing output in the instances under discussion; and that, after all, is 
the sum and substance of marginal analysis." 


IV. Marginal Analysis and Declining Costs 


Eiteman believes that, if costs exhibit the pattern he stipulates, it is (p. 
913) “physically impossible for an enterprise to determine a scale of opera- 
tions by equating marginal cost and marginal- revenues unless demand is 
extremely inelastic.” This statement is partly based on his misconceptions 
about the marginal analysis of a profit maximum at capacity, as already dis- 
cussed; but it is also based on the alleged difficulty of explaining, by means 
of the marginal criteria, the determination of a profit-maximizing output short 
of capacity.3* 


1 My colleague, Paul Samuelson, tells me that his practice is to explain to his students 
that it is “as if” marginal cost continued vertically upward from such a point as v. On 
the other hand, the average and total cost curves—which are not “slope” concepts— 
should not be so drawn, since they are defined as the cost minima at various outputs. 


1? Professor Machlup’s brief discussion of discontinuities in marginal curves implies sub- 
stantial agreement with my interpretation, except that he wavers as to whether or not a 
discontinuity implies indeterminacy of the marginal magnitude—Fritz Machlup, “Marginal 
Analysis and Empirical Research,” Am. Econ. Rev., Vol. XXXVI, No. 4, Pt. 1 (Sept, 
1946), p. 533. On the one hand, Machlup talks about the “vertical portion” of the marginal 
curve—which does imply indeterminacy; but in the same paragraph he also implies that 
the marginal value is uniquely equal to its lower limit. 


® Professor Lester shares Eiteman’s view that declining costs pose peculiar difficulties 
for the marginalist explanation of less-than-capacity outputs. The most concise statement 
by Lester on this point appears in his “Marginalism, Minimum Wages, and Labor Markets,” 
Am. Econ. Rev., Vol. XXXVII, No. 1 (Mar., 1947), pp. 135-48. With respect to declining 
variable unit costs, he says (p. 138): “If business men think that their unit variable costs 
(to say nothing of their overhead costs per unit) change in that fashion, I submit that it 
is extremely difficult to explain both the wide variations of output that occur in the scale 
of plant operations and the size of the average deviation from 100 per cent plant capacity 
that occurs over say a decade (especially in plants producing articles not carrying the 
producer’s brand names) on the assumption that business men adjust their rate of opera- 
tions according to the principle of maximizing money profits by equating ‘marginal net 


COMMUNICATIONS 613 


Eiteman is correct, of course, in supposing that his cost hypothesis rules 
out any equilibrium output between zero and full capacity under conditions 
of pure competition; for the supply function of a purely competitive firm 
with costs as diagrammed will coincide with the vertical axis for prices below 
v (where it is impossible to cover even variable unit cost at any positive out- 
put), and will coincide with the vertical line of full capacity for prices 
above v.14 

If this absence of any possible equilibrium between zero output and capacity 
under pure competition is to constitute a reflection on marginal analysis, 
Eiteman must show us a purely competitive firm, having the specified cost 
pattern, which deliberately sets its output at some positive level short of 
capacity. It should be recalled that he asserts his cost hypothesis only for 
manufacturing. That may well dispose of the matter; for it is to be doubted 
whether any manufacturing firm sells its product under conditions which 
conform strictly to those of pure competition. On the other hand, if there 
were a purely competitive manufacturer with Eiteman’s cost schedules, under 
what conceivable circumstances would he decide to produce some positive but 
less-than-capacity output? Certainly Eiteman has cited none. | 

Actually, Eiteman’s own discussion implies that he is thinking only of 
firms operating under conditions other than purely competitive. His own 
theory of output determination is that business men (p. 914) “simply pro- 
duce all that they can sell.” I take it that this remark rules out pure com- 





revenue productivity’ and ‘marginal factor cost? over the long or short run.” 

Since this statement appears in Lester’s rejoinder to his critics, it seems that Machlup’s 
efforts to lay the ghost of this fallacy were not entirely successful—at least as far as Lester 
and Eiteman were concerned—cf. Fritz Machlup, “Rejoinder to an Antimarginalist,” Am. 
Econ, Rev., Vol. XXXVII, No. 1 (Mar., 1947), pp. 149-50. 

“With price equal to v, there is a two-point indeterminacy of output: it is a matter of 
indifference to the firm to produce either zero output or capacity output. Losses equal total 
fixed cost either way. 

Notice that, with price between m and v, there is a local profit maximum at some posi- 
tive output short of capacity, where price = MR = MC and where MC cuts MR from 
below; but the zero output is preferred because the loss there (equal to total fixed cost) is 
less than the loss at any positive output. Of course, the zero output also qualifies as a 
local profit maximum, because MR< MC for any small positive output. 

The case of price equal to is interesting as a curiosity. The horizontal marginal-revenue 
line is then tangent to the marginal-cost curve; and profit is neither a minimum nor 2 
maximum, but merely stationary, at the tangency output. Both above and below this 
output, MR< MC; so profit is bigger at lower outputs and smaller at higher outputs, even 
though it is stationary where MR = MC, 

3 The preceding context of this remark is that “business men do not determine their 
scale of operations by reference to marginal cost and revenues at all: they simply produce 
all that they can sell.” This statement is hardly a satisfactory alternative to the marginalist 
theory of output determination, even under the conditions of impure competition to which 
it obviously refers. Indeed, taken by itself it is no theory at all. What can be sold depends 
on price. Hence Eiteman’s pronouncement has no explanatory content whatever, except in 
conjunction with a theory of price determination. 

Yet nowhere does Eiteman explain how prices are set, even where he elaborates on his 
theory of output (pp. 916-18). His only allusion to a price decision by the producer is the 
statement (p. 917) that if he “becomes alarmed at a tendency of his inventory to mount, 
he adjusts his price voluntarily to reduce his inventory and so avoid a forced inventory 
loss of greater proportions later.’ But why not leave price alone, and reduce inventory 
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petition, because it is the very definition of that abstraction that each pro- 
ducer can sell unlimited amounts at a going market price.*¢ 

Turning to assumptions of impure competition, we shall find that Eite- 
man’s cost curves are realistically consistent with the profit-maximizing pro- 
duction of any output. 

Actually, Eiteman makes an anomalously incorrect concession to this con- 
clusion; for, in the statement quoted above, he implies that MR may equal 
MC if “demand is extremely inelastic” (p. 913). Quite the contrary, if de- 
mand for the output of a firm should be inelastic throughout, marginal revenue 
is uniformly negative. Then, under any cost conditions whatever (excluding 
only negative marginal costs), profit would steadily increase as output is 
curtailed toward zero. This is so because marginal revenue would lie uni- 
formly below marginal cost. The profit-maximizing output, being positive but 
indefinitely small, cannot be otherwise specified; yet this is the one case which 
Eiteman considers marginal analysis able to handle! It is also a totally un- 
realistic case. . 

On the other hand, when demand is relatively elastic—but not too elastic— 
it is obviously possible for average revenue to lie above variable unit cost at 
the same output where marginal revenue is intersecting marginal cost from 
above. Then we have a perfectly conventional, textbook instance of a profit- 
maximizing output where MR = MC." 





by a drastic, temporary reduction of output, to be followed by an adjustment of output to 
what can be sold at the going price? Such behavior would seem to be most directly in 
accord with Eiteman’s prior pronouncement on output determination; but in any case he 
has side-stepped the real problem, which is a matter of explaining when—and how much— 
the producer will reduce price rather than output, when faced with an adverse shift of 
demand. 

Marginal theory explains, rightly or wrongly, that the entrepreneur tries to set his price 
so that, when he sells all he can at that price, he will have maximized his profit. Thus 
Ejiteman’s statement about output determination does not conflict with marginal theory; 
he merely leaves out the explanation of price, without which no theory of output can be 
complete. 


“ Lest anyone think that Lester’s statement quoted in my footnote 13 was meant to refer 
to pure competition because of his reference to unbranded products, I shall also quote 
from his immediately subsequent sentence, which shows that his theory of output determina- 
tion is very like Eiteman’s—and similarly rules out pure competition. Says Lester (“Mar- 
ginalism, Minimum Wages, and Labor Markets,” pp. 138-39): “. . . the volume of output 
and employment in the individual firm generally varies simply and directly with the volume 
of present and prospective demand for products of the plant.” 

“The excess of price or average revenue (AR) over MR is related to the (negative) 
elasticity of demand, E, by various well-known formulas—cf. Joan Robinson, The Eco- 
nomics of Imperfect Competition (London, 1936), p. 36: 


For example, where E =: —2, AR is twice MR; and when E = — 4/3, AR is four times MR. 
Thus, when MR = MC at any output in my diagram, price will exceed variable unit cost 
provided demand is not too elastic (z.e., provided the value of E is not too far below —1, 
algebraically). 


Lu 


— 
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As before, however, it is still significant and essential that MR > MC for 
lower outputs and that MR < MC for higher ones, Furthermore, if the en- 
trepreneur conceives the demand for his product to exhibit an oligopolistic 
kink at a certain price and output, marginal revenue will be indeterminate 
over the range of its sudden drop. Then, if profit should prove to be maximized 
at the output where this discontinuity occurs, we shall once again have nothing 
but the marginal inequalities to assure us of the profit maximum. 


V. Minimum Unit Costs “Near” Capacity 


So far I have taken Eiteman’s hypothesis about the shape of the typical 
manufacturing firm’s costs at face value. I have done so, not because these 
cost curves strike me as plausible, but because I have been primarily con- 
cerned to show that his adverse reflections on marginalism are ill conceived 
even if his view of typical cost patterns should be accepted in its most rigid 
form." Nor shall I attempt to detail my misgivings about the empirical as- 
pects of Eiteman’s paper,?® but I should like to comment on the implications 
of relaxing his cost hypothesis in one particular. 

My comment concerns the appropriateness of the assumption that the 
minimum points of the unit-cost curves occur at absolute capacity. Eiteman 
himself wavers on this question; for more than once (¢.g., p. 914) he speaks 
of unit costs reaching their minimum “at or near” capacity. On the other 
hand, Eiteman does not seem to realize that this is a devastating admission 
with respect to his own misgivings about the marginal analysis of equilibrium 
“near” capacity. 

The point is that if variable unit cost reaches its minimum short of capacity 
and then rises, marginal cost exceeds variable unit cost over the range where 
the latter is rising. Hence, under either pure or impure competition, a profit 
maximum anywhere in this range implies a conventional intersection of MR 
and MC, 


* Having thus essayed to defend marginal analysis against Eiteman’s criticisms, I do not 
mean to imply that I consider that theory invulnerable to attack, Rather, my own opinion 
is that it is decidedly open to valid and damaging criticism, but not on the narrow grounds 
cited by Eiteman and Lester. 


2 For a detailed criticism of Eiteman’s empirical argument I defer to Professor Haines— 
whose paper, also published in this issue, I have been privileged to read in a preliminary 
version. Similarly, I have not attempted to discuss another topic treated by Haines, namely 
the “inventory” aspect of Eiteman’s own theory of output determination. 


” This concession seems entirely appropriate to me; for even if a key piece of equip- 
ment—such as a machine or a melting furnace—is most economically used under condi- 
tions of continuous, round-the-clock operation, there is still likely to be leeway for increas~ 
ing its output if the firm is willing to incur higher-than-normal expenses—for example, 
by taking all possible precautions to minimize the intervals when almost any piece of 
equipment is unavoidably idle, whether for overhauling or repair. 

Consider also the revealing comment of one of the business men questioned by Lester. 
By way of explaining why his variable unit costs were not a minimum at (undefined) 
capacity, the man said (Shortcomings of Marginal Analysis . . . , p. 68): “Theoretical 
100% is likely to produce too many strains.” On the several occasions when J have 
asked a plant manager or a cost accountant similar questions, I have invariably received ` 
this kind of answer—as soon as I made clear that I was not asking about “rated capacity” 
or some other such conventional index which can be exceeded in practice. 
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Furthermore, even if variable unit cost at absolute capacity is only very 
slightly above its minimum value near capacity, marginal cost may well be 
indefinitely high—or literally “infinite’—-at the capacity output. The reason 
for this is that marginal cost, equal to the slope of the total-cost curve, is 
also related to the slope of the variable-unit-cost curve. Then, if the slope of 
that curve approaches infinity at absolute capacity, so will marginal cost.” 

This result is implied even by an almost imperceptible “rounding” of the 
unit-cost curves in the neighborhood of capacity, provided only that the 
rounding is complete and does not leave any vestige of the “sharp corners” at 
v and ¢. For example, suppose that variable unit cost describes a rising quarter- 
circle between its minimum and its end-point at absolute capacity. The radius 
of this circle may be indefinitely small, with the minimum of variable unit 
cost as close to capacity as anyone likes; but marginal cost will still be 
infinite at capacity, despite the fact that all the other cost magnitudes are 
finite. 

Under such conditions, a profit maximum will always imply that MR = 
MC. Of course, no one insists on a scrupulously precise maximizing of profit 
in an uncertain world; so the cost accountant and his employer will be fully 
pardoned if they speak of producing a “capacity output” whenever marginal 
cost, as in this case, is rapidly rising. My main point, however, is that when 
Eiteman allowed for a possible rounding of the unit-cost curves “near” 
capacity, he should have realized that the u-shaped cost curves, in principle, 
come back into their own. 


VI. Conclusion 


I shall try to summarize the major propositions which I have stressed in 
the course of criticizing Eiteman’s paper (and I designate by Roman numerals 
in parentheses the section of my paper where each of these propositions is 
discussed) : ; 

1. The rigorous definition of a marginal magnitude—and the only defini- 
tion which relates to unique outputs, rather than to intervals of output 
change—is a derivative or slope: marginal cost (revenue) is the slope of 
the total-cost (-revenue) curve, plotted against output (II). 

2. When there is a discontinuity in the slope (a sharp break or a termina- 
tion) of a total curve, this implies a (finite or infinite) discontinuity in the 
marginal curve—and hence an indeterminacy of the marginal magnitude (II). 


2t This conclusion may be demonstrated. Let output == x; total cost == C; and total fixed 
cost =: F. Variable unit cost is some function of output, f(x); and its slope is f'(x). 


Then C= F ++ xf(x); 
C 
and marginal cost is A = f(x) + xf (x). 


When variable unit cost it at its minimum, f'(x) =0; and marginal cost equals variable 
unit cost. Beyond that point, the slope of the “rounded” variable-unit-cost curve increases 
continuously from zero to infinity. Then, as 


dC . 
F(x) > %,— > @, 
dx 
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3. The equality of MR and MC is not an essential feature of a profit 
maximum—nor of marginal analysis (II). 

4, Rather, the general rule for a (local) profit maximum is that MR > MC 
fer immediately lower outputs and that MR < MC for immediately higher 
outputs—except that only the latter of these two inequalities is relevant for 
a profit maximum at zero output (III). 

5. This general rule also applies when marginal cost (revenue) is defined 
as the discrete change in total cost (revenue) for discrete changes of output 
(TIT). 

6. A purely competitive firm will never maximize profit where variable unit 
cost is declining (IV); but 

7. A firm in impure competition may realistically maximize profit at any 
output, regardless of the slope of its variable-unit-cost curve (IV). 

8. Empirically, it is unlikely that unit costs are minimized at absolute 
capacity; hence a strict equality of MR and MC is feasible in the neighbor- 
hood of absolute capacity under either pure or impure competition (V). 

RoBERT L. BisHop* 


* The author is assistant, professor of economics at Massachusetts Institute of Tech- 
nology. ; 


Capacity Production and the Least Cost Point 


In a recent issue of the Review Professor Eiteman attempts to demonstrate 
that the marginal analysis method for determining the actual point of pro- 
duction of a firm is not in accord with the facts. While I would heartily 
endorse any advance in the direction of bringing economic theory into closer 
harmony with economic practice, I believe that this attempt has been abor- 
tive. 

Professor Eiteman’s basic contention is that in the case where engineers 
design a plant, they design it in such a way that the most efficient point of 
production (the lowest point on the average variable cost curve) is at capacity 
output; that marginal cost is therefore equal to average cost at capacity; 
and that if the marginal-revenue curve is above the marginal-cost curve at 
this point, it is impossible for the firm to produce to the point where marginal 
revenue and marginal cost are equal, for they cannot ever be equal under 
these conditions. Therefore business men “simply produce all they can sell” 
(p. 914)? i 

Professor Eiteman further implies that marginal revenue must lie above 
marginal cost at capacity “unless demand is extremely inelastic” (p. 913). 
This is not necessarily the case.’ In fact, in an engineer-designed plant there 


*“Factors Determining the Location of the Least Cost Point,” Am. Econ. Rev., Vol. 
XXXVII, No. 5 (Dec., 1947), pp. 910-18. 

"I presume he must have meant “sell all they can produce” since under the given con- 
ditions the average revenue curve must lie above the average variable cost curve even at 
maximum output, and therefore they can sell all they can possibly produce at a price 
which more than covers direct costs. 


* As is well demonstrated in Mr. Bishop’s paper in this issue of the Review, pp. 607-17. 
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is reason to believe that marginal revenue would mot lie above marginal cost 
at this point, for it does not appear rational that a business man building 
a new plant would deliberately restrict his profit by unduly limiting output 
(unless his resources were inadequate). Yet this is the implication of a plant 
for whose product marginal revenue lies above marginal cost at every point.‘ 

Even assuming a situation in which marginal revenue does lies above mar- 
ginal cost at the point of capacity output, Professor Eiteman’s theory can 
be attacked from two angles: both from theoretical analysis and from an 
examination of what business men actually do. 

His whole conclusion hinges on the assumption that capacity is an absolute 
and determinable quantity at which there is an immovable barrier against 
any further production at any cost. This is, of course, absurd. I believe he 
recognizes the incongruity of this position, perhaps unconsciously, when he 
places the most efficient output at “close to capacity” (p. 913)® rather than 
precisely at that point. Nevertheless, he goes on to say with great emphasis, 
speaking of the “point of capacity output,” that “the MC curve... ENDS 
there” (p. 914). This implies that production must absolutely cease at 
capacity and before the marginal costs have risen above average costs.® Un- 
fortunately, this concept of capacity is itself purely imaginary and cannot be 
reconciled with reasonable analysis. 

In fact, the very meaning of capacity is a matter of dispute, and Professor 
Eiteman does not help us out with any indication of the definition he has in 
mind. On the one hand, capacity may be defined as the output at which the 
average cost is least. By this definition, Professor Eiteman’s major point is 
a pure tautology and of no analytical significance. In this case, capacity car- 
ries no connotation whatever of a limit to production. At the other extreme, 
capacity kas been defined as the point at which “all of the strategic factor 
(plant and machinery) is operated at maximum speed and none is strictly 
idle for any of the 168 hours in a week.’ By this definition, Professor Eite- 
man’s whole argument would fall for lack of factual verification, for no 
engineer in his right mind would ordinarily design a plant to be most efficient 
at such a point (which could seldom be attained). Rather we would expect 
that a plant which was intended to operate, say, forty hours a week would 
normally be built for maximum efficiency at perhaps 25 per cent of capacity 
—in other cases the figure might be 50 or 80 or 90 per cent, but only very 
rarely, if ever, 100 per cent. 

A third alternative, which I shall adopt in this paper, takes a somewhat 
middle course and interprets capacity as the maximum output which a.plant 
is intended to produce under normal circumstances—taking into account the 


* Of course, if demand had risen (or costs had fallen) after the plant was built, the firm 
might be placed in such a situation in the short run. 

SIn another place he suggests that maximum efficiency occurs “at or near the point of 
capacity output” (p. 914), and again that most business men believe that “their least cost 
point is at or very near their capacity output” (p. 917). 

£ Cf. the graph, p. 913. 


" Reinold Noyes, “Certain Problems in the Empirical Study of Costs,” Am. Econ. Rev., 
Vol. XXXI, No. 3 (Sept., 1941), p. 482. 
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number of hours a week that the plant is usually operated, the average time 
necessary for shutdown due to repairs and maintenance, and similar con- 
siderations. Such a concept is not without precedent,* has a practical mean- 
ing for business men, and apparently somewhat approximates what Professor 
Eiteman had in mind. 

Using this definition, can we assume (a) that the least cost point coincides 
with capacity and (b) that production must stop at this point? First, as 
Professor Eiteman states, it is only with respect to engineer-designed plants 
specifically built for greatest efficiency at capacity that we should expect the 
first assumption to hold true.® Second, even in such plants the least cost point 
will remain at or near capacity only so long as all the factors affecting pro- 
duction remain fixed. The substitution of one machine for another, a new 
internal transportation system, the use of a different raw material or a new 
process, a change in labor efficiency, a new wage scale, or any one of a 
number of such changes may alter the cost curve in such a way that the 
most efficient point of production falls at an output different from that which 
the engineers originally intended—and a new plant will not be built every 
time such a change occurs. Third, even for a newly built plant (and a fortiori 
for any other plant) we cannot assume a sudden brake on production at a 
theoretical capacity. 

Let us take the example Professor Eiteman provides of “an enterprise with 
plant and equipment of fixed quantity to be operated by a labor force of 
ten men” (p. 914). Under these circumstances it is quite possible that the 
most efficient output will be that produced by the work of these ten men 
on the given machines. This would be “capacity” under our definition, and 
Professor Eiteman would agree. But it is not impossible to employ an eleventh 
man, even if he does nothing except in emergencies. Or he may take the place 
of one of the original ten when that one finds it necessary to leave his 
machine for a few minutes. Or he may spell each of the ten for, say, fifteen 
minutes at some time during the day, thus increasing personal efficiency by 
means of rest periods without interfering with continuous operation. He will, 
therefore, increase total production beyond capacity, albeit at a considerable 
cost. 

Another, perhaps more important, consideration—which Professor Eite- 
man suggests in a footnote (p. 917) but otherwise ignores—is the possibility 
of overtime operation.?® Since most plants (with some significant exceptions) 

*Cf., for instance, Edwin G. Nourse and associates, America’s Capacity to Produce 


(Brookings Institution, 1934), pp. 18-28, especially p. 23. This discussion also underlines 
the difficulty of arriving at a definite measure of capacity, even on a theoretical basis. 


°“When production is carried on in poorly designed buildings or on locations provided 
by nature ... an attempt to increase the scale of operations is apt to cause a less than 
ideal relationship to exist quite early among several of the factors involved. The result is 
that operations move quickly into the stage of diminishing average returns.” (Eiteman, 
loc. cit., p. 916.) : 

* At an earlier date Professor Eiteman indicated the connection between overtime and 
capacity in these words: “Hence most managers are convinced that increases in the scale 
of plant operations, up to the point where overtime pay is required, always lead to lower 
unit costs; that is to say, they do not recognize the possibility of a stage of increasing 
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are not normally intended to operate twenty-four hours a day, it is possible 
to push production beyond what would otherwise be considered capacity by 
lengthening the work day or the work week. This will invariably involve 
overtime pay or higher wages for undesirable shifts, perhaps additional pay- 
ments for lighting, pressure on stockroom or shipping facilities, decreased 
efficiency of labor, etc., thereby raising marginal costs. This means that the 
marginal cost curve does not end at capacity, but merely rises (perhaps very 
rapidly) beyond that point. It is just such a rise, however, which would tend 
to bring about the intersection of the marginal-cost and marginal-revenue 
curves if it had not occurred before. 

If we look at the actions of business men, we find confirmation of this 
contention. The fact that many firms may continue to produce at capacity 
over considerable periods in spite of shifts in demand is in itself neither con- 
firmation nor denial. It is not inconsistent with the belief that business men 
determine output at the intersection of marginal revenue and marginal cost, 
since if, say, the 100th unit adds $1 to costs, while the 101st unit adds $2, 
demand (and hence marginal revenue) may fluctuate within quite a range 
without changing the optimum production point.!! Nor does the fact of 
chronic underutilization of capacity in other firms lend any support to our 
case, although where it exists it does suggest that the determination of pro- 
duction in the vicinity of capacity output is not the most significant problem. 

However, when we find firms actually producing in excess of capacity, the 
theory that the cost curves end at this point becomes untenable. Given a 
large enough incentive in the form of an increase in demand, firms may pro- 
duce greatly in excess of capacity. This was shown with considerable force 
during the war, when production in a multitude of plants far exceeded any- 
thing the engineers anticipated when the plants were built. Even in the steel 
industry, accustomed to work continuous shifts, bottlenecks and shortages of 
steel scrap did not prevent an operation in excess of capacity.** But such 
production is possible only at increasing unit cost. 


average costs intervening before capacity output is reached.” (“The Equilibrium of the 
Firm in Multi-Process Industries,” Quart. Jour. Econ., Vol. LIX, No. 2 [Feb., 1945], p. 
285.) This sentence would seem to be sufficient evidence that Professor Eiteman himself 
does not believe that the cost curves END at capacity since the fair inference is that over- 
time production is a practical possibility, but occurs after capacity has been reached. 


“This is not the same as saying that the marginal revenue curve rises vertically at 
capacity, although even that statement is entirely consistent with the mathematics of a 
situation in which it is impossible to produce a single unit beyond capacity. For a thorough 
discussion of this point see Mr. Bishop’s paper in this issue of the Review. 


%In May, 1929 the entire steel industry was operating at 101.68 per cent of rated ingot 
capacity according to the American -Iron and Steel Institute (New York Times, Oct. 27, 
1942, p. 35). In October, 1942 the industry operated for “three consecutive weeks at better 
than estimated capacity” (ibid., Nov. 3, 1942, p. 31). In September and October, 1943 the 
industry again exceeded capacity for seven consecutive weeks (reaching a high of 102.2 
per cent for the week of October 10), and this in spite of a coal strike during part of 
October. It must be remembered that these are average figures for the industry as a whole, 
not for a single plant. To the extent that some plants fell short of this average, others 
must similarly have exceeded it. For instance, output of electric furnaces (again an average 
of a number of plants) reached 105.1 per cent of capacity for the month of June, 1942, 


“ 
i 


A 
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To digress for a moment, I would like to say a word about Professor Eite- 
man’s point of departure, It may be true that current textbooks have erred 
somewhat in failing to give adequate recognition to the concept of capacity, 
but it is more an error of omission than of misstatement. Professor Eiteman 
commits the sin of false witness when he states in the text of his article that 
his Figure 2 shows curves “taken from a well-known and widely used text- 
book’? (p. 912). In the footnote he modifies this bald statement by ad- 
mitting that the figure is merely “modelled after that found on page 114 of 
Economic Analysis and Public Policy, by Bowman and Bach” (p. 912n.). Un- 
fortunately, the modelling has significantly changed the meaning of the graph, 
as a glance at the original will suffice to show. Bowman and Bach do not in- 
dicate any “Capacity Output” such as Professor Eiteman includes, and there- 
fore there is no assumption, as inferred by Professor Eiteman, that the most 
efficient output lies well to the left of capacity. As a matter of fact, taking 
the original Bowman and Bach graph, it would be more plausible to assume 
that “capacity” should be indicated at an input of 8 units or thereabouts 
(tather than at about 22, as Professor Eiteman draws it), and that the sharp 
drop in average product for larger inputs is due to the difficulties of producing 
beyond capacity. Furthermore, it should be noted that this is an input 
graph (which distorts output relationships) and that in terms of output (in 
which production is invariably measured by business men), even assuming 
capacity to be where Professor Eiteman places it, the least-cost point occurs 
at 73 per cent of capacity,** not “near 35 per cent of capacity” (p. 910). 

We are forced to conclude that Professor Eiteman’s attack on the marginal 
determination of optimum production has failed. This is not to say that the 
marginal theory has thereby been proved, but merely that it has not, on this 
basis, been disproved. It is, therefore, appropriate to go on and analyze the 
system which Professor Eiteman offers as a substitute for marginal theory. 
This is very simply that manufacturers reduce production when their in- 
ventories of finished goods increase (or are expected to increase) and increase 
production when their inventories decline (or are expected to decline). .This 


while the figure for the whole industry (including open hearth and bessemer) was only 
96.3 per cent for the same period (ibid., Nov. 9, 1943, p. 33). The Brookings Institution 
estimated that pig iron production exceeded “practical capacity” for all of 1916 and a 
substantial part of 1917, as well as for shorter periods in 1918 and 1923 (Nourse, op. cit., 
p. 253; see also pp. 254-58). 


*It would appear from Professor Eiteman’s Figure 2 that in determining where to 
indicate “Capacity Output” he has chosen the point where marginal product becomes zero. 
This would imply a definition of capacity as the point of maximum possible output. Given 
such a meaning: (a) it would be impossible for the least cost point to occur at capacity 
since that would imply a maximum average product of zero units (unless the marginal 
product fell precipitously at this point); (b) marginal costs would rise to infinity (that is, 
vertically) at capacity because of the impossibility of producing even one additional unit 
of output; and (c) neither business men nor engineers would expect any plant normally to 
operate at capacity. This is primarily a matter of definition, which has already been dis- 
cussed. Whatever definition we choose, we should at least be consistent. 

“ Least-cost point (maximum average product) at an output of 2604 units as against a 
maximum possible output of 3575 units. See Bowman and Bach, op. cit., p. 112, Table 6-1, 
from which the graph in question is derived. 
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is undoubtedly entirely correct in many cases, but in itself it is not a theory 
of basic significance, since changes in inventories are themselves merely symp- 
toms of changes in supply and/or demand. If we assume the firm’s output 
and price policy to be constant, an increase in inventories is the tangible 
evidence of a decline in the demand for its product. ‘There are three ways to 
correct or prevent such an increase: (1) reduce prices in order to take ad- 
vantage of the larger quantities which consumers will absorb at such lower 
prices, (2) reduce production so that the amount brought to market will not 
exceed the amount demanded at the old price, or (3) a combination of the 
above two methods, reducing both price and production somewhat. In the 
absence of any other criterion of action except the increase in inventories, 
there is no reason why a producer should adopt any one of these alternatives 
as preferable to the others. 

The marginal analysis does give a basis for choice. Since the new marginal 
revenue curve (corresponding to a decreased demand) will lie to the left of 
the old (or, in the case of pure competition, below the old), it must cut the 

‘Marginal cost curve at a smaller output. Production, therefore, will be re- 
duced. In many cases price likewise will be reduced. Let us look at each 
situation separately. 

Under pure competition, since the producer has no control over the price, 
he must sell his output at whatever price prevails in the market. As a 
reduced demand will result in a lower market price, he must decrease his own 
price to this new level. At this price he can sell his entire output, but until 
he adopts this price he can sell none of his output. It is difficult to see how 
a decision to restrict production can help his inventory situation under these 
circumstances. Although Professor Eiteman specifically states that “marginal 
costs are not considered in making these decisions” (p. 917), it is only by 
the marginal-cost approach that we can explain a decline in output in this 
case, 

As for monopoly and monopolistic competition, according to the marginal 
analysis prices will be reduced unless the marginal cost rises as output is 
cut?® or unless the new demand curve is significantly less elastic than the 
old in the relevant range. Since neither of these conditions is likely to hold 
true for the great majority of cases, we should expect a fall in demand to be 
followed by a decline in price as well as in production. Although there are 
undoubtedly exceptions, this is what normally happens," as Professor Eite- 
man states, although his theory of inventories gives no reason why this result 


* It is a little difficult to determine what market situation Professor Eiteman has in 
mind. Inasmuch as his reasoning seems to be concerned with the effects of an initial “sudden 
decline in’ retail sales prices” (p. 917), there is some indication that he is concerned with 
pure competition, since under any other situation a reduction in price is the reaction of a 
business man to a given set of circumstances, not a cause of action, At other points (e.g., 
p. 913n.) he specifically refers to imperfect competition. Certainly no analysis which applies 
only to pure competition can lay claim to being an explanation of current business activity 
for the greater part of our economy. 


1 The extent of the rise necessary to maintain (or raise) prices depending on the shape 
of the demand curves. 


“ Except for the minor shifts which are absorbed in inventory variation. 
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should follow in preference to a reduction in either prices or inventories 
alone. 

Finally, with respect to oligopoly the price might fall as under monopolistic 
competition or it might’ remain constant because of the kinked nature of 
the demand curves, new as well as old.1® The exact result depends on a great 
number of factors, but in many cases the whole force of the change would 
be felt in production. The National Resources Committee (as well as our own 
observation) gives us reason to believe that this is actually what happens.9 

As a final word we might add that, except for the case of pure competition, 
a reduction in output following a decline in demand is not instituted solely 
(in many cases not at all) in order to “decrease unit operating costs” (p. 
918n.), but also (or rather—depending on the particular case) in order to 
move upward along the (new) marginal revenue curve. Such action might 
be taken even if it meant increasing unit operating costs. 

Marginal analysis, therefore, explains a good deal that Professor Eiteman’s 
inventories theory cannot account for. Again we admit that we have not 
proved the correctness of the marginal theory, but have merely shown that 
it is superior to Professor Eiteman’s alternative. 

In particular it seems well to point out that the older classicists as well as 
some of the newer textbooks tend to give the impression (whether intention- 
ally or not is beside the point) that the marginal analysis reduces the decisions 
of the business man to the simple process of reading a graph prepared by his ` 
statistician according to a definite mathematical formula. Ah, that it were so! 

Actually there are three major difficulties in applying the marginal analysis 
to a concrete situation. First is the baffling statistical problem of attempting 
to derive actual demand and cost curves even when they refer to the past. 
second is the fact that past curves are significant only as a starting point for 
the business man’s estimation of future trends, leaving room for wide margins 
of error in expectations. Finally, business men may not be influenced solely 
by the profit motive—habit, altruism, pride, or other noneconomic factors 
may be important—and here the marginal theory gives us no guide whatever.”° 

But if we assume that business men are activated by the profit motive and 
are rational,** then we have already assumed that they attempt—within the 
limits of their knowledge, inclination, and competence—-to maximize profits, 
and the only method we have yet devised for showing how this can be done 


2 Cf. Paul Sweezy, “Demand under Conditions of Oligopoly,” Jour. Pol. Econ., Vol. 
XLVII, No. 4 (Aug., 1939), pp. 568-73. ; 

» Structure of the American Economy, Part I (Government Printing Office, 1939), pp. 
137-41. Cf. also Chart II, pp. 112-113 with Appendix II, Table 1, pp. 188-199. 

"For an excellent discussion of the meaning and limitations of marginal theory see 
Fritz Machlup, “Marginal Analysis and Empirical Research,” Am. Econ. Rev., Vol. XXXVI, 
No. 4 (Sept., 1946), Part I, pp. 519-54. 

“If we deny these assumptions, then no theory of production is adequate unless it 
explains what motive other than profit activates business men, and by what means other 
than reason they attempt to achieve their goal. The marginal analysis admits variations 
from the point of maximum profit as long as they can be explained by reference to the 
actual facts of the case. But the starting point of the analysis—maximum profit—still 
remains. i 
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in the final analysis is by the marginal concept. An imperfect process, as- 
suredly, and one that brings headaches to many an economist and even more 
business men, yet the marginal cost, marginal revenue concept—marred by 
inadequate information, distorted by personal interpretations and irrationali- 
ties, and limited by extra-economic motives—is nonetheless recognizable as 
the fundamental principle of optimum production in a profit economy. 
WALTER W. HAINES* 


* The author is assistant professor of economics in University College, New York 
University. 


The Trade Matrix: A Further Comment on Professor Frisch’s Paper 


Professor Frisch’s discussion of the trade matrix has neglected, and Dr. 
Polak’s comment thereupon! has not sufficiently isolated, some significant im- 
plications which impair the trustworthiness of the matrix as a basis for policy 
decisions by the International Monetary Fund and International Trade Or- 
ganization. These may be briefly indicated. 

Fundamentally, Professor Frisch’s problem amounts to a determination of 
the magnitude of dS/dx, where S represents the skewness of the trade matrix 
and x represents in turn each of several possible operations which seek to 
reduce S to zero, subject to the restraint that the reduction in the total 
volume of world trade be minimized. Professor Frisch is specifically con- 
cerned with contrasting the use of proportional import restrictions and cer- 
tain designated non-proportional import restrictions. 

However, in comparing these alternative operations, Professor Frisch fails 
to consider the long-run effect of each operation in terms of its inter-country 
repercussions. Not only does his analysis rest upon the “asymmetry assump- 
tion” noted by Dr. Polak, but it makes the further assumption that when 
the active balance of a surplus country is reduced by the import restrictions 
of the deficit countries, the former country will fetain its imports from all 
countries at the initial level in spite of the fact that its national income will 
be falling due to the decline in its export balance. This unrealistic assumption 
is merely indicative of the more general neglect in Professor Frisch’s analysis 
of such important coefficients as the marginal propensity to import, income 
elasticity of demand for imports, price elasticity of demand for imports, and 
price elasticities of supply, as well as the total multiplier for each country. 

This is indeed a formidable list. But these coefficients must be considered 
before all the inter-country repercussions resulting from a change in one of the 
elements of the matrix can be determined. If these repercussions were con- 
sidered, the results of Professor Frisch’s operations may well be the opposite 
of those presented in his article, depending upon the numerical values of the 
coefficients. If the extent of the reactions is unknown, then even a qualitative 
conclusion is uncertain. 

To maintain that these values are not yet known with a sufficient degree of 

1 Ragnar Frisch, “On the Need for Forecasting a Multilateral Balance of Payments,” 


this Review, Vol. XXXVII, No. 4 (Sept., 1947), pp. 535-51; J. J. Polak, “Balancing Inter- 
national Trade,” this Review, Vol. XXXVIII, No. 1 (Mar. 1948), pp. 139-42. 
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statistical accuracy is only to weaken Professor Frisch’s analysis a fortiori. 
For how can the magnitude of dS/dx be exactly determined without such 
knowledge? And, if one does not resort to crude extrapolation, how else can 
future matrices be forecast from the present matrix? Either one must consider 
these relevant coefficients—and thereby possibly reach conclusions different 
from Professor Frisch’s, or else he must plead a lack of data, and thereby 
admit the limited operational significance of his analysis and the impossibility 
of making economically meaningful forecasts. An answer to this dilemma is 
not apparent in Professor Frisch’s paper. 

One can establish certain “import-export coefficients” from the existing 
structure of any one matrix. These may take the form of a ratio of country 
A’s exports to country B to the total exports of country A, or a ratio of the 
imports by country A from country B to the total exports of country A. The 
primary problem, however, is to forecast changes in these coefficients. To do 
this one must know not only the numerical values of the previously men- 
tioned variables, but also their general interdependence and dynamical rela- 
tionships. For, since “coupling” is a common feature in the international 
economy, it is not possible to allow one sector of the system to vary and 
still keep the other sectors constant without making contradictory assump- 
tions.” In many cases a country may not be important to the whole world 
economy, but the converse situation is rare. Under conditions of multilateral- 
ism, it may be quite generally true that country A imports a considerable 
share of country B’s exports, but that A exports its major share elsewhere 
than to B. Then we must consider the influence of A on B and the influence 
of the other countries on A. 

Naturally, as in most economic problems, one cannot consider all the vari- 
ables. Yet the operational significance of the trade matrix depends upon the 
possibility of isolating and considering at least the most important and rele- 
vant variables. If these cannot be isolated and measured exactly, then it is 
inadmissible to advocate policy upon the basis of an analysis which presup- 
poses such definite measurement. 

Furthermore, it should be recognized that the skewness of the matrix may 
be symptomatic of different kinds of disequilibria. The disequilibrium may be 
of a cyclical or non-cyclical character and, under the latter, either a price 
disequilibrium or a structural disequilibrium.? Even though the payment effect 
may be present in all these cases, it is apparent that discriminatory import 
restrictions would not be the best type of policy in each case. To contend that 
non-proportional import restrictions should be adopted whenever a skewness 
appears, is to deny the validity of arguments which stress internal recovery 
programs for cyclical disequilibrium, devaluation for price disequilibrium, 
and certain internal measures for structural disequilibrium. 

It may also be noted that the existence of a skewness in the matrix does 


Cf. R. M. Goodwin, “Dynamical Coupling with Especial Reference to Markets Having 
Production Lags,” Econometrica, Vol. XV (July, 1947), pp. 181-83. 

Cf. J. J. Polak, “Exchange Depreciation and International Monetary Stability,” Rev, 
Econ. Statistics, Vol. XXIX (Aug. 1947), pp. 173-83. 
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not ipso facto require that the I.M.F. and I.T.O. immediately act to eliminate 
it. A country will be experiencing a deficit in its balance of payments if 
there is a net decline in its official holdings of gold and foreign exchange, plus 
a net increase in its foreign short term liabilities and/or in the Fund’s holdings 
of its currency. But the I.M.F. and I.T.O. need take action only after the 
deficit country has made substantial use of its international reserves, in- 
cluding its quota with the Fund. Then the appropriate policy will depend 
upon the type of disequilibrium which exists. 

The trade matrix may serve a useful purpose as an accounting device and 
as a framework for further studies of the structure of the international 
economy and the types of inter-country repercussions which may occur as a 
result of a change in any one sector of the system. Nevertheless, until the 
relevant econometric coefficients are determined and the methods of fore- 
casting are improved, it is difficult to share Professor Frisch’s enthusiasm for 
the trade matrix as a basis for policy decisions. 

l GERALD M. MEIR” 


* The author, at time of writing, was a graduate student at Harvard University and is 
now a Rhodes scholar at University College, Oxford. 


Statement on the Choice of Textbooks 


The president of the American Economic Association has sent the follow- 
ing statement to the presidents, the chairmen of Boards of Trustees or 
Regents, and the chairmen of departments of economics of all American 
colleges and universities. 


At the meeting of the Executive Committee held in Chicago, December 27, 
1947, the following statement was drafted for submission to the business 
meeting of the Association: 

In annual meeting, held in Chicago, Illinois, December 30, 1947, the 

members of the American Economic Association record their continued 

affirmation that university and college teachers must have the free and 
untrammeled right to select for use in their teaching and research such 
textbooks and related materials as they, no others, believe will promote 
the purposes which their courses are intended by the teachers to serve. 


At the business meeting the statement adopted by the Executive Committee 
was approved and it was voted that such a statement be sent by the Commit- 
tee to the administrations of all colleges and universities having economics 
departments. It was suggested, also, that a committee, composed of past presi- 
dents of the Association, be established to which matters of academic freedom 
may be referred. Such a committee has been constituted. 
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BOOK REVIEWS 


Economic Theory; General Works 


The Economic Mind in American Civilization, 1606-1865. By JOSEPH DORF- 
MAN. (New York: Viking Press. 1946. Two vols. Vol. I: pp. xii, 499, xxi; 
Vol. II: pp. vii, 485, Iv. $7.50.) 


Professor Dorfman has provided a vast storehouse of information which 
illustrates the following thesis: Economic theory is not a search for truth 
disembodied from the historical context of practical issues, and the theorist’s 
reactions towards these issues. Rather than that, economic theory is created 
in this manner: The theorist originally makes a fundamental value-judgment 
in which he envisages the kind of society he prefers. The theorist then ad- 
vances propositions as to how free and orderly allocation of resources can 
take place in the kind of society he prefers. These hypothetical propositions 
are subjected to the test of fact, impartially controlled. In this procedure the 
traditional scientific virtues of objectivity and impartiality do have, or at 
least should have, full sway. Numerous original propositions may be modified 
as the result of the test. of facts, and the theorist’s original preferences do not, 
or at least should not, prevent him from altering and modifying his original 
practical aims if the facts require modification. 

The following is evident: Let two theorists depart from differing value- 
judgments. Let it be understood that in the course of their work both im- 
partially modify their original practical aims to the extent that the facts re- 
quire. Two different systems of economic thought will emerge. To the extent 
that the test of fact has been impartially administered, each thought-system 
will constitute an entirely scientific demonstration of a free and orderly 
allocation of resources. Naturally, in each system little attention will be paid 
to the practical implementation of certain social preferences which are basic 
to the other thought-system, respectively. To recognize that is only to ac- 
knowledge the ineluctable FACT that this is a multi-valued world, and that 
economic life can in a practical way be ordered to one or the other of a 
practical range of social preferences.* 

Unfortunately, sight has frequently been lost of this relativity of economic 
thought-systems. Too often a given system of economic thought has been 
tested for internal consistency by reference to the logical requirements of 
some other-value-based system of thought. This question-begging use and 
wont has brought into existence a tangled intellectual undergrowth. In this 
undergrowth dwell, for instance, a number of “Histories of Economic 
Thought” which judge all past (and even future) theories from the viewpoints 
of practical projections of Marshallian equilibrium economics (as amended) 


1Tt is of course valid to erect an heuristic structure of thought. 
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or Marxian economics (as largely unamended). The chief worth of such in- 


tellectual bogs seems to be that of testing the ordinary student’s capacity for ' 


endurance in the face of forbidding obstacles to the exercise of common sense. 

It is accordingly refreshing to find that Professor Dorfman provides a 
solid framework of evidence which goes to show that the meaning of economic 
theory is derived from an understanding of a theorist’s place in the public 
controversy of his times. There is ample grist for the mill in some one thou- 
sand pages of excerpts covering an accumulation—over a period of two hun- 
dred and fifty years—of “treatises, tracts, fiction, poetry, state documents, 
newspapers, speeches,” and so forth. 

Deplorably, however, Professor Dorfman’s execution of his task is tedious. 
Too many dabblers and rank opportunists in economic theory are exhumed 
and exhibited with a show of gravity quite unbecoming their accomplish- 
ments. 

For example, Professor Dorfman’s treatment of the “hot-air” period of 
the 1840’s is badly marred by the introduction of lines of sales talk peddled 
by several scoundrels, self-preserving politicians, and quack promoters. 
Stephen Simpson and Dr. Thomas W. Dyott, joint promoters of a swindle 
labor bank scheme receive three solid pages of treatment. But Henry David 
Thoreau is allocated a mere five lines—and that only in the context of his 
criticism of the quack real estate promoter John Adolphus Etzler. Etzler is 
allocated over two pages while the genuine land-reformer Thomas Skidmore 
is rationed to a little less than one page. 

Surely the “hot-air” period of the 1840’s deserves kinder consider ation. 
We have carried over from it a good deal of our modern liberal habits of 
thought regarding social reform, for instance the co-operative emphasis in 
American economic thought. Henry David Thoreau was on the scene when 
this co-operative emphasis grew young; he understood it; and he registered 
in a penetratingly human way some of its major spiritual defects in his time. 
Thus forewarned we can apply an improved co-operative emphasis to the 
attempted solution of “the curse of economic bigness,” as Judge Brandeis 
used to call it. It is a great pity that Professor Dorfman did not head his 
expedition into the past to such promising shores. 

Similarly neglectful of broader scopes and implications, Professor Dorfman 
has given us the kind of thought-history of the labor movement which is 
equivalent to what a contemporary labor history would be, were it heavily 
documented with the incidental utterings on economics of Willy Bioff, the 
Ham-and-Egg movement, or David Dubinsky . . . to the relative neglect of 
such sterling men of understanding as Selig Perlman or Max Lerner. 

It is at junctures such as these that the reviewer wondered whether Pro- 
fessor Dorfman actually entertains a thesis of the relativity of economic 
doctrines. Yet, without benefit of this thesis it is difficult to see how even a 
reader of unusual resourcefulness and uncommon persistence “will be able to 
carry away from these 987 pages much more than confused and amorphous 
impressions.’” 

* Quoted from Professor A. B. Wolfe’s able review of Dorfman’s book in The Journal 
of Political Economy, Vol. LV, No. 1 (Feb., 1947), pp. 65-68. 
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The thesis of the relativity of economic doctrines was applied to Professor 
Dorfman’s book by the late Professor Leo Rogin, of the University of Cali- 
fornia. Only his untimely death prevented him from writing this review. 

Professor Rogin’s notes on Dorfman’s work point to numerous illustrations 
of the thesis that economic theory must be understood in terms of the authors 
as they moved, value-wise and with more or less scientific acumen, in the 
context of the practical issues of their times. There is, for instance, the matter 
of Jefferson’s support of the Bank, and his carrying out of the Hamiltonian 
policy of meeting debt charges. To some federalists that appeared to be 
hypocritical because it was inconsistent with a rigid agrarianism. But the 
point is that Jefferson’s refusal to undertake a radical elimination of Hamil- 
tonian measures was consistent with his sense of justice—his social prefer- 
ences, that is. In other words, had Jefferson gone to extremes with agrarian- 
ism, he would have been truly inconsistent, and unscientific in his approach. 
On the other hand, acting consistently with his original social preferences as 
tempered by the test of facts, Jefferson could and did operate objectively. Be- 
cause of that Professor Dorfman clumsily calls him a “commercial agrarian 
democrat.” 

It would have been better not to mark Jefferson with a label that may be 
descriptive in a way, but which may imply non-scientific behavior. Jefferson’s 
spirit still penetrates American thought-life precisely because he behaved 
scientifically. Jefferson was a master in the use of the technology of com- 
promise. Compromise as a means of social adjustment requires practical con- 
sistency within preference-frameworks of the parties to compromise. Only 
thus can both sides have an insight into their common practical problem of 
mutual sacrifice. Give-and-take cannot exist where either party to a bargain 
assumes that it has a monopoly of “true values.” In today’s great contest 
between Jeffersonian social technology and the rankest opportunism in every 
walk of life it is hardly useful to mark the great social technologist with a 
label that might even remotely suggest that he was a confused person. 

Another good illustration of the relativity of economic doctrines may be 
observed in Professor Dorfman’s work where he cites the career of Francis 
A. Walker as an economic theorist. Walker declared political economy to be 
the business man’s science. Thereby he expressed his preference for a society 
based on the private-accountancy type of economic control. Consistent with 
this orientation, Walker projected a practical program of 100 per cent money 
-a currency based on a 100 per cent specie reserve. This proposed policy 
was opposed by persons holding other social preferences, z.e., those wanting a 
society in which speculative profits can be made by reason of the fluctuations 
in the value of the currency. Such persons accused Walker of being an enemy 
of the banks (p. 752). Recent amendments of Walker’s proposal have been 
made in the light of the facts. The proposal as amended still stands as a 
scientific proposal relative to certain social preferences which are not, of 
course, universally shared. 

Professor Dorfman’s book contains many other illustrations of the thesis of 
the relativity of economic doctrines. Unfortunately, Professor Dorfman has 
been unwilling or unable to highlight these illustrations. It would seem that 
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he preferred literally, but not literarily, to overwhelm the reader with the 
currently naive reminder that commercialism was a thickly rooted leitmotif 
in the thought-life of the period surveyed. 

The general reader and even the trained observer will labor through the 
two volumes of Professor Dorfman’s work with a growing conviction that he 
has been exposed to “cruel and unusual punishment.” Yet if the reader is 
fortified with a firm insight into the relativistic nature of economic doctrines, 
he stands to benefit. 

Grorce W. ZINKE 

University of Colorado 


Modern Economic Thought: The American Contribution. By ALLAN G. 
Grucuy. (New York: Prentice-Hall. 1947. Pp. xvi, 670. $5.65.) 


The actual subject matter of this book is somewhat more limited than its 
title implies. The most distinctive American contribution to modern eco- 
nomic thought, in Professor Gruchy’s opinion, is that of the institutional 
economists, and it is to this contribution that his essay is actually devoted. 
Of those who have contributed to the development of institutional economics 
in this country, he has selected six individuals for special study: Thorstein 
Veblen, John R. Commons, Wesley C. Mitchell, John M. Clark, Rexford G. 
Tugwell, and Gardiner C. Means. Although the major part of the book is 
devoted to six interrelated essays on the economics of these individuals, 
Professor Gruchy’s principal objective, to which is devoted a concluding 
chapter, is the formulation of a general statement of the nature and scope 
of the economics of this new “school.” 

Professor Gruchy is anxious to convince the skeptical reader that these 
six individuals, together with some others who receive briefer mention, really 
do constitute a school of economics, since (p. 18) their work “reflects a com- 
mon intellectual orientation.” He prefers to call them the “holistic” econo- 
mists, a term which for some reason is unappealing, but which he justifies on 
the basis that these economists are interested in the way in which the Ameri- 
can economic system, viewed as a whole, functions and changes. It is just 
this interest in the economy as a whole, as a sort of “going concern” (p. 5), or 
“evolving scheme of things or cultural process” (p. 19), which seems to 
constitute the common intellectual orientation of the school. 

In the six essays on the leading exponents of holistic economics, Professor 
Gruchy has performed a useful service. Much careful, painstaking work has 
had to be done on the very extensive contributions that constitute the basic 
material, and the task of integration and analysis has been performed com- 
petently. The individual essays are sufficiently extensive so that the reader 
really has an opportunity to become reasonably well acquainted with the in- 
tellectual background and associations, the psychological and methodological 
views, and the more important specialized contributions of the six economists. 

There is, I suppose of necessity, a considerable amount of repetition in- 
volved in this sort of presentation, since it is almost inseparable from the 
author’s desire to demonstrate how much these six economists really have in 
common and how clearly they constitute a school of thought. It is also 
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pardonable that the author should show throughout a rather strong bias in 
favor of the contributions of his six subjects. Take, for example, his appraisal 
of Veblen (p. 234), of whose writings, let me hasten to say, I am also an 
admirer: 


His evolutionary economics presents a body of economic theories which are 
more relevant to the problems and issues of the twentieth century than are the 
economic theories of the equilibrium economists. This greater relevancy of Veb- 
len’s institutional economics is derived from its central theories of economic con- 
flict and change. Besides closing the gap between theory and practice, Veblen’s 
evolutionary economics gives a futuristic slant to economic thought. . . . He felt 
that his analysis of the logic of capitalistic development would enable the econo- 
mist to peer into the immediate future with a certain degree of scientific ob- 
jectivity. For this reason his economic theorizing provides a basis for public 
policy-making. 


There may even be some chronic skeptics who would not fully endorse the 
author’s characterization (p. 406) of Professor Tugwell as one “who has been 
gifted with the necessary mental equipment to penetrate the future with novel 
and challenging thoughts.” It should be added, however, that Professor 
Gruchy has not been hesitant to criticize Veblen for the lack of unity dis- 
played in the development of the latter’s system of thought; he points out 
the limitations on the effectiveness of Professor Commons’ work; and he draws 
attention to imperfections in the contributions of some of the others. 
Professor Gruchy’s concluding essay on the economics of the holistic 
school warrants particular attention. It is here that he undertakes to formu- 
late the doctrines which these six writers have in common and which, he 
believes, justify him in regarding their work as the most distinctive con- 
tribution to American economic thought, In brief, the essential propositions on 
which Professor Gruchy believes the members of the school would agree 
are: (1) The economic order must be viewed as an evolving scheme of things 
or cultural process (p. 19), about which “it is possible to make some useful 
generalizations as to the nature and direction of economic evolution” (pp. 
25-26, 555-57). (2) “The functioning and growth of the American economy 
are to a very important extent controlled or conditioned by a logic inherent 
in that economy” (p. 559).4 (3) Analysis of the structure and functioning 
of the economy must rest, not upon an individualistic, rationalistic psychology, 
but upon the view of economic behavior as essentially social or collective in 
character (p. 563). (4) The structure of the American economy is highly 
complex, with an inner core of highly monopolistic enterprise, an outlying 
area of mixed competition and monopoly, or “workable” competition, and a 
peripheral region of highly competitive enterprise (pp. 565-67). (5) The 
functioning of the American economy is characterized by increasing cen- 
tralization, partly as a result of technological innovation and partly as a 
result of the changing nature of business organization; and by a price system 
which fails to allocate resources efficiently, to prevent the growth of un- 
1 Professor Gruchy seems to favor the view that the inherent “logic” which is shaping 


the development of the American economy is “technology,” which “is throwing economic 
activity into a mold which is becoming increasingly collective in nature” (p. 620). 
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earned incomes, or to maintain full employment of resources (pp. 568-77). 
(6) Some form of intervention will be necessary if the price system is to 
perform these functions properly and, some would say, a degree of national 
economic planning will be required (p. 580). 

Although Professor Gruchy feels that the authors he treats have failed to 
achieve a complete integration of their special studies into a systematic view 
of the whole economy, he credits the school with having achieved a broaden- 
ing of the scope of economic theory, a lowering of the barriers between 
economics and the other social sciences, and “the closing of the gap between 
economic theory and practice” (p. 620).? 

It is, I believe, a matter for regret that Professor Gruchy has chosen to 
draw such a sharp line between the contributions of his six “heterodox” 
economists, and the work of “orthodox” economists. In contrast with 
holistic economics, orthodox economics is characterized as “an abstract uni- 
versal type of economics” (p. 27) based on an “atomistic methodological 
approach” (p. 19) and a “static rationalistic psychology” (p. 18). Reasoning 
from “a certain set of assumed motives and circumstances to hypothetically 
normal conduct” (p. 269), the orthodox economists conceive of the economy 
as a fundamentally stable mechanism (p. 10) tending always towards equi- 
librium and blessed by “a basic social or cultural harmony underlying eco- 
nomic activities” (p. 67). The orthodox economists have little interest in “the 
trends of economic life,” (p. 123), and they neglect “the dynamic, changing 
aspects of economic activity” (p. 10). 

I am unable to identify any contemporary American economists who would 
fit very well Professor Gruchy’s category of orthodox economists, and I 
therefore see little to be gained by the sharp contrast which he has drawn. 
I suspect that he has been misled by his own tendency to identify “orthodox” 
economics with that part of economics which is devoted to the subjects of 
value and distribution. Monetary theory, business cycle theory, the contribu- 
tions of the economic historians, and even the general theory of employment 
are left out of his dichotomy (except that, of course, the business cycle 
theory of Professors Mitchell and Clark is included in holistic economics). 

The work of modern economists in the United States in my opinion cannot 
be divided into two mutually exclusive streams of thought—the one institu- 
tional, pragmatic, devélopmental and “realistic,” the other abstract, deduc- 
tive, limited to equilibrium conditions, and unrealistic. Professor Gruchy, in 
his enthusiasm for the admittedly very important contributions of the small 
group of economists he has selected for examination, has, I think, been guilty 
of an oversimplification of the trends in American economic thought. By 
implication at least, he has also, probably quite unintentionally, done some- 
thing less than justice to the contributions of those economists in the United 
States whom he places in the orthodox camp. The time has now passed, I 


*By this last achievement, Professor Gruchy means, apparently, that. “holistic” eco- 
nomics is more useful for attacking contemporary economic problems than other kinds 
of economics. 

“See, for example, pp. 581-84. Cf. Allyn A. Young, “The Trend of Economics, as Seen 
by Some American Economists,” Quart. Jour. Econ., Vol. XX XIX (Feb., 1925), p. 172 n. 
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believe, when this sort of dichotomous absolutism might benefit the develop- 
ment of economics. 


B. F. HALEY 
Stanford University 


Modern Economics. By ARTHUR Epwarp Burns, ALFRED C. NEAt, and D. S. 
Watson. (New York: Harcourt, Brace. 1948. Pp. xvi, 954. $5.00.) 


Curtail and dilute neo-classicism, mix with generous portions of institutional 
economics, add aggregative analysis and a discussion of socialism. The result, 
approximately, is the coverage of Modern Economics, the new, 42-chapter 
text written in large part by members of the economics department at George 
Washington University. In quantity and variety of subject matter, the book 
is thus more akin to the newly supplemented Bowman and Bach than it is, say, 
to such representatives of rival schools of texts as Tarshis, Myers, and 
Kiekhofer. Emphasis on neo-classicism, however, is much less pronounced 
than that in Bowman and Bach, and emphasis on the products of the 
“Keynesian revolution” is much greater. 

In all there are nine parts, beginning with “The Scope of Economics,” 
continuing with “National Income and the Employment of Resources,” “The 
Monetary Process,” “Prices and the Allocation of Resources,” “Management 
and the Control of Economic Resources,” “Government Finance,” “Inter- 
national Economics,” and “Personal Distribution and Uses of Income,” and 
ending with “Types of Economic Systems.” Thus virtually all the major topics 
which economists of the leading schools have introduced into the first-year 
course are paid some attention. The familiar description of basic economic 
institutions is postponed until the second half of the book, however, instead of 
being placed in an introductory position. For reasons of student interest, the 
authors have also placed value and distribution after income and employ- 
ment analysis and money and banking—a decision which few teachers will 
find difficult to understand, even if they prefer the more usual arrangement. 
The first chapter, “The Bases of Economic Activity,” is more of a summary 
than an introduction, and will probably prove of more value to students 
who have completed the course than to those who are just starting it. 

From the standpoint of organization and coverage, the chief objections 
seem to be the enormous amount of material which has to be covered, the 
difficulty of selecting adequately large omissions without disrupting the 
course, and the scattered presentation which violates the pedagogical prin- 
ciple of concentration of effort. Most teachers of first-year courses have eight, 
nine, or ten quarter-hours at their disposal. Adequate coverage of Modern 
Economics would require at least 50 per cent more time. If the second half 
of the book is reasoned to move much more rapidly because of the pre- 
ponderance of factual and other uncomplicated material, and the decision is 
made to cover only 380 pages in the first term, the subjects discussed would 
still include the nature of economics, economic history, the conditions of 
economic progress, the process of production, income and output, savings and 
investment, economic fluctuations, the prospects of economic progress, mone- 
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tary functions, monetary standards, commercial and central banking, mone- 
tary theory and monetary problems, the role of price, demand, supply, purely 
competitive price, imperfectly competitive price, and price policy. Moreover, 
the 552 pages reserved for the second term would also provide a neat temporal 
problem. The facts that the book is more readable than most, that it stresses 
simplicity rather than formal elegance of presentation, and that well written 
summaries are provided at the end of each chapter and/or part would lessen 
the temporal difficulty somewhat, but would by no means remove it. 

Nor, as has been stated above, can carefully selected omissions thoroughly 
turn the trick. Certain sections can be omitted very easily, for example, Part 
IX on Economic Systems. Moreover, substantial parts of other sections might 
be cut without great loss, but the major trouble is that, as the book is now 
written, some earlier discussions leave great gaps which can be filled in only 
by coverage of later passages. For instance, the aggregative analysis of Part 
II is misleadingly simple unless it is complemented by sections in Chapters 
10, 11, 18, 19, 22, 31, 33, 36, and 37-40, which cover such topics as central 
banking, monetary theory, wages, interest rates, index number, fiscal policy, 
trade policy, and personal income distribution. (Even then, it might be 
added, the aggregative analysis is not sufficiently modified.) Similarly, Chap- 
ters 15 and 16 on Prices and Markets are much more meaningful when ma- 
terial from Chapters 29-30 and 33 is also covered. As these remarks indicate, 
the organization which the authors have in mind calls for frequent return to 
the same general questions, taking up various aspects of the questions at 
rather widely separated times. To a certain extent, of course, such a procedure 
is necessary. The extent of this scattering seems excessive, however, and 
carries with it the very real danger that, either the connections between 
earlier and later discussions will not be adequately stressed, or that much 
time will be wasted. 

These comments, however, are not intended to imply that the organization 
of Modern Economics allows only one organization of the course. The con- 
trary is true; a high degree of flexibility is present. For instance, teachers who 
prefer to describe basic institutions and to teach a little accounting at the 
start of the course will find that Part V relies very little upon earlier chapters 
and thus can without great inconvenience be placed directly after Chapter 2. 
Likewise, teachers who believe that income analysis can be better understood 
after money and price levels have been covered can, without great loss, make 
Part ITI and passages in Chapter 22 precede Part II. 

The leading “theoretical” criticisms are those which apply to the analysis 
of value and distribution, and here they are numerous, perhaps because of the 
comparative lack of interest which the authors admittedly have on this 
subject. Nowhere in the chapter on demand does the phrasing make clear 
that the concept of a demand schedule (as described) is based on the assump- 
tion of pure competition, and although the concept of derived demand is 
introduced in Chapter 17 (on the prices of productive services), in the earlier 
discussions the demand for steel, etc., is implicitly derived directly from 
marginal utility, since at that point no other basis of demand has been 
mentioned, In the chapter on supply the authors do, almost at the very end, 
remark, “. . . in these cases the sellers have some control over their own 
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prices; the prices are seller-determined rather than market-determined prices. 
The concept of a supply schedule does not apply to such cases.” But this re- 
mark comes after several pages which imply the general validity of the earlier 
analysis, and the warning which is finally issued appears to convey the im- 
plication that these cases now mentioned are, after all, mere exceptions. This 
same impression is conveyed by the phraseology which is used throughout the 
chapter. “Plants,” “establishments,” “business men” are the types of expres- 
sions used, and in one place there is a specific reference to automobile produc- 
tion. (The authors do not say that there is an automobile supply curve, but 
the careless phrasing can easily give that impression.) Nowhere throughout 
the discussion do the authors stress the point that pure competition is a 
pretty rare phenomenon indeed. 

This same misleading carelessness is probably responsible for the occasional 
remarks contrasting the personal decisions of the monopolist with the “im- 
personal decisions of the market.” The unwary reader is likely to conclude 
that it is not human beings who, after all, make business decisions in a 
purely competitive market, and this inference might be pardoned by a person 
who sees the statement on page 719 (in which tax incidence is discussed): 
“The shifting of a tax on a commodity produced and sold under conditions 
of pure competition takes place because of the effects of the tax on demand 
or supply or both, and not because the producers or sellers want the tax to 
be shifted. It is only under conditions of monopoly and of monopolistic 
competition that the producers’ decisions have anything to do with the shift- 
ing of taxes to consumers.” 

Another bad slip of phrasing or of logic can be discovered by a compari- 
son of the remarks concerning plant size on pages 319 and 323. A more im- 
portant criticism, however, is that a reader, especially a sophomore without 
previous economic training, will find it difficult to tell when the text is talking 
of what zs and when it is talking of what zs logical for a firm assumed to have 
a certain goal and to be able to pursue it. Thus, in general the conventional 
marginal analysis is presented as if it were descriptively and generally valid, 
but in various passages, such as on page 352, the authors display a realization 
that the conventional assumptions do not fit at least some important cases. 
The same lack of clarity is found in the specific comments on the marginal 
question. Thus on pages 325 and 404 the text rather contemptuously dis- 
misses the “realistic” criticism of marginal theory with superficial rebuttals, 
but page 352 very clearly, and other passages less clearly, express more dis- 
content with the conventional analysis than is usually found in first-year. 
texts. 

Other features of the value and distribution analysis which may be of 
general interest to teachers are: (1) geometrical analysis is cut to the mini- 
mum, (2) long-run, or “normal,” price is given much less than the usual atten- 
tion, (3) the pure theory of imperfectly competitive situations is compressed 
and description of numerous situations and practices is introduced, (4) com- 
mon costs, accounting costing problems, and oligopolistic indeterminacy are 
paid very little attention, (5) distribution is discussed under the conventional 
headings of wages, interest, rent, and profits, on the ground that these classifi- 
cations have functional value as well as historical interest. With the first 
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three of these decisions the reviewer heartily agrees, because of the criteria of 
simplicity and relevance. The fourth, however, has the effect of substantially 
and unnecessarily reducing the usefulness of price discussion; and the fifth 
introduces complexities and takes up time for not especially important 
purposes. 

In the other major theoretical section of the text, z.e., the chapters on 
Income and Employment Theory, the major objections are two. First and 
foremost, the definition of the saving-investment relationship is not made 
clear. In general, the analysis has a Keynesian flavor, but at times something 
like Robertsonian process analysis seems to be implied, (See especially pages 
122 and 434-35.) This apparent wavering between two methods of analysis 
possibly results from an understandable dislike of the tautology of the 
Keynesian definitions and of the vagueness of the Robertsonian “period,” but 
probably better pedagogical results would be achieved if the teacher would 
at the start call attention to the two different sets of definitions and point out 
the virtues and the limitations of each. 

The second major objection to the level-of-income analysis is that it over- 
stresses the validity of aggregative theory and the efficacy of aggregative 
measures. To be sure, oversimplification is necessary in the first several chap- 
ters, since the discussion of prices, etc., comes only later. Likewise, the various 
chapters enumerated above are valuable complements to Part H. When the 
book has been put down, however, the student has not been given a very 
good idea of the extent to which price-level and price-structure behavior in- 
fluences both the volume of expenditures and the degree to which expenditures 
are positively correlated with employment; and the resource-mobility and 
price-adjustment problems which are associated with changes in the pattern 
of demand seem to be ignored almost entirely. The analysis is praiseworthy 
in that it avoids the oversimplicity which characterizes much of the literature 
of the “Keynesian revolution,” but, even so, many important modifications 
are either slighted or not tied i in very clearly. 

A final criticism of Modern Economics is that in places it appears impreg- 
nated with a dogmatic and a propagandizing spirit. The concluding chapter is 
the best example. A socialistic economy may very well deserve all the attacks 
which are leveled at it. The reviewer would venture the opinion, however, that 
neither logic nor experience has as yet justified the finality and the vigor of 
the text’s conclusions. The numerous intrusions of a private-enterprise apologia 
throughout the book also are a bit disquieting—even if the private-enterprise 
rebuttals to various criticisms are as good as implied (which the reviewer 
doubts). 


Henry M. OLIVER, JR. 
Northwestern University + 


Economic Policy for a Free Society. By Henry C. Simons. (Chicago: Univ. 
of Chicago Press. 1948, Pp. ix, 353. $3.75.) 
This is a volume of essays which, according to Aaron Director, who con- 
tributes a brief preface, “constitute ‘the major writings of the late Professor 
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Henry C. Simons except for his work on taxation,” Aside from one, all the 
essays have been published before, most of them in the Journal of Political 
Economy. Their collection into one volume will be welcomed by all who 
know something of Simons’ penetrating thought and vigorous writing. 

The essays, correctly described by the title, are all essays on economic 
policy. They go beyond analysis to forthright prescription. They necessarily 
involve a faith, a view of political values and some assessment of practical 
legislative and administrative measures, Simons recognized clearly that he 
was venturing boldly, far beyond the technical limits of the economist. Yet 
he was not deterred by the risks for they must be undertaken if economic 
policy is to be framed deliberately and systematically. Herein lies one of the 
major merits of these essays. 

Though the subjects are varied and the essays were originally published 
over a period of twelve years, the collection has an unusual unity and con- 
sistency. ‘The views and proposals set out have emerged from a liberal political 
faith which is outlined in the first essay, the only one in the volume not 
previously published. It asserts liberty and progress, but especially liberty, as 
ends in themselves. Liberal policy must be policy to sustain freedom without 
which there can be no good society. Means and institutions which are com- 
patible with liberty in a society are voluntary association, government by 
discussion, justice assured by freedom of choice in free markets, federalism 
and a high degree of decentralization, the rule of law, private property, free 
trade, and absence of powerful economic groups making for syndicalism. 

The most comprehensive and best known of the essays, A Positive Program 
for Laissez-Faire (1934) is based on this “political credo.” The essence of 
such a program is that it shall be effective in preserving vital freedoms and 
the division of labor between competitive and political controls. The great 
error of governments is when they interfere with relative prices and the possi- 
bility of substituting cheaper for dearer means. The great enemy of de- 
mocracy is monopoly, “the organization and concentration of power within 
functional classes.” The “positive program” consists of five proposals: 
Elimination of private monopoly either by enforcing competition or by gov- 
ernment ownership and operation where competition is not feasible; monetary 
reform abolishing fractional-reserve private banking, creating a single ho- 
mogeneous monetary unit and regulating the quantity of effective money by 
definite rules rather than discretionary authority; drastic tax reform with 
regard primarily to effects on the distribution of wealth and income; gradual 
withdrawal of the protective tariff; curtailment of advertising and selling 
activities. 

The other essays are, in the main, elaborations (with minor modifications) 
of these early proposals, supported by hard-hitting argument and sweeping 
criticism. As years passed, the coloring changed somewhat. The New Deal 
was less of a fighting creed; wartime changes in taxation called for shifts in 
emphasis; postwar planning took the place of anti-depression policy. Never- 
theless, the last essay written in 1946 follows consistently the pattern laid 
down in 1934. Three of the essays reprinted are reviews of Thurman Arnold’s 
Bottlenecks of Business, Hansen’s Fiscal Policy and Business Cycles, and 
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Beveridge’s Full Employment in a Free Society. These reviews contain some 
of Simon’s most vivid writing and are well worth preserving in the volume. 
They do not, however, stand up under reprinting as well as the others. 

In his program, Simons attached the greatest importance to the elimination 
or reduction of private monopoly. Here was the traditional foe of economic 
liberalism, the greatest enemy of democracy. Adam Smith was no more bitter 
against “the wretched spirit of monopoly” than he. The rigid or sticky prices 
of the monopolistic sectors of the economy he held mainly responsible for 
severe depression and lagging recovery. Only in the flexible conditions of a 
freely competitive society can the necessary monetary and fiscal policy work 
effectively. Sheer bigness in industry and finance was a social loss, its 
- economies in the main only private economies. Yet, on the whole, industrial 
monopolies did not worry him greatly. They were neither as powerful nor as 
persistent as they appeared. The monopolies of organized occupational or 
industrial groups, on the other hand, were a serious and looming threat to 
the democratic system, be it socialist or individualist. The more powerful and 
completely organized the group, the greater the danger that the whole social 
income may be stopped for the purpose of effecting a group gain. “Monopoly 
power must be abused. It has no use save abuse.” The essay, Some Reflections 
on Syndicalism, in which Simons sets out his views on the significance of the 
growing organization of occupational and functional groups, is a powerful 
tract which provokes disagreement and resentment but which carries the dis- 
cussion of ‘labor problems” far back to political fundamentals. It is as cour- 
ageous as it is powerful. The curbing of monopoly power, the decentralization 
of governments—these are prerequisites of a good society—national and 
international. 

Simons’ views on monetary and fiscal policy are much more widely known. 
His proposal of 100-per cent banking reserves and the separation of deposit 
banking and investment were actively discussed in the ’thirties. Beyond this 
particular proposal, there is much to be gained from re-reading the essays, 
Rules and Authority in Monetary Policy (1936), On Debt Policy (1944) 
and Debt Policy and Banking Policy (1946). They abound in incisive original 
thinking and are vivid examples of Simons’ capacity to “think things not 
words.” His emphasis on simple and known rules for monetary action, his 
distinction between the functions of issue and borrowing and his proposals for 
anti-inilationary monetary policy raise many debatable points but they are 
‘illuminating and cut deeply into the substance of the problems. 

Tax-reform proposals are discussed only incidentally in these essays and 
some of the prewar references are now dated. Most significant is the immense 
importance he attached to the reduction of inequality per se, not because 
such reduction would minimize savings, or contribute to political or economic 
stability, or decrease unemployment but simply because inequality should 
be combatted as repugnant to a liberal society. 

There is scarcely an essay in the volume which does not contain extended 
argument against the protective tariff. Other points in his program might 
call for qualification or compromise but if freedom was absolute good, the 
protective tariff was absolute evil. Opposition to it is a cardinal principle in 
the liberal creed. Government intervention in business and the differential 
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subsidizing of private interests which are the substance of protectionism are 
inimical to every other liberal policy. It is, however, in the essay, Money, 
Tariffs and the Peace (1944), that there is a clarion call for the reduction of 
the United States tariff as an essential part in a postwar program. This was ` 
the only alternative to discriminatory trading and quota controls, or to 
collectivist monopolies of foreign trade. Fortunately, the United States was, 
he thought, in a position where a gradual reduction of the tariff would en- 
danger no substantial interest. By such a reduction it might win the whole 
_ world and greatly reduce monopolist power within the United States. It 
would give the greatest possible support to a free enterprise economy. 

Concerning waste in merchandising and advertising, Simons felt deeply 
but had little by way of constructive proposals to offer beyond suggestions 
that advertising might be taxed, that the consumer should be informed, and 
the hierarchy of dealers be broken. He had substantial reasons for his dislike 
of advertising, its lack of social functions, its bias toward combination and 
monopoly, its waste of resources, but the reader is left with the feeling that 
he just basically disliked it. 

The value of the substance of these essays is enhanced by a style which 
matches the vigorous and incisive ideas. Forthright and energetic, it reveals the 
clarity of his aims, the depth of indignation which stupidity or confused 
acceptance of current dogmas aroused in him, and the clean lines of his 
discriminating thought. At times, particularly in irony, it is choked by an 
overload of Latin and Greek derivatives. At other times, it is the style of a 
voluble talker who carries a thread of relevance not always immediately dis- 
cernible to his audience. But always it is an honest disclosure of the man 
and a flexible, appropriate vehicle for his thought. 

The particular proposals which are advanced in these essays are necessarily 
subject to a certain degree of obsolescence. If, as suggested in Aaron Director’s 
prefatory note, Simons established a “school,” it will be well for its adherents 
to bear in miz-] that the enduring qualities of his work are not in the particu- 
lar proposals o. his remedial program, apposite as they may be. Critics of the 
New Deal are no less mortal than New Dealers. His thinking on economic 
policy was squarely based on a political philosophy whose implications he un- 
derstood in real terms. In nothing but ultimate ends was he dogmatic, for 
he realized that liberalism in action proceeds by trial and error. Once it 
becomes dogmatic as to immediate ends, it fossilizes and dies. Beliefs in 
the capacity of the human race to progress and in the importance of eternal 
vigilance in the preservation of freedom are fixed points of the compass but 
times and. routes are subject to variations and compromise. 

The essays are not only rooted in a philosophy of liberalism; they have a 
distinctively American content. Several of the proposals have, of course, only 
a limited relevance to other economies. The concrete circumstances are 
American. But in a wider sense Simons gave a philosophic foundation and a 
precise content to ideas native to the American mind but often obscured by 
the encrustations of tradition and privilege. He translated more than one 
American prejudice into a principle of wide validity. Yet the analysis and 
judgment are as authentic as the idiom and accent. 

Simons appears not merely to have grasped intellectually the wholeness of 
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economics but to have absorbed it to the point where it was an ever-present 
condition of his thinking. There is no conflict between his theoretical and 
applied economics and his proposals for economic policy put no strain on his 
economic analysis. Despite the importance he attached to monetary policy 
(some would think exaggerated importance), he was continually aware of 
the real terms of a functioning economy. There is something Ricardian in his 
sure grasp of fundamentals (though nothing Ricardian in his style). Economic 
theory was-not a mere intellectual discipline, but a guide to and a test of the 
methods by which progress toward ultimate objects may be achieved. 

He emerged as a vigorous protagonist and critic but discriminating and, at 
times, disconcerting. He was a private-enterprise man but only in the sense 
of urging private and competitive enterprise wherever it could be made to 
work. In its appropriate place, he advocated public’ enterprise and no half- 
measures. He was prepared to attack inequality vehemently but not to accept 
all those measures and institutions which others justified as blows against 
inequality. His roots were in philosophy and not in a movement or a school. 

W., A. MACKINTOSH 

Queen’s University, 

/ Kingston, Ontario 


An Introduction to the History of Sociology. Edited by Harry ELMER 
Barnes. (Chicago: Univ. of Chicago Press. 1948. Pp. xvi, 960. $10.00.) 


There are several points of view from which the history of sociology may 
be approached. It may be treated chronologically, as was done in part by 
Bogardus and Lichtenberger. It may be studied in relation to schools of 
thought, as was done by Sorokin. It may be treated topically with the idea 
of indicating that there are wide areas of common interest among social 
thinkers. This is the approach employed by Barnes and Recker in the first. 
volume of From Lore to Science. It may be studied geographically by na- 
tions, as was done in the second volume of the above work. winally, it may 
be approached from the point of view of special areas of interest, as for 
example the sociology of knowledge, as was done by Barnes and Becker in 
their Contemporary Social Theory. 

The point of view of this volume is not that of any of these fields of 
thought—though it touches on most, if not all of them. Thus, Part I is an 
historical and chronological introduction to sociology b:fore Comte. This 
section, of course, deals with sociological thinking broadly construed, because 
until the appearance of Comte no attempt had yet been made to systematize 
sociology. Part II, which deals with the early pioneers, has for its main em- 
phasis the basic conceptions and outstanding contributions of Comte, Spen- 
cer, Morgan, Ward, and Gumplowicz, with indications of the bearing their 
ideas have upon political policy and social reform. The remainder of the 
volume is divided into four sections: Leading Sociologists in Germanic Coun- 
tries, Continental European Sociology in Non-Germanic Countries, English 
Sociologists since Herbert Spencer, and Sociological Thinking in America. All 
but the second of these are introduced by a brief note surveying the various 


wa 


¢ 
st? 


ey 


BOOK REVIEWS 641 


schools of sociological writing in the countries included in each section. In 
all but two chapters—the one in which Italian sociologists are grouped to- 
gether (Pareto, Loria, Vaccaro, Gini and Sighele) and the other in which 
Spann and other universalists are treated as a unit—individual systematizers 
are treated one at a time. This method of treatment is the book’s chief 
virtue. 

Most, if not all, of the previous publications in the field, deal with social 
thought in its broadest possible sense. Under the general heading of social 
theory, it is not at all strange to find political theorists, anthropologists, 
economists, eugenicists, social psychologists, and historians thrown together. 
Nor is this procedure unwarranted if the purpose intended is to indicate the 
wide range of possible theorizing about man and society. In these com- 
pendiums the reader loses sight of the forest for the trees, because literally 
hundreds of names of social thinkers leap out at him. Analysis is kept to a 
minimum. In the past, Barnes has produced many such works, but in the 
present book his primary concern is with the systematic theories of in- 
dividual sociologists, adequately presented and critically analyzed. This, then, 
is not the usual compendium. On this score, however, this reviewer is led to sug- 
gest that the book’s title is a misnomer. This is not a history of sociology as that 
term is generally understood. The editor has omitted those investigators 
who have not attempted to incorporate their views into a system—vVeblen, 
Mannheim, and Ogburn, to suggest but a few. 

Systematic sociology holds that there can be no laws without a system and 
no laws except within a system. This includes the approach to, and analysis 
of, sociological data and the generalization of their laws within a system of 
limits. It is an attempt to establish and justify sociology as an independent 
science by eliminating some of the chief obstructions to the natural study of 
social relationships. It should be apparent that a good deal of systematic 
sociology would of necessity have to raise methodological issues. The con- 
tributors do not follow any specific pattern but they all give the reader an 
insight into the nature of scientific methodology as defined by the thinkers 
discussed. The contributors are equipped to do just this because each one is, 
in his own right, a serious student of the man about whom he is writing. In 
most cases they are the leading authorities in the field. So, for example, 
Parsons, who has done more to familiarize Americans with the work of Max 
Weber than any other scholar, does the chapter on Weber’s analysis of 
capitalism and modern institutions; Dorothy W. Douglas, the author of the 
excellent Guillaume De Greef; The Social Theory of an Early Syndicalist 
(1925), contributes an essay on De Greef’s classificatory sociology. The only 
essay not written especially for this volume is the one by Heberle on Tonnies 
which is reprinted from the American Sociological Review. Barnes, an 
anachronism in this day of specialization, supplies twenty of the forty-seven 
chapters in the book. Although he may be less qualified to write authoritatively 
than Goldenweiser, Mumford, Bernard, Mills, Cairns, and Timasheff, each 
of whom has prepared an essay on his respective specialty, Barnes does a 
splendid job. However, there is hardly any doubt that readers who disagree 
with his conclusions will object to some of his unproved and dogmatic asser- 
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tions, while those who agree with him will applaud him for his shrewd in- 
sights. This reviewer found Barnes’ keen analysis and biting criticism of 
Toynbee especially commendable, Other readers will probably be annoyed 
because Barnes tries to topple in a few pages the huge edifice Toynbee 
labored to construct over a period of so many years with such prodigious 
industry. Many will be irritated, as this reviewer was, by his unsubstantiated 
conclusion that Albion W. Small is more significant than Plato and more 
relentless in his criticism of the existing order than Veblen. This quality of 
rubbing people the wrong way, of making them see things in a bold and 
brand new perspective, may be the mark of the great teacher. It is, however, 
foreign to critical scholarship. 

This volume suffers from the defect of most collaborations. It is of a very 
uneven character. While some of the essays are very brief—the one on 
Alfred Weber covers a mere eight pages—others are long. Some are well 
documented, while others are not. In view of the obvious fact that no single 
person could have done justice to the entire field, it may well be said that the 
book suffers from the defects of its qualities: 

Considering the editor’s announced purpose, some dissatisfaction can be 
expressed with his selection of material. Some very significant systematizers 
have been omitted-—Schaeffle, Le Play, Worms—to suggest a few. Several 
names included in the work can hardly be said to have developed a sociologi- 
cal system. Wundt’s primary concern would more accurately fall within the 
field of folk psychology. It is also very doubtful whether Le Bon, Hobhouse, 
Geddes, and Westermark can rightfully be called systematic sociologists. By 
no stretch of the imagination, as Barnes himself is compelled to admit, can 
Toynbee be called a systematic sociologist. 

Economists will question the value of the book for their purposes. There 
are several reasons why a good history of sociology should be of interest to 
economists. History, Justice Holmes has suggested, is the first step towards an 
enlightened scepticism. In addition, economists have to be reminded from 
time to time that many of their laws are merely descriptions of traditional and 
customary conduct and that in different times and different places other 
laws were considered equally valid. An important consequence of Max 
Weber’s work, as Parsons indicates, is “to suggest that what we talk about 
as ‘economic’ interest is not an ultimate category of motivation but is, 
rather, a consequence of institutionalizations of whatever patterns may be 
dominant in any given social system.” 

A careful reading of this volume will disclose the intricate relationship be- 
tween economics, sociology, and politics; witness the relationship of the 
physiocrats to the English deists, Muller and Spann to cameralism and 
nazism, and Carey’s optimism to Spencer’s theory of population. An age of 
crisis especially demands of responsible economists an insight into the whole 
of the economic process which selected technical theories neither explore nor 
reflect. This is to say that economic functions can be adequately studied only 
in a social context. Even though they may not be explicitly formulated, 
other social laws are necessarily involved in all economic theorizing. Here, 
then, is a volume which will uncover for the economist the source of many of 
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his suppressed assumptions, Simmel’s sociology of a money economy, and 
Sombart’s and Weber’s sociology of capitalism, can be most helpful in this 
respect. A careful study of these ideas may act as a stimulus to further refine- 
ments in economic theory. 

This is not to argue that economics will have to renounce its special 
domain and give up the methods which have proved so fruitful in the past. 
Although it may not be necessary to return to what used to be called social 
or political economy, it is essential that economists become aware of the 
methodological issues involved in their science and that they come to realize 
that social goals and ethical ideals, as Dewey has been arguing these many 
years, are not necessarily foreign to science. Ward, for example, was no 
less the scientist because he indulged in explicit normative judgments. This, 
then, is a book which can act as a broadening influence in this day of narrow 
specialization and alleged scientific disinterestedness. 

Two things are to be regretted: first, that this project brings to a close the 
editor’s labors in the history of social theory to which he has devoted eleven 
volumes; second, that the price must tend to keep the book out of the hands 
of many who could profit by it, the general reader and the scholar alike. 

JuLrs KoLopny 


New York University 


The American Economy. By S. J. Frinx. (New York: The Dryden Press. 
1948. Pp. xviii, 746. $4.75.) 

From the point of view of composition, typography, and physical construc- 
tion this volume is one of the most attractive texts in economics which the 
present reviewer has ever examined. In it Professor Flink, to paraphrase his 
prefatory claim, has attempted by a running step-by-step integration of theory, 
on the one hand, and the description of pertinently significant features of the 
economy in actual operation on the other, in a unique way, to assist the stu- 
dent to avoid the distortions in viewpoint and the blurred perspective which 
are apt to result from an over-emphasis on either. This objective is clearly con- 
sistent with good pedagogy, and the mixture of theory and factual observation 
is at the core of science. There are very few economics texts, however, whose 
authors have not tried or professed to have tried, in one way or another, to 
accomplish this same purpose. In view of the specific claim of Professor Flink 
this question may reasonably be asked; How effectively and uniquely has the 
author accomplished this purpose? 

The general coverage and clarity of the descriptive portions of the book is 
one of its better features. That these passages are geared into the theoretical 
parts in such a way as to supplement and most effectively illustrate them, 
however, is open to serious question. The difficulty lies as often in the theoreti- 
cal exposition as in the factual description. For example, the present reviewer 
finds that the analytical treatment of the law of diminishing revenue-produc- 
tivity, as labelled in the preface, marginal net revenue as labelled in the text, 
is so inconclusive that the selected illustrations drawn from the building indus- 
try, general retailing, and wholesaling (pp. 108 ff.), simply do not establish 
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crystal clear meaning for this concept. A more precise theoretical discussion 
and more pertinent “factual illustration”? would improve the whole treatment. 
Here is the introduction to the marginal concept. The analytical tool is a diffi- 
cult one to grasp and must be literally hammered home to the elementary stu- 
dents. The ideas of marginal productivity (physical), marginal revenues (per 
input rather than output unit), and marginal net revenues, are developed 
analytically through the use of two strangely inaccurate tables (pp. 108 and 
110), lacking seven important minus signs, with eight arithmetical errors in two 
adjacent columns in one of them. Of the illustrations, garnered from the “facts 
of economic life,” one is remotely pertinent, another neutral, and the third 
somewhat perverse. They seem to have been selected more for the purpose of 
illustrating the obvious possibility of varying factoral proportions than of 
clarifying marginal revenue productivity. This concept, after being treated in 
this way in an early chapter on production is all but completely laid aside 
at the point where it is most useful, indeed necessary, in the discussion of 
demand for labor. 

The use of case studies to illustrate market type situations is an inspired 
idea. But the reader is somewhat confused as to what case illustrates what 
type. In the preface (p. viil), the author calls attention to two chapters in 
which the analyses illustrative of monopolistic competition are to be found. 
Of these the first, Chapter 14, is titled “Case Studies: Competitive Industries.” 
Chapter 15 is called ‘‘Case Studies of Monopolistic Competition.” Of the cases 
set forth in Chapter 14, under the sub-title “Competitive Industries,” the dress, 
gasoline, whiskey, tire and tube, and cottonseed industries, all but the last 
named could better be classified as monopolistically competitive or collusively 
oligopolistic and the cottonseed market is largely monopsonistic. A case study 
of the milk industry appears in Chapter 15, sub-litled “Munupulislic Cupe- 
tition,” and the dairy industry is listed (p. 60) along with meat, women’s 
apparel, men’s work clothes, and residential construction, as an industry of 
unrestrained competition. Two probably unintended but nevertheless clear 
implications to be found on this page are: first, that the prices of goods pro- 
duced under unrestrained competition (including residential construction) are 
uniquely characterized by fluctuations from day to day “or within an interval 
of a few weeks at the most” and second, that the distinctively unique character- 
istic of monopolistic competition is a fixed price and fluctuating output. The 
classification of cases has, obviously, not been carefully done. 

All this is not to gainsay that there is a large body of factual information 
in the book useful for teaching and illustrative purposes. 

The accuracy and adequacy of the theorizing may be tested in a number of 
ways. The present reviewer has traced the familiar concept, marginal revenue, 
through a rather interesting career in this volume. The results of this survey 
may be submitted as a fairly accurate indication of the general quality of the 
abstract analysis. The concept, marginal revenue, is introduced (about p. 108) 
as the amount by which total firm revenue is increased per some convenient 
time period as the result of adding successive variable factoral input units and 
selling resulting outputs. It reappears (p. 350) this time related to added 
sales rather than added factoral inputs, and defined in a distinctly atypical 
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way, as the “price per unit received by the seller(s) for the last increment of a 
given supply offered in the market.” The author points out that, in view of the 
horizontality of the atomistic firm’s sales curve, marginal revenues are the same 
in its case at all sales rates. Then, in a paragraph specifically entitled “The 
Marginal Revenue Concept” about all that is said is that the typical demand 
curve faced by an entire industry slopes negatively. The implication is inescap- 
able, in view of the definition ‘quoted above, and in the complete absence of 
any statement to the contrary, that the marginal revenue curve and the per- 
tinent demand or sales curve coincide. 

On page 362 a more nearly orthodox definition appears and the concept is 
illustrated in a table. Unfortunately the entries in a critical column on this 
table are out of place. On the next page a geometrically correct representation 
of average revenue and marginal revenue curves appears in a graph symboliz- 
ing a situation of monopolistic competition. In the next following diagram, 
however, the marginal revenue curve is seriously mislocated. The geometry 
gets progressively worse, when the analysis shifts to simple monopoly price, 
in the figures on pages 430 and 432. In one diagram it is “clean forgot” that 
marginal cost and average cost are equal when the latter is at its minimum 
level. In this diagram (p. 430), a competitively monopolistic ostensibly profit- 
maximizing price is shown which is just equal to average total cost, no profit 
at all, with the sales curve jutting off to the left for some length considerably 
above the average total cost curve. The new marginal revenue curve on page 
432 is particularly badly out of place. The theory in general as here well 
exemplified is not sharp. 

In the chapter on wages, as already suggested, the diminishing marginal 
revenue productivity basis for demand is not developed and the essential and 
fertile topic, monopsony in the labor market, not discussed. The rent theory, 
largely confined to land, smacks of Ricardo. The chapters on interest and 
profit are more satisfactory. 

In spite of these theoretical short-comings and the author’s failure at times 
properly to mesh abstract analysis and factual description, the student will 
find much to interest him in this volume. The basically descriptive and statis- 
tical diagrams are well planned and well set up. The section on “Money and 
Credit,” while slightly long, is well done. The instructor who is willing to 
sharpen definitions, to refine, reinterpret, and add to the theory, and to re- 
classify some of the factual and case materials, will find the book quite useful. 

GEORGE JouNSON CADY 

Northwestern University 


Grundlehren der Nationalökonomie. By Eucen Bou er, (Bern: A. Francke. 
1948. Pp. 286. 12 sw. fr.; cloth, 14.80 sw. fr.) 


This introductory text in the field of general economics is the work of a 
professor at the Swiss Polytechnic Institute, a first-rate institution of higher 
learning which at one time counted Albert Einstein among its faculty. 

The work is of outstanding quality. It is sophisticated in the best sense of 
the word, indicating a discriminating judgment in matters of value and 
proportion on the part of the author. After an introduction devoted to eco- 
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nomic methods and doctrinal history, the first group of chapters deals with 
economic organization, embracing an exposition of the principal concepts and 
analysis of institutions. The following group of chapters absorb under the 
heading “The Economic Process” nearly three-fourths of the book. They 
concentrate on price and distribution theory. The last chapter is devoted to 
business cycles. 

The author is familiar with the development of macro-economics during 
the past few decades and aims at an integration of the circular-flow analysis 
of aggregate phenomena with the economics of the firm and industry. This is a 
task which not all modern English texts have lived up to. In matters of ex- 
position and emphasis the work differs only slightly from leading American 
texts, and the works of Boulding and Tarshis are indeed included among the 
four books reccommended for collateral reading. Geometrical illustrations 
are restricted to half a dozen diagrams. Algebraic presentations are entirely 
~ absent from the main hndy of the book, but the equations of a general-equi- 
librium system are reproduced in an appendix. Numerical evaluations of 
operational terms are few and far between, a paucity that may be due to the 
scarcity of suitable material. 

The text under review is symptomatic of the more or less universal accept- 
ance of the micro-economic toolbox of the Cambridge School and of Keynes- 
ian economics as a frame of reference for aggregative studies, Economic 
thinking on the continent of Europe has in the past fashioned a variety of 
other approaches, many of which in retrospect appear as diversions from the 
main stream of economic thought. The book under review, in conjunction 
with other current works, in a sense marks the end of a period of profusion 
if not confusion, and the beginning of a new orthodoxy whose hold over the 
minds of economists throughout the world does not compare unfavorably 
with the position once enjoyed by the classical school. Switzerland, located 
on the crossroads of the continent, mirrors corresponding developments in 
Germany and France. German historism is shattered, and instead of method- 
ological verbiage modern economic theory is eventually coming into its own. 
In France, emphasis on docrinal history is replaced by quantitative investiga- 
tions of the modern type.’ For the time being, the unity of economic science 
has become a fact characteristic of the whole Western World. 

HENRY WILLIAM SPIEGEL 

Catholic University of America 


The Marginal Utility Theory in the United States of America. By E. F. 
SCHRÖDER. (Nijmegen: Centrale Drukkerij N.V. 1947. Pp. 121.) 


This relatively brief book, by a Dutch economist, is the result of wide read- 


1 For France, see the works of the Institut de Science Economique Appliquée, which 
under the leadership of François Perroux has published a study of the national income, 
Le Revenu National: son Calcul et sa Significance (Paris, 1947), New German texts include 
Erich Schneider’s Einführung in die Wirtschaftstheorie (Tübingen, 1947), and Heinrich 
von Stackelberg, Theoretische Volkswirtschaftslehre (Bern, 1948). The intellectual indebt- 
edness of these authors to the main stream of economic thinking in England and the 
United States is evident. 
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ing of American economic writers during the author’s stay in this country 
during the war. Dr. Schröder gives as his objective in writing the book, the 
clarification of the link between the subjective factor of utility and the ob- 
jective market facts and behavior that the utility concept is to explain. In order 
to carry out this objective, Dr. Schréder takes up the study of “utility” as 
defined and used by some one hundred writers, mostly Americans, in original 
works, essays, and textbooks. 

He has organized the work in a way that can be best indicated by his chap- 
ter headings: 1., Definition of Utility; 2., Diminishing Utility; 3., Hedonism; 
4., Marginal Utility; 5., Measuring Utility; 6., Subjective Value; 7., Objec- 
tive Value; 8., Utility Theory; and 9., Social Utility. 

Each of these topics is developed by quoting brief passages from a wide 
selection of writers presenting different positions and shades of position, and 
tying them together with a penetrating commentary by the author. His selec- 
tions, while very brief, are well chosen and represent fairly the position of 
the writers. His analysis and comment is straightforward and enlightening. 

He summarizes his conclusions of the analysis of the writers on each of these 
topics in terms with which modern economists will find little to disagree. His 
general conclusions are: that utility is essentially a relationship between the 
goods and the user; that this relationship is a bridge between the subjective - 
value of a good in the mind of the consumer and the objective market behavior 
and the resulting market price; and that its usefulness lies in making under- 
standable the behavior that, in part, determines price, rather than in attempts 
to make it a part of the price system itself. All these will be accepted. 

Certain other conclusions, however, will raise some disagreements. Dr. 
Schröder apparently believes that utility “ought” to be measurable, and that 
we are awaiting the discovery of the tools and scales of measurement. He 
rightly rejects the use of price as a measure of utility—it merely equals (at the 
margin) a ratio of two marginal utilities—but he passes over the difficulty of 
answering the question, “How can a consumer know that the ratio of the 
marginal utility of good A to good B is equal to their price ratios unless 
he can measure these marginal utilities?” He believes that the newer in- 
difference analysis has no advantages over utility analysis in bridging the 
world of subjective values to objective value, not recognizing that the 
marginal rate of substitution does attempt to do just that without assum- 
ing the comparison of unequal magnitudes in cardinal terms. He rightly re- 
jects the assumption of many that utility analysis need assume any rigid 
pleasure-pain psychological basis but by dismissing the need for some psy- 
chological basis, comes close to merely saying that consumers behave as they do 
because they do. 

This well-written little book should interest all who teach or write, particu- 
larly at the elementary level, on consumers’ behavior or general theory. They 
will find much of interest and I am sure that such a reading will make their 
own thinking, teaching, and writing on such topics more clear and careful. 


Francis M. Boppy 
University of Minnesota 
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Economic History 


History of The Homeland—The Story of the British Background, By HENRY 
Hamitton (New York: W. W. Norton. London: Allen and Unwin. 1948. 
Pp. 597. $6.00.) 

We first knew Mr. Hamilton by his distinguished monograph on The Eng- 
lish Brass and Copper Industries to 1800 (introduction by Ashley): then he 
gave us the /ndustrial Revolution in Scotland: and now we have History of 
The Homeland—The Story of the British Background. The maps and pictures 


are excellent, though thrown together in somewhat chaotic form, but I can say - 


nothing for the scholarship of the book except to regret that one so well known 
in this country should take such liberties with his reputation. In no sense is 
there a British background for this book. It is a jumble of matter thrown to- 
gether withrlittle regard for sequence and no regard for balance. No doubt in 
isolation most of the facts are true or near-true, but they tell no story, They 
are merely endless tips and tags joined together by a rather foolish affection 
for the pseudo-history of certain natural scientists. 

We naturally turn in a book by a Scottish professor to the entries under 
Shipping and Shipbuilding. Here, if anywhere, he will excel. But there is next 
to no mention of the Clyde and all that it meant to the economy of Scotland, 
and my belief is that he does not know the story in any fullness. Certain chap- 
ters are very attractive in their title e.g., Chapter ITI, “Food and the People,” 
But the sentences in detail are misleading, e.g., “Influenced by the example 
of the monks, the feudal aristocracy took up gardening.” And again, “Besides 
such deficiences of diet as caused scurvy, checked growth and lowered resist- 
ance to infection from plague, there was ever the dread spectre of famine.” 
The feudal aristocracy, as such, did not take it up any more than burgesses 
and parsons. The spectre of famine was not “ever” before Great Britain. How- 
ever, this chapter and those which follow on health and dress are interesting. 
The preceding chapter on “Capitalist Farming and Landless Labourers” is 
unbalanced; and when he writes that the enclosure movement of the 16th 
century “left behind it a terrible trail of displacement of tenantry, of unem- 
ployment and poverty” he knows, or ought to know, that there is no proof 
for this sweeping statement. 

“The Money Machine” (Chapter IX) is inaccurate. Mr. Hamilton says: 
“At a primitive level of specialization, an economy of barter suffices for the 
satisfaction of relatively simple needs or whims by relatively few and simple 
activities, but barter becomes a clumsy instrument for co-ordinating special- 
ised production when exchange extends beyond the confines of self-sufficing 
tribal communities.” If the author could give us clear examples of such an 
economy anywhere, we should be greatly in his debt. 

“The history of the money machine is the history of how a monopoly of 
opportunities to practise counterfeit has become a system of accounting, to the 
advantage of those who participate in the monopoly.” This is smart aleck stuff. 
“London was the first to establish a free bullion market. The final reform was 
the great recoinage of 1696-9.” Why final? This recoinage was far less im- 
portant than the great gold recoinage of George III. “The first full-fledged 
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bank in England was not founded until 1694.” It was the first public Joint 
Stock Bank and that is not the same thing. The legislation of 1793 “cleared 
the way for unlimited borrowings.” Nonsense: a week with the minutes of the 
Committee of Treasury of the Bank of England would disabuse him of this 
idea. At this point in the book come a dozen pictures; and then we re-enter 
error once again. “The industrial revolution created conditions favourable to 
the development of country banking. Commercialisation of farming made nec- 
essary provision of banking facilities in the important agricultural areas.” In 
English history country does not mean rural banking, but merely provincial, 
i.e., outside London. “Britain took the first step towards establishing a gold 
standard in 1774.” On the contrary, Britain through the small but deliberate 
over-valuation of gold by Isaac Newton in 1717 became virtually a gold 
standard country. In Chapter XVII “Economic Imperialism,’ the writer 
jumps over to someone else’s Homeland, and if he had remembered this, his 
language might have been more prudent. And so I could go on from chapter to 
to chapter with a temper that is continually more frayed. Chapter XX has an 
arresting title, “Social Security from Elizabeth to Beveridge.” By this time in- 
deed, I had expected to be told such fairy tales as “The Speenhamland System, 
legalised by Act of Parliament in 1796, remained in operation until 1834.” It 
was never so legalized. “Malthus, equally strong in defence of privilege and 
opposition to social reform” is mere abuse. However, I turned hopefully to the 
index looking for the Quaker Lead Company of Alston Moor, whose story has 
been so brilliantly written, and from which we see how almost every provision 
of the Beveridge Plan was anticipated and implemented over a period of 
years at their own expense by this excellent body. But I drew a blank. 

* American readers may fancy that I speak harshly. But this book, because of 
its promise and its pictures, will be read widely and I deplore that it should 
go over to the New World as a specimen of what British scholarship has to 
offer. 

C. R. Fay. 
Cambridge, England 


National Economies 


Voyennaya ekonomika SSSR v period otechestvennoy voyny (The War Econ- 
omy of the U.S.S.R. in the Period of the Patriotic War).* By N. Voz- 
nesenski. (Moscow: Ogiz. 1947. Pp. 192.) 


Some months after the end of the war the Soviet government resumed pub- 
lication of reports on current economic conditions in the country. It did so 
slowly and reluctantly. What is being divulged today is still pitifully small 
even measured against the none-too-generous supply of economic information 
in Russia at the end of the last decade. It appears abundant, however, in 
comparison with the war years 1941-1945 when the blackout of information 
was nearly complete. Accordingly, a Soviet book on Russian wartime economy 


* Available in a French translation, L’Hconomie de Guerre de L?U.R.S.S., 1941-1945 
(Paris, Librarie de Médicis, 3, rue de Médicis, 1948). 


650 THE AMERICAN ECONOMIC REVIEW 


would be certain to excite interest even if its author were not, as is Voznesen- 
ski, president of the Gosplan, the supreme planning authority of the U.S.S.R., 
member of the Politburo, and vice chairman of the Council of Ministers. 

To expect too much, however, would be out of place. The present book does 
not send a powerful floodlight across those dark years. As a rule, the author 
prefers the twilight of oblique and fragmentary statements. Nevertheless, the 
attentive reader may, here and there, extract valuable bits of quantitative in- 
formation. Such data doubtless constitute the most important contribution of 
the book, and the primary purpose of this review is to consolidate some of 
them into useable patterns. This seems all the more justified since Voznesenski’s 
book is not available in English. 

Perhaps the most significant pieces of information are those relating to the 
volume of industrial production. On the basis of a number of indirect state- 
ments it is possible to obtain at least an approximate quantitative expression 
for the development of gross industrial output during the war. The following 
table shows the data so derived, together with previously disclosed information 
for 1940 and 1945: 


Gross VALUE or INDUSTRIAL OUTPUT 
(In billions of 1926-27 rubles) 


1940 138.5 
June 1941 (annual rate) 155.0° 
Nov. 1941 (annual rate) 74.0” 
1942 103.0° 
1943 121.0% 
1944 —° 
1945 127.5 


a P, 15: “Gross output of industry reached on the eve of the Patriotic War, i.e., in the 
middle of 1941, 86 per cent of the level scheduled for 1942 in the Third Five Year Plan.” 
The planned output for 1942 was valued at 180 billion rubles. Cf. Gosplan of the U.S.S.R. 
Treti Pyatiletni Plan Razvitiya Narodnogo Klhezyaysiva Soyusa SSR, 1938-1942 (The 
Third Five Year Plan for the Development of the National Economy of the U.S.S.R.), 
(Moscow, 1939), p. 197. Accordingly, 86 X 180 == 154.8 billion rubles. 

P P, 42; “As a result of war losses and evacuation of hundreds of enterprises, industrial 


; 1 
gross output of the U.S.S.R. fell in November 1941 to ri of its level in June 1941.” 


155 
= 73.8. Apparently the output in December 1941 was still lower. 
i : 





Accordingly, 


° P. 46: “Gross output of industry increased in 1943 as against 1942 by 17 per cent.” 


= 103.4 billion rubles. This result taken in conjunction 





Accordingly, output for 1942 


with footnote 2 and the further statement on page 46 that “gross output of all industrial 
branches of the U.S.S.R. increased from January 1942 to December 1942 by 1.5 times” 
seems to imply a disproportionately high rate of recovery during some portions of the year. 

å Pp. 48-49: “In 1943 in the Volga regions the volume of industrial output amounted 
to 13.5 billion rubles as against 3.9 billion rubles in 1940. The share of the Volga regions 
in the industrial output of the U.S.S.R. increased fourfold over the period.” Accordingly, 


13.5 X 138.5 f , ; 
output in 1943 equaled ETTE = 119.85. Somewhat higher results of 121.2 and 


122.7, respectively, are obtained if the same computations are applied to similar data as 
given by the author (pp. 49-51) for (1) Western Siberia and (2) the Urals. The approxi- 
mate midpoint of 121 billion rubles has been selected for the table. 

€ See discussion in the text, pp. 651-652. g 
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The table shows the impressive recovery of industrial output in 1942 from 
the depths reached by the end of 1941. This development was essentially the 
result of industrial expansion in the vast regions east of the Volga River. The 
gross industrial output of these regions amounted to 39.4 billion rubles in 
1940, to 48.1 billion rubles in 1941, and to 74.9 billion rubles in 1942, or to 
about 73 per cent of the total output. In 1943 industrial output in eastern 
areas increased further to 85.6 billion rubles. In that year, however, output in 
areas other than the East increased by more than seven billion rubles, of which 
2.7 billion was accounted for by output in formerly occupied areas. As a result 
the share of the East in total output declined slightly.* 

Whiie Voznesenski permits the reader to compute rather simply the value 
of industrial gross output in 1942 and 1943, he does not provide indications 
for output in 1944 similar to those quoted in footnote d to the table on page 
650. He states indeed that the value of industrial output in the East amounted 
in 1944 to 91.2 billion rubles, an increase of 5.2 billion rubles over 1943 (p. 
77); he states further that output in liberated areas in 1944 was 5.6 billion 
higher than in 1943 (p. 61); and, finally, that the 1944 output of the Lenin- 
grad industry exceeded that of 1943 by 1.1 billion rubles (p. 59). These three 
increments add up to 11.9 billion. Assuming that output in regions other than 
the East, Leningrad, and the liberated areas remained constant between 1943 
and 1944, total output in 1944 would have amounted to about 133 billion 
rubles which is higher than the output of the following year 1945. Since a more 
reasonable assumption would be that output in the areas for which no informa- 
tion is given increased in 1944 as against 1943, aggregate output in 1944 may 
have been considerably in excess of 133 billion rubles; in fact, one is driven 
to the curious conclusion that output in 1944 may have exceeded the 138.5 
billion rubles worth of output attained in the last full prewar year, 1940. 

The implausibility of this conclusion, however, throws an interesting light 
both on the statistical nature of the series on volume of industrial output dur- 
ing the war years and on Voznesenski’s reluctance to provide at least an 
indirect indication of the volume of total industrial output in 1944. As has 
been explained elsewhere,’ the Russian index of output, ostensibly based on 
prices of 1926-27, contains an upward distortion resulting from the valuation 
at current and relatively higher prices of commodities which had not been 
produced in the base year 1926-27. There is little doubt that the war years 
imparted a considerable additional inflationary bias to the index because of 
large-scale production of various new types of armaments and munitions.’ 


* Cf. for the preceding pp. 61 and 77. 


* Alexander Gerschenkron, “The Soviet Indices of Industrial Production,’ Rev. Econ. 
Stat, Vol. XXIX, No. 4 (Nov., 1947), pp. 217-25, 


*That prices of military commodities in 1942 were 28 per cent below 1940 (p. 127) does 
not necessarily preclude their inflationary effect on the index because even the lower prices 
of 1942, which were attached to “new military commodities” introduced in that year, not 
only were greatly in excess of the general price level of 1926-27, but very likely also were 
higher than the average hybrid “1926-27” price level underlying the index figure for 1940, 
while the share of these commodities in total industrial output of course had grown to 
formidable proportions. That Voznesenski refrains from giving price data for 1943 may 
indicate that prices in that year were higher than in 1942. At any rate, it may safely be 
assumed that at least by 1944 prices were well ahnve the level nf 1640 Tn 1944 the 
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Thus the figures given, or rather implied, by Voznesenski are undoubtedly in 
need of adjustment. This must be particularly true of the data for 1944. While 
such an adjustment cannot be essayed here, it is quite likely that it would 
reduce the industrial output figures in such a way as to leave output in 1944 
considerably below that of 1940. . 

By refraining from a more definite statement on output in 1944 Voznesenski 
avoided giving a figure which would have cast renewed doubt on the validity 
of the Soviet industrial series and, furthermore, would have revealed a decline 
in output in 1945, Such a decline is altogether plausible. It supports previous 
scattered indications that the process of reconversion from wartime industrial 
output began in Russia as early as 1945. In the following year this process led 
to a very considerable further decline of output.‘ 

In this connection a few words might be said about manpower in industry. 
On the basis of Voznesenski’s statements the number of persons employed in 
industry can be estimated as follows:* 1940, 10.65 million; 1942, 6.70 million; 
1943, 7.35 million. This very considerable decrease in the number of indus- 
trial laborers casts further doubt on the feasibility of achieving a volume of 
industrial output in 1943 only 15 per cent below prewar. The data for the 
industrial labor force in conjunction with those on the value of industrial gross 
output imply the following index of gross output per worker: 1940 = 100; 
1942 = 118; 1943 = 127. Voznesenski states that “in the two years of the 
war” (presumably the years 1942 and 1943, to judge by a hint on p. 46) the 
number of working hours per worker increased by 22 per cent and in addition 
the hourly output per worker increased by 7 per cent (p. 114).° 

Many of Voznesenski’s statements about technological progress in war 
industries are altogether convincing. Incidentally, many improvements, such 
as the introduction of the assembly line during the war, have been inherited 





average monthly wage in industry was 53 per cent higher than the increase of average 
hours per worker, both in relation to 1940 (pp. 114 and 117). Introduction of “new 
commodities” at these prices obviously reinforced the upward bias of the index. 


“Cf. Alexander Gerschenkron, “A Note on Russian Industry in 1947,” Am. Slavic and 
East Buropean Rev., Vol. VII, No. 2 (April, 1948), pp. 139-43. 


SP, 109: “The number of workers and salaried employees in 1943 was 38 per cent lower 
than in 1940 although the share of industrial workers and salaried employees increased 
from 35 per cent in 1940 to 39 per cent in 1943.” The total number of workers and 
salaried employees in 1940 equaled 30.4 millions (cf. Voznesenski, Report to the 18th 
Conference of the Communist Party of the U.S.S.R., Pravda, February 19, 1941). Ac- 
cordingly, industrial workers and salaried employees in 1940 equaled .35 X 30.4 = 10.64; 
the total number of workers and salaried employees in 1943 equaled 30.4 X .62 = 18.85, 
of which industrial manpower = 39 per cent == 7.35 million. Industrial manpower for 
1942 is derived from the statement (p. 113) that “productivity of labor’ in 1943 was 7 


. 103 X 1.07 X 7.35 
per cent higher than in 1942. Accordingly, G = 6.69. The concept of 


productivity of labor, as used by Voznesenski, refers to the average gross value of output 
per worker regardless of hours of work. Cf. Slovar’-Spravochnik po sotsial’no-ekono- 
mickeskoy statistike (Dictionary-Handbook on Socio-Economic Statistics), Moscow, 1944, 
p. 218. 

° This statement, incidentally, implies either a somewhat higher gross value of industrial 
output in 1943, or a somewhat lower number of industrial laborers in the same year, than 
is implied in other passages of the book. 
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by the postwar period. It is difficult to believe, however, that even the con- 
siderable extension of working hours coupled with technological improve- 
ments could offset the very great qualitative deterioration of labor owing to 
inferior skills and much less favorable age composition. In addition, higher 
cost would be expected to accompany such sudden increases in output as took 
place in the eastern regions of the country. Voznesenski states indeed that the 
index of cost of output was steadily falling between 1940 and 1943.7 The 
probable explanation, however, is that the cost-of-production index used is 
based on weights of 1943 (or perhaps even of 1944) and accordingly exag- 
gerates the cost of industrial output in 1940, when the relatively high-cost 
war industry represented a much smaller portion of the total industrial output. 
To a considerable extent, therefore, the claimed increase in productivity must 
be apparent rather than real and reflects the same inflationary factors which 
create an upward distortion of the index of industrial ouput. 

Of some interest are Voznesenski’s data on the distribution of the “aggre- 
gate social product of the U.S.S.R.” Regrettably, only percentage shares are 
given. These data may be tabulated as follows:® 


Tae AGGREGATE SOCIAL Propuct oF THE U.S.S.R. 
(In per cent) 


Productive consumption 43 43 43 
Personal consumption (including consumption by the 

members of the armed forces) 42 38 35 
Net investment 11 2 4 
War expenditures (excluding personal consumption by 

members of the armed forces) 4 17 18 


— e son rierciamend 


100 100 100 


The surprisingly low share of war expenditures is caused first of all by the 
use of “aggregate social product.” The concept is defined in Russia as the 
“sum of gross outputs of all branches of physical production.’® Gross output 
refers to additive outputs in individual productive units without any deduction 
for inter-plant sales of materials. Accordingly, the category “productive con- 
sumption” includes the value of materials, counted repeatedly, through suc- 
cessive stages of transformation. It also includes allowances for depreciation. 
Aggregate social product diminished by productive consumption yields na- 
tional income in the Russian concept, which is essentially one of physical 
productivity. When this deduction is made from the figures in the preceding 
table (as is done by Voznesenski on p. 67 for the years 1940 and 1942 and is 
implied by him for 1943), the share of war expenditures assumes more plausi- 
ble proportions. It is, however, still understated, for at least two reasons, First, 
as was indicated before, because consumption of the members of armed forces 
is not included under war expenditures; second, because in the Russian con- 


71940 = 100; 1941 = 93.1; 1942 == 87.6; 1943 = 85.4 (p. 134). 


°P. 65. It must be assumed that these data relating to the aggregate social product are 
based not on prices of the year 1926-27, but either on current prices or on those of a 
relatively recent year. 


°” Cf. Slovar’-Spravochnik pa sotsial’no-ekonomicheskoy statistike, p. 39. 
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cept, national income includes the turnover tax which is charged almost ex- 
clusively on consumers’ goods so that the share of consumption in national 
income is inflated. 

A very rough attempt may be made to eliminate the turnover tax from the 
national income figures. In 1940 that tax amounted to about 42 per cent of total 
consumers’ expenditures.*° Assuming that the same ratio prevailed in 1942 
and 19433? an adjusted estimate of the percentage distribution of the national 
income may be obtained. The adjusted data are compared in the following 
table with the unadjusted data as given or implied by Voznesenski. 


Composition oF NATIONAL INCOME 
(In per cent) 





1940 1942 1943 
Unadjusted Adjusted|\Unadjusted Adjusted Unadjusted Adjusted 
Personal consumption | 
(Including personal 
consumption by 
members of the 


armed forces) 74 | 62 67 54 61 49 
Net investment 19 | 28 ; 
War expenditures ; 
(Excluding person- | i i j 
al consumption by ; | i 
members of the i | 
armed forces) 7 | 10 | 29.5 41 31 42 
100 | 100 : 100 100 100 100 


No attempt has been made to shift consumption of the members of the 
armed forces from the category of personal consumption to that of war ex- 
penditures; to that extent the adjustment again may be incomplete.*? Even 
so, the adjusted data provide a clearer picture of the relative significance of 
war expenditures in 1940; of the extraordinarily low share of personal con- 
sumption in an aggregate net product which doubtless was greatly below pre- 
war in 1942 and 1943; and of the formidable. proportions of national income 
which during those years were being devoted to war expenditures. 

Voznesenski’s book contains considerable additional data which, upon care- 
ful scrutiny, may serve as a basis for useful estimates of various factors in the 
Soviet economy. The book contains a still larger number of data which 
excite curiosity, but do not satisfy it. To give a few examples: ‘The statement 
that “in the first two years of the Patriotic War money in circulation increased 


* Cf. Paul Baran, “National Income and Product of the U.S.S.R. in 1940,” Rev. Econ. 
Stat., Vol. XXIX: (November, No. 4, 1947), pp. 229-230. 

“ This assumption neglects the increases in tax rates which were decreed in 1942 and 
thus probably still overstates in the result the share of consumption in the total. 

“Tt should be remembered, however, that the share of consumption net of turnover tax 
in total national income is somewhat deflated by the low prices paid by the government for 
agricultural products. 
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2.4 times” (p. 139) would indeed increase our understanding of the Russian 
currency reform of December 1947, if the volume of monetary circulation in 
1940 were divulged, which it is not. It would be much more interesting to 
learn that the “volume of capital investment during three years (1942, 1943, 
1944) ... amounted to about 79 billion rubles” (p. 46) if some price yard- 
stick were provided by which to measure the significance of this figure. Ex- 
amples of this exasperating technique of saying nothing could be multiplied. 

Throughout the book a good deal of material is presented in the form of com- 
parisons between Russia’s economic position and performance in World War 
II and in the earlier conflict. In this connection, an early chapter is devoted to 
the description of economic progress achieved during the interwar period. The 
author, of course, neither tries to adjust the inflated figures of output given in 
1926-27 prices, nor intimates to the reader that his data might be inflated.** 
In presenting his comparisons Voznesenski proceeds on the tacit assumption 
that Russia would have passed through two decades of complete economic 
stagnation had not the Soviet regime been established at the end of the first 
World War. Nevertheless, the comparisons are impressive even to a reader who 
remains aware of. their limitations. In fact, one might suggest that the general 
economic progress actually made in Russia during the years of the Five Year 
Plans and the economic achievements of the war years were so great that it 
should appear unnecessary to the Russians to exaggerate them by use of 
dubious statistical series and misleading statistical Juxtapositions. 

The obverse of the desire to magnify the performance of the Soviet economy 
is the tendency to minimize the aid supplied during the war to Russia from 
abroad. Voznesenski’s statement on lend-lease deliveries is so remarkable that 
it may be quoted zm extenso: 


In the balance sheet of the Soviet war economy a certain role was also played 
by imports. The foreign trade of the U.S.S.R. provides for the national economy 
additional reserves which make it possible for the Soviet State to increase the 
rate of economic growth. In the years of the Patriotic War importation of goods 
into the U.S.S.R. increased from 1,446 million rubles in 1940 to 2,756 million 
rubles in 1942 and to 8,460 million rubles in 1943. At the same time, exportation 
of goods from the U.S.S.R. fell from 1,412 million rubles in 1940 to 399 million 
rubles in 1942 and to 373 million rubles in 1943. In this way the foreign trade 
balance of the U.S.S.R. in the period of war economy was radically changed: 
Imports of goods increased almost fivefold while exports of goods fell to less 
than one-third. 

The increase in imports (primarily of raw materials and equipment) took 
place through deliveries of the Allies of the U.S.S.R. in the war against Germany 
and Japan. Nevertheless, if one compares deliveries of industrial goods to the 


#8 An example of the Russian reluctance to present statistical data showing a decline in. 
output or other magnitudes may be mentioned: In discussing increases of output and 
capital stock in 1940 over 1928, Voznesenski touches on the subject of livestock, the 
numbers of which actually decreased over the period as a result of the “great slaughter” in 
the years of the collectivization. Yet Voznesenski still contrives to.show an increase by 
comparing the 1940 and 1928 livestock populations on collective farms; since in 1928 collec- 
tive farms were all but nonexistent in Russia, the problem is successfully solved. Typically, 
the sin of the Russian statistician is one of omission rather than commission. 
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U.S.S.R. by the Allies with the magnitude of industrial output of the socialist 
enterprises of the U.S.S.R. for the same period it will appear that these de- 
liveries in relation to domestic production over the period of the war economy 
constituted only about 4 per cent (pp. 73-74). 


In view of the heroic self-restraint of the preceding quotation, in which 
lend-lease deliveries are not described as such but discussed under the role of 
foreign trade in the Russian economy in relation to the economic growth of 
the country, it may seem petty to point out that the total imports cited by 
Voznesenski for 1942 and 1943 add up to 2,116 million dollars** and represent 
only 47 per cent of exports to Russia in these two years from the United States 
alone. Voznesenski remains silent on the fact that lend-lease exports to Russia 
from the United States in 1944 and 1945 even exceeded those shipped in 1942 
and 1943 by 21 per cent. Thus the author’s selective method can be used to 
understate as well as overstate. Voznesenski carefully selects two years (1942 
and 1943) when lend-lease deliveries had not yet reached their peak, when the 
rate of sinkings was high, and when the time lags between shipment in the 
United States and arrival in Russia were much greater than in the two follow- 
ing years. The statement that industrial (lend-lease?) deliveries from the Allies 
amounted to about four per cent of total industrial output is perhaps not im- 
plausible in terms of the volume of industrial production during the war years 
in conjunction with certain previous computations concerning evaluation in 
dollars of the “1926-27 ruble.” Voznesenski, however, points out neither that 
the 1926-27 ruble depreciated during the war years for reasons given before, 
nor that the tremendous contribution to the Russian war economy made by 
scarce commodities delivered under lend-lease cannot be significantly measured 
in terms of a global percentage. The global percentage becomes fully meaning- 
less when, as in this case, the value of lend-lease deliveries is related to gross 
data of output containing a large proportion of double counting. 

There is also a certain amount of economic theorizing in the book, which 
yields rather meager results. “The war,” says Voznesenski, “marked a special 
period in the development of the socialist economy,” and he goes on to state 
that economic laws peculiar to that period were in effect in the spheres of 
production and distribution. It should be clear that in the concept of economic 
law as used in Soviet Russian literature the original Marxian causality has 
been replaced by a broad and vague teleology: thus a high rate of industriali- 
zation in Soviet Russia is considered an “economic law.” It is perhaps not 
surprising, therefore, that in Voznesenski’s presentation the peculiar economic 
laws of the period refer to little more than the war-provoked necessity of carry- 
ing out formidable changes in the use of the national product and in the loca- 
tion of industry. To imply that the economic law of the war economy consists 
in the increased production of war materials is of course a pretentious way of 
stating a banality. To present government policies as dictated by immutable 


"In Russian foreign trade statistics values in dollars are converted at the rate of 5.3 
rubles to the dollar. 

= Cf. Pod Znamenem Marxizma, “Teaching of Economics in the Soviet Union,” reprinted 
in Am. Econ. Rev., Vol. XXXIV, No. 3 (Sept., 1944), p. 517. 
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economic laws naturally has obvious advantages from the point of view of 
government propaganda designed to vindicate these policies. 

On the whole, however, the value of the publication is considerable. Despite 
its innumerable weaknesses, its omissions, ambiguities and trite generaliza- 
tions, Voznesenski’s book undoubtedly is the most important source of in- 
formation now available on Russia’s economic history during the last war. A 
translation into English would be very desirable. 

ALEXANDER GERSCHENKRON 

Washington, D.C. 


Berlin Reparations Assignment. By B. U. Ratcurorp and Wm. D. Ross. 
(Chapel Hill: Univ. of North Carolina Press. 1947, Pp. iii, 204; appen- 
dices, 55. $3.50.) 


This short book is a clear, crisp, relatively objective reporters’ account of 
quadripartite planning and negotiating of the postwar German economy, told, 
it would appear, partly to meet public interest in Berlin happenings and partly 
as a report for the permanent record. The bulk of the volume consists of a 
personal narrative of the Berlin planning and negotiations from August, 1945 
to March, 1946, which eventuated in the short-lived Plan of Allied Control 
Council for Reparations and the Level of Post War German Economy. The 
ACC plan, which the Potsdam Agreement had required, was negotiated from 
separate plans produced by each of the American, Russian, British, and 
French contingents. Ratchford was Economic Advisor for Level of Industry 
on the U.S. side and Ross was one of his assistants. Their level was the only 
one where economic considerations were paramount. Negotiating at the 
higher levels, the authors indicate, was a card-playing, horse-trading, ma- 
neuvering operation in which economic considerations entered only to the extent 
that each negotiator chose, within the limits of his government’s instructions, 
to be obdurate on figures supplied by his underlings. 

Of the fourteen chapters, the first six are taken to set the stage and the last 
is reserved for some general comments on the workability of the final agreed 
plan, together with a postscript which tells of the suspension of further dis- 
` mantling of reparations plants a month after the plan was agreed. The first 
chapter is a highly readable and interesting account of physical and social 
conditions in Berlin. Two chapters describe OMGUS (U.S. Office of Military 
Government—Germany) in motion and its machinery and personalities. Two 
other chapters of the prologue are very condensed hearsay accounts of 
American planning and policy developments prior to the authors’ tenure. 
These are out of key with the main theme of the book, which has the nar- 
row time and space setting of an eight-month period in Berlin; and the 
authors’ willingness to make judgments on what they knew only secondhand 
contrasts with more fastidious, limited interpretation of firsthand knowledge 
in later chapters. If the U.S. side of reparation events through the year after 
Potsdam, as viewed by economist participants, is ever to be known with the 
detail with which Ratchford and Ross report the Berlin year of post-Potsdam, 
it will be when Harry White objectively writes on the development of the 
Morgenthau plan; Lubin, Abramovitz, or Bergson on the Pauley Mission; 
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Despres or Collado on Washington during the first half of 1945 and Potsdam; 
and Kindleberger on Washington during the year which followed. It would be 
unfortunate if these reports were never made. 

Chapters 7 through part of 14 include the contribution of value for the 
permanent record. Starting with the first tentative U.S. Tableau Economique 
for the post-war German economy, completed in September 1945, the authors 
take us blow by blow through the final agreed plan of ACC, adopted March, 
1946. The point to emphasize is that we are told how most of the figures and 
positions came to be, and arbitrary and capricious indeed were the bases at 
times. We may infer how slight, in fact, was the extent of Great Power basic 
agreement in the final Agreement, and how the negotiators, both consciously and 
unintentionally, by-passed these differences to reach the token of accord, which 
had acquired major significance for itself. It is of interest to note that, on the 
theme of tails trying to wag dogs, the Berlin dynamics took place with appar- 
ently few corresponding shifts in Foreign Office views, 

The authors have prepared a tabular comparison of the proposed levels of 
annual production and imports of some thirty-five major commodity groups 
from the United States, Russian, British, and French plans for the postwar 
Germany economy (pp. 145, 190-91). These are data publicly available for the 
first time, to the best of my knowledge, and are useful for comparison with the 
final quadripartite plan. 

The reporting of fact and event is usually distinguishable from the authors’ 
interpretations of their meanings. On limited interpretation, most of the 
observations follow quite closely from the occurrences they mean to amplify. 
Since I consider that the sole value of the book is in the reporting of all 
details from trivia to landmarks, and that the larger observations are so sum- 
marily made as to be obiter dicta, I have not commented on or quarreled with 
the latter. But these are not on a par with the quality of reporting and are 
sometimes quite inadequate. 

An example is the authors’ discussion of the (Calvin B.) Hoover report of 
September, 1945, the first Tableau produced in OMGUS, which had excited 
public and newspaper comment and criticism as “recommending a ‘soft peace’ 
for Germany” (p. 82). The authors’ narrow defense of the report, that iis 
writers “merely stated their professional opinion [as economists] as to whether 
a given formula could be applied to a given set of facts to produce a certain 
result” (p. 83, 84) overlooks the reason for public excitement and the signi- 
ficance of the report. So far as the public was concerned, the Morgenthau plan 
had been approximately the U.S. policy before and after Potsdam. In fact, as 
the diaries of the former Secretaries of State and War indicate, a departure 
from this policy had begun well before Potsdam even though Potsdam’s am- 
biguities would have permitted interpretations consistent with the Morgen- 
thau plan. 

The Hoover report, part of which reached the public in newspaper accounts, 
represented an important stage in the crystallization of the revised U.S. policy 
and in specifying the U.S. interpretation. It emphasized a minimum standard 
of living and relaxed Morgenthau severity of deindustrialization to permit this, 
rather than insisting on most severe deindustrialization, let the standard of 
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living fall where it might. Further, the gradual departure of U.S. views from 
the Morgenthau plan was not occasioned by technical economic limitations as 
such. It was based rather on a gradually growing belief in 1944 and 1945 that 
the probable or possible consequences of extreme economic harshness were 
politically and morally repugnant. It came to be felt that the probable cost 
in U.S. conscience and European social fabric to enforce such a program was 
exorbitant, and that the product might be the opposite of a stable peace. 

For the purpose of this review, the following is more relevant. Anyone who 
would like to know what went on in Berlin military government circles in: the 
year following Potsdam will find the book informative. The serious student 
of German reparations will find that the detailed report in Chapters 7 through 
13 contains certain unique information. Since the authors have a vigorous 
fluency, the book is interesting reading irrespective of these. 

HAROLD J. BARNETT* 

Harvard University 


* The views expressed are the personal opinions of the reviewer and not those of the 
State Department, from which he is on leave of absence. 


_ The Problem of Germany. By Hoyt Price and Cart E. ScHorske. With an 
introduction by Allen W. Dulles. Studies in American Foreign Relations. 
(New York: Council on Foreign Relations. 1948. Pp. xxv, 161. $2.00.) 


For a long time to come and apparently no matter what is to be the turn of 
political and economic events, the problem of Germany will be acute. The 
Council on Foreign Relations presents in this brief report a fairly well- 
balanced and a sane formulation of the problem. The study was undertaken 
with the participation of research organizations in other countries, and with 
the particular codperation and interest of the Netherlands Society for Inter- 
national Relations. Within the framework established by the Council, Mr. 
Price prepared Part One of the present study, on the economic aspects of the 
German problem. Mr. Schorske’s contribution in Part Two is on the social 
and cultural aspects. 

The survey of the economic problems of Germany in the first two years after 
the end of the war is broad in scope, although some of the subjects are treated 
rather briefly. There are separate chapters on food, raw materials, industry, 
international control of the Ruhr, transport, population and labor, and cur- 
rency reform. An effort is made throughout to distinguish between the im- 
mediate difficulties of the postwar period and the long-run problems. 

Chapter I on The German Food Problem suffers from the perhaps unavoid- 
able influence of the official point of view of the occupation authorities. There 
is very little discussion of the difference between the actual food consumption 
and the allotted ration of the German population in the bizonal area in 1946 
and 1947, The consumption of unrationed foodstuffs is barely mentioned, and 
the failure of the authorities to fulfill continuously the low basic ration is 
hardly touched upon. The understandable recalcitrance of the German peasant 
in delivering foodstuffs to the cities, in the face of a disordered system of 
money and prices, is given less emphasis than it deserves. The conclusion, how- 
ever, of the chapter on agriculture should command agreement; the goal of 
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long-run policy, argues Mr. Price, should be to make German agriculture “part 
of a system of world agricultural production organized so as to provide an 
optimum distribution of .. . resources.” 

The chapters on raw materials and on manufacturing industry stress the 
difficulties caused by the low level of coal output and by the inadequate diets 
available to miners and industrial workers. Here again, there is insufficient 
emphasis on the confusion traceable to a money mechanism gone awry and 
to the lack of an effectively functioning price system. Mr, Price points politely 
to the bungling of the occupying powers in their efforts individually to decide 
and collectively to agree upon over-all planning. He himself believes and 
argues cogently that economic disarmament with its other necessary controls 
against future aggression can be carried out along with a reintegration of 
German industry into the European economy. 

The chapter on The Need for Currency Reform is not strong. Some financial 
facts and proposals are reviewed, but little analysis is undertaken. Statements 
such as: “Prices and wages have ceased to have any economic meaning in 
Germany today,” and: “A minor deal on the black market may bring in just 
as much or more money as a week or two of hard work,” are not developed. 
Nor are these points clearly enough related to the problems of food supply, 
of industrial production, and of the productivity of labor. 

Mr. Schorske’s review of the social and political aspects of the German 
problem is better and soberer than most. Without despair but with little optim- 
ism for the immediate future he deals with the issue of establishing democracy 
in Germany. It may well be that democracy in the western sense can emerge, 
grow, and become an established tradition only in a social context which 
includes relatively free economic institutions in which the units are small and 
market-codrdinated. The authoritarian propensities of German life about 
which westerners complain are possibly attributable in part to the highly 
organized nature of the German economy for so many decades. If this is so, it 
follows that the internal economic and social problems of Germany are by no 
means so separate as is their treatment in the Council’s study. Mr. Schorske’s 
review of the intellectual trends in postwar Germany is informative and inter- 
esting. He has hesitated neither before the tasks of weighing the significance of 
feuilleton materials nor of offering criticism of the theology of German clerics. 

D. S. Watson 

George Washington University 


National Income and Product; Income Distribution; 
Consumption Statistics 


Le Revenu National: Son Calcul et sa Signification. By Francois PERROUx, 
PERRE Urt, and JAN Marczewski. (Paris: Presses Universitaires de 
France. 1947. Pp. 310.) 


This book is addressed primarily to fellow economists in France, government 
officials, and others who may be able to hasten the day when a reasonably 
reliable estimate of the national income of France, with its major subdivisions, 
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may be constructed. There is much work to be done. “It must in fact be 
realized that, in the present state of French statistical data, any serious esti- 
mate of national income, even presented in a very simplified form, is prac- 
tically impossible” (Marczewski, p. 231). The necessary censuses of produc- 
tion are not being taken; the income and other data that might be com- 
piled by the tax authorities must await reorganization of the methods of 
filing the records, among other things; family budget data are sparse; records 
of governmental outlay are not up to date; the social insurance office has been 
compiling only totals of amounts received without a record of the time periods 
to which they refer or the rates under which they were paid. At the same time, 
business men and government officials are harassed by uncoordinated barrages 
of questionnaires. And when the requisite action has finally been taken to im- 
prove the information-gathering mechanisms, formidable obstacles will be en- 
countered owing to the lack of record-keeping by many business firms, espe- 
cially in agriculture. 

There are some favorable factors, however, notably the existence of the 
turnover tax, which can be made to yield tabulations of considerable assist- 
ance to the national income estimator. These and other details, together with 
specific suggestions for a far-reaching reorganization of the government sta- 
tistical agencies, are given in Section II of the volume, “Conditions et plan du 
travail nécessaire au calcul de revenu national frangais,” by Pierre Uri. To the 
American specialist in national income, Mr. Uri’s section is probably the one 
of most interest. The detail in which the French problem is treated is sugges- 
tive of improvements that might be considered in the United States, or, on the 
other hand, produces a sharper realization of the progress that has been made 
in this country. 

In the first part of Section ITI, by Jan Marczewski: “Les tableaux de la 
comptabilité et du revenu de la nation,” the interest lies rather in attempting 
to follow Mr. Marczewski’ prescriptions for setting up a system of accounts, 
assuming that the data have been gathered. Here, so far as the present re- 
viewer is aware, is the second attempt that has been made to represent the 
flow of national income, in all its major details, in the form of a colored 
chart (the first being that of Derksen in A System of National Book-Keep- 
ing). Marczewski adds to the Derksen type of chart by including also the 
flow-of-goods counterpart of the money flows. Moreover, he provides three 
charts, each of the same internal structure, but varying in the thickness of 
certain lines, to indicate conditions of economic equilibrium, inflation, and de- 
flation. By an ingenious use of three colors, distinctions are drawn between 
factor payments and other payments, and expenditures for capital goods and 
consumption goods. This method of exposition suffers, however, from two 
defects that are so marked that it seems likely that the effort and skill that 
went into it could have been better devoted to constructing more model tables 
to explain the points at issue. First, the number of lines on one chart is so 
great that the reader is apt to become exasperated before he becomes informed, 
unless he has a special liking for visual methods of exposition. Second, the 
description of states of equilibrium, inflation, and deflation runs in terms of 
items for some of which there are no data available in any country. The 
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distinction between a growth in “encaisses,” a growth in “capital circulant,’ 
and a growth in hoards (thésaurisation), on page 248, illustrates the point. ` 
The present reviewer is unable to share the author’s optimism that “Knowl- 
edge of the real data on the national income and its elements would make it 
possible to attach to each line of flow on the chart the numerical coefficients 
indicating its size” (p. 253). But it is in some respects a useful exercise to work 
through the charts and the text, comparing them with the concepts used in 
American and British analyses. The second chart is incorrectly drawn; the line 
showing advances to the state should be heavier than the others. 

It may be doubted that all of the five conditions given for equilibrium, or 
inflation, or deflation on pages 247-54 are always necessary, and in certain cir- 
cumstances they may not be sufficient. They are, however, helpful in the dis- 
cussions of Inflation and deflation in so far as they represent tendencies in the 
direction specified. On this point much depends on just how the concepts that 
Mr. Marczewski uses would be defined in detail when it came to collecting 
data to fill these particular economic boxes. 

The treatment of the government product in Part III seems internally in- 
consistent, or at least not given in sufficient detail. The net national income at 
factor cost, as the sum of factor payments, or, alternatively, the sum of the net 
products of each industry, is computed without deducting direct tax payments 
and loans to the government. The gross total at market prices is obtained by 
adding depreciation and indirect taxes. Thus far the concepts follow the 
official American and British procedure. But the sum of final products at 
market prices (pp. 259-60) seems to include, so far as the government outlays 
are concerned, only the purchase of consumption goods and services, and the 
outlays on capital goods. Apparently, if the state increases its outlay on the 
police force (see p. 245), the “dépense national brute au prix du marché” 
will not increase, while there will be an increase in “produit national net” 
(sum of factor payments), if the outlay is financed by direct taxes or loans, 
and in the “produit national brut au prix du marché” if business taxes are 
employed. 

Part I, “L Evaluation du revenu national et ses utilisations,” by Francois 
Perroux, director of the Institute of Applied Econumic Science, accounts for 
well over half the total volume, but is of somewhat less interest to the Ameri- 
can reader than the other sections, since it is primarily a description of the 
chief methods of assembling the national income data and of the state of 
national income analysis and compilations in countries other than France— 
most of which information has already been made available in English. But 
Mr. Perroux’s analysis of the attempts made by previous French workers in 
the field of national income contains information not readily available else- 
where. 

The general impression given by the book is that the planning of national 
income estimates in France has enlisted, in the persons of the three authors, 
economists who are fully aware of the size of the task before them, well in- 
formed on the progress of work in other countries, and correspondingly eager 
to utilize what is best of the techniques developed abroad. There is also the 
impression, though this may be due merely to the fact that this volume cannot 
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be expected to cover every topic in detail, that the authors have some further 
analysis of concepts to carry through, especially with regard to the government 
sector. Meanwhile, the most urgent need is the reorganization, on a large 
scale, of the gathering of the underlying data. Hence the next steps forward 
depend not on the economists but on the legislators and government officials. 
; CARL S. SHOUP 

Columbia University 


Value of Commodity Output Since 1869. By WiLLiam Howard Saw. (New 
York: National Bureau of Economic Research, 1947. Pp. 305. $4.00.) 


This volume presents historical series on the production of finished com- 
modities, including manufactured goods, foods, fuels, and construction ma- 
terials. The commodities are grouped into producers’ durable goods and con- 
sumers’ durable, semidurable, and perishable goods. Several hundred indi- 
vidual commodities are shown for each of the eight Census of Manufacturers 
years from 1869 to 1919, and about forty composite series are shown annually 
from 1889 to 1939, in current and constant prices. The emphasis Is on statistics 
for the period 1869 to 1919, because similar work on the later period is under 
way in the Department of Commerce. 

In Part I, Mr. Shaw compares the movements of his aggregate series in 
constant prices with those of the National Bureau of Economic Research in-` 
dexes of manufacturing, mining and agricultural output, and finds close cor- 
respondence in both the long- and short-run fluctuations. He then defines the 
concepts involved, studies the movements over time of his aggregate and com- 
ponent series, and presents the estimates. The remaining parts of the book, 
nearly 75 per cent of the total number of pages, are devoted to a systematic 
explanation of the sources and methods used in compiling and adjusting the 
estimates. This explanation is so complete that the reader can make his own 
judgment of the quality of each series published. 

Mr. Shaw’s series fill an important gap in industrial statistics. In the manu- 
facturing field, for example, they supplement the better known measures of 
value of products, value added by manufacture, and income produced. Value 
of products and value added are standard Census of Manufactures measures. 
However, as the Census Bureau is careful to point out, value of products is a 
defective measure of manufacturing output because it duplicates values. By 
way of illustration, suppose that Plant No. 1 makes and sells a roll of copper 
wire to Plant No. 2 for $100, and that Plant No. 2 uses the wire to make 
radios and sells the radios for $200. The value of products reported to the 
Census Bureau is $100 by Plant No. 1 and $200 by Plant No. 2. The Census 
Bureau does not eliminate the duplication of the value of the wire but com- 
putes $300 as the total value of products for these two plants taken together. 
Value of products is, thus, an inflated value, consisting of partly finished goods 
(such as wire) and finished goods (such as radios). The value of the partly 
finished goods is often counted twice, and sometimes even more times. 

Value added by manufacture eliminates most of this duplication. Suppose 
further that Plant No. 1 obtained its materials from a nearby mine at a cost 
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of $25. The value which it added to these materials is $75 ($100 value of 
products less $25 cost of materials). Similarly, Plant No. 2 added $100 to 
the materials which it purchased from Plant No. 1 ($200 value of products 
less $100 cost of materials). Total value added by the two plants amounts to 
$175 ($300 total value of products less $125 total cost of materials). Value 
added measures the total contribution of manufacturing plants to the value 
of manufactured commodities. It is not entirely free of duplication, however, 
since it includes allowances for depreciation of capital equipment (which 
represent values created in earlier periods) and expenses such as taxes, rent, 
insurance, etc. (which represent payments to nonmanufacturing industries). 
If these elements of duplication are eliminated, we have net value added, the 
contribution of manufacturing establishments to total national income. 

The value of the finished manufactured goods is the value of commodities 
which either leave the manufacturing system or are retained by it as capital 
goods. In our example, it is $200—the value of the radios. This is Mr. Shaw’s 
measure. As indicated, it is estimated by adding together the values of all 
commodities reported in the form in which they are employed in their ultimate 
use. It equals the sum of the value of raw materials obtained from nonmanu- 
facturing industries (mines, forests, fisheries, agriculture) and value added 
by manufacture. Unlike value added, it measures the full value of the com- 
. modities produced in manufacturing plants and, unlike value of products, it is 
free of dyplication. Some notion of the relative magnitudes of these measures 
can be obtained from the 1939 figures: value of products, $57 billion; value 
of finished manufactured goods, $31 billion; value added by manufacture, $25 
billion; and income produced in manufacturing (net value added), $18 billion. 

The frequent confusion of value of products with the value of finished manu- 
factured goods is an important reason, though by no means the only one, for 
welcoming the appearance of Mr. Shaw’s book. To cite a typical case, value 
of products has often been misused in analyzing the effects of a rise in wages 
upon the price of manufactured goods. The argument is frequently made that 
the effect of a rise in manufacturing wages upon the price of manufactured 
goods need not be large because wages make up only a small proportion of the 
value of manufactured commodities. The evidence used in support of this 
argument is that in 1939, for example, wages ($9 billion) accounted for only 
16 per cent of total value of products ($57 billion). Hence, the argument runs, 
a given rise in manufacturing wage rates would not require the relative price 
increase for manufactured goods to be more than one-sixth as great. The fal- 
lacy of this argument lies, of course, in the comparison of the unduplicated 
wage aggregate with value of products instead of with value of finished manu- 
factured goods. (In analyzing the effect upon the price of manufactured goods 
of a more general increase in wages, the sum of wages paid by materials pro- 
ducing and by manufacturing industries should be compared with the value 
of finished manufactured goods. Of course, other factors, such as the effect 
of the increase in wages upon the demand for the manufactured goods, must 
also be taken into account.) Mr. Shaw provides some of the data needed to 


deal intelligently with this problem, both in current affairs and in historical 
` studies. 
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One may question some features of this book, for example the adequacy 
of the cyclical analysis at the beginning. But one cannot question the usefulness 
of the historical series presented and the soundness of the statistical work that 
went into making them up. 


JULIUS SHISKIN 
Washington, D.C. 


Business Cycles and Fluctuations 


Des Mouvements Economiques Généraux. By Léon H. Dupriez. (Louvain: 
Institut de Recherches Economiques et Sociales de l'Université de Lou- 
vain. 1947. Vol. I, pp. xi, 552; Vol. II, pp. 648.) 


The economic movements referred to in the title are of three kinds: secular 
growth, long waves, and business cycles. To describe more specifically the 
scope and purpose of this obviously ambitious work is not easy. Of more than 
a thousand pages of text, the first 200 may be characterized roughly as a 
review of the development of economic doctrine, with special reference to the 
origin, status, and varying interpretation of Say’s law of markets (Part I). 
The next 300 pages (Part IT), which complete the first volume, are concerned 
with the growth of population, resources, output and productivity in indi- 
` vidual countries and in the world as a whole, since the eighteenth century. 
In the second volume, the first 250 pages (Part III) notice the evidence for 
the existence of Kondratieff or long cycles, and the remaining 250 are con- 
cerned with business cycles (Part IV). Yet the treatment is so discursive and 
the relevance of many passages so obscure, that a mere statement of the 
ostensible allocation of space is misleading. For instance, there is much stimu- 
lating material in Part I of which no further use is made; again, despite the 
author’s use of Say’s law as an organizing idea throughout Part I, systematic 
discussion of the development of monetary doctrines is postponed to Part II 
(where it has the air of a digression) and of modern ideas about money to 
Part IV. 

The author’s treatment of secular growth, illustrated by numerous charts, 
is almost wholly in terms of physical output of individual commodities. ‘The 
use of exponential and logistic trend lines abundantly confirms the results of 
others that for data of this kind retardation of growth is the rule. The author 
finds on the other hand no evidence of retardation of growth in output per 
worker or per capital instrument, nor any reason to expect such retardation. - 
Much statistical data, including of course price series, are assembled for the 
discussion of long cycles. These the author regards as sufficiently well estab- 
lished to require explanation, and the insensitivity of physical output series 
to such cycles leads him to the conclusion that any explanation must lie in 
the monetary field. 

The analysis here appears inconclusive partly, this reviewer believes, be- 
cause of the author’s steadfast refusal to remove any form of secular trend 
from his data before beginning to look for long cycles. Thus the statistical 
discussion of Part III is wholly in the shape of comparisons of annual per- 
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centage rates of change for arbitrarily chosen periods, each supposedly repre- 
senting a cycle phase. In several cases slight changes in the choice of period 
would apparently produce sharply varying results. 

The author excuses himself from systematic statistical treatment of business 
cycles on the ground that the facts are well known. His account of such 
cycles is on the whole conventional. Indeed, Part IV is chiefly remarkable for 
a lengthy chapter (XIX) devoted to the pure theory of money, in which the 
idea of neutrality in the money supply is rejected as an unintelligible concept, 
and the followers of Wicksell (though not Wicksell himself) are reproached 
for divorcing monetary from general equilibrium theory. Part IV also contains 
(Chapter XX) a critique of the Keynesian notion of underemployment equi- 
librium, intended to prove that no such state can exist. The discussion, how- 
ever, appears to turn mainly upon the meaning of the word “equilibrium.” 

There can scarcely be an economic controversy of the past to which the 
author does not refer at some point, yet the book is not sufficiently systematic 
to be recommuended as a history of doctrine. Again, much space is taken up 
with the industrial revolution and the growth of the world economy, yet insti- 
tutional changes are given too little attention for the work to satisfy the 
economic historian. Some few chapters, especially those dealing with secular 
growth, will be of interest to statisticians, but the book is mainly literary in 
treatment. The author’s summaries of the views of others are for the most 
part fair and accurate, and his critical comments are sometimes acute. Exten- 
sive appendices contain a few unpublished series (mainly for Belgium), a large 
collection of growth rates and other derived data, and much bibliographical 
material. 

The book will have reference value, especially to those interested in secular 
growth or long waves; portions of it, too, could clearly be useful as a text. 
The author tells us that it was written during leisure forced upon him by the 
German occupation of 1940-44, It is impossible to avoid the impression that 
some of its defects result from this fact. In more normal circumstances Pro- 
fessor Dupriez might have had a clearer notion as to the character of his 
audience, written on a more uniform level, and tightened the organization of 
his book. 

HaroLp BARGER 

Columbia University 


Planning and Paying for Full Employment. Edited by ABBA P. LERNER and 
Frank D. Grawam. (Princeton: Princeton Univ. Press. 1946. Pp. 222. 
$3.00.) 


This book contains eleven essays written for the American Labor Confer- 
ence on International Affairs held at Princeton in the summer of 1944. An 
attempt was made to discuss a number of aspects of full employment and to 
present different views. The book presents several specific plans by Frank D. 
Graham, Carl Landauer, Hans Neisser, Eduard Heimann and Abba P. Lerner; 
a proposal for tax reform by the late Henry Simons; a discussion of wage 
policy by Alfred Braunthal; and of foreign trade and investment: by Broadus 
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Mitchell and Norman S. Buchanan. To prevent the reader from going astray, 
sixteen principles of full employment are stated early in the book by Margaret 
F. W. Joseph, and a survey covering all other papers is presented at the very 
beginning by Albert Halasi. The contributors had access to each other’s papers 
and could therefore engage in mutual criticism. Without exception, all essays 
are written in simple non-technical language and are therefore accessible to 
any intelligent layman. From the point of view of organization and presenta- 
tion, the book is definitely a reader’s paradise. 

The most important essays belong to Graham, Landauer, and Lerner. None 
of thém makes a significant addition to the authors’ earlier views with which 
many readers will already be familiar. We can therefore dispense with a 
detailed account and concentrate our attention on their general approach. The 
latter is quite typical of a good part of contemporary economic literature: that 
if left to itself, the economy will alternate between periods of inflation and 
deflation, with the major emphasis being placed on the latter. Therefore, 
certain measures, mostly concerned with the level of aggregate spending, are 
needed if stability at a full-employment level is to be achieved. 

With this attitude there is no reason to quarrel. Certainly the performance 
of our economy over the last two decades gives ample ground for this point of 
view. But what does disturb the reader is the remarkable, shall I say, light- 
heartedness with which the three authors approach their tasks, a light- 
heartedness which at times acquires a distinctly Utopian flavor. The measures 
suggested in the book are important ones; their acceptance would require 
considerable changes both in our thinking and in the working of our economic 
mechanism; they would have to leave the quiet atmosphere of academic dis- 
cussions and embark upon the rough voyage of practical applications, ever 
threatened by Congress, government agencies and, of course, pressure groups. 
Will the measures have enough armor to withstand these hazards and still 
accomplish their ends? There is little indication that the authors have devoted 
much thought to this question. Good logic, helped here and there by a few 
equally good wishes, was evidently regarded as adequate to give the pro- 
posals sufficient stamina to reach their goals. 

The tone of the book is set by Graham’s essay under the significant title of 
“Full Employment without Public Debt, without Taxation, without Public 
Works and without Inflation.” Its essence consists in extending central bank 
action from the purely monetary field where it now operates to that of com- 
modities. During deflation a Federal Reserve Corporation (FRC) buys liens 
on standard storable (consumer and producer) goods at a price “sufficient to 
cover the enterpriser’s out-of-pocket expenses...” (pp. 44-45). As prices rise, 
the producer will repay his lien (on a first-in-first-out basis), or, if he has 
discontinued his business, the FRC will have a right to sell the products in the 
market. The usefulness of the scheme is thus not limited to deflation only, a 
welcome advantage as compared for instance with public works, It can also be 
put in and out of action with greater speed and ease than many other stabiliza- 
tion plans. 

As one of a set of measures to stabilize the economy, this plan has much to 
be said for it, particularly when applied to agricultural commodities whose out- 
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put is subject to considerable fluctuations. It comes close to the principles of 
an “ever normal granary” which is supposed to be reflected in the operations 
of our Commodity Credit Corporation. But when Graham’s proposal is made 
the central and almost exclusive feature of stabilization policy, the reader is 
justified in getting a bit worried. The actions of the FRC will by their very 
nature affect the profits and incomes of many producers. (And what is an 
“out-of-pocket expense” of a “responsible” producer which Graham wishes to 
cover?). Prices to be paid, timing of purchases and sales, and the desirable 
size of stocks to be held cannot be determined in advance by a formula; 
specific decisions will have to be made in each particular case. These decisions 
will depend upon, among other considerations, the expected movement of the 
cycle—a subject on which, with the present state of economic prediction, 
many differing opinions can be honestly and intelligently held, to say nothing 
about opinions affected by prospects of gain. Under these conditions the 
possibilities of abuse and of political pressure will be enormous, and the pres- 
sure will be directed only from one side, z.e., from the producers’ side, since 
in our society consumers carry amazingly little political weight. It will there- 
fore be easy for the FRC to acquire goods but difficult to dispose of them. And 
if so, the proposal loses many of its advantages mentioned above. 

I do not mean to say that Graham’s plan should therefore be abandoned. 
But it should be recognized that it is directed at a particular society—the 
United States, and that this society has certain characteristics and a govern- 
ment of a certain type, and that the nature of both profoundly affects the 
workability of this or of any other plan. I would say that Graham’s plan may be 
more workable in England, where the government is relatively better protected 
from pressure groups. The examination of the operations of our CCC, par- 
ticularly before the war, (when, I understand, the Corporation was not very 
happy about its selling prospects) could offer some valuable suggestions re- 
garding the workability of plans of this type. Yet, in spite of the fact that 
Graham discusses his plan in considerable detail, the problem of its practical 
workability is not mentioned at all. It is briefly commented on by Lerner, who 
shows some awareness of this question when it applies to plans other than his 
own. 

It can also be argued, and perhaps on very sound grounds, that the very 
fact that Graham’s plan is easily subject to abuse is an Important advantage: 
it can appeal strongly to specific producer groups, a flavor so sadly lacking 
in most of our stabilization cookery. It may, therefore, have a much better 
chance of being passed by Congress than other, perhaps healthier, but less 
spiced stabilization proposals. But to say this would subject the author to the 
full wrath of our morality, and he prudently remains silent. I wonder how 
much longer it will take before we economists brace ourselves to look into the 
face of political reality. 

For Landauer, Graham’s scheme evidently does not go far enough, and 
he suggests the so-called “Ezekiel plan,” according to which a governmental 
planning agency would guarantee markets for specific products to specific 
producers and at specific prices. Such a plan raises of course all the questions 
which the reader might address to Graham and many more besides. But no 
answers are provided. 
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Lerner’s essay, “An Integrated Full Employment Policy,” follows his Eco- 
nomics of Control and his earlier article on “Functional Finance’™ so closely 
that no examination of it is needed here. The excellence of his logic is well 
recognized. But one of his suggestions comes quite close to Graham’s plan 
(which Lerner himself criticises), and it may therefore be worth while to 
take it up here. I am referring to his “Counterspeculation.” Its purpose is not 
to stablize the economy, but to combat monopolies by preventing the monopo- 
list from setting his own price. The price is set by the government, and at 
the price so set the producer can sell unlimited quantities, the unsold surplus 
always being taken by the government. And when the market price exceeds 
the guaranteed price, producers will refund the difference to the government. 
At this point the reader feels like having a long talk with the author, but the 
space allowed to a book review does not permit us to indulge in this pleasure. 
Let us ask only one question: what if all or some monopolists refuse to 
participate in the plan? “Such opposition to the application of counter- 
speculation would be clearly seen,” we are told, “as a selfish attempt to exploit 
the public. It would therefore not be too serious a political difficulty” (p. 176). 
This leaves the reader speechless. For his remarkable logical powers, Learner 
has few equals among contemporary economists; for his remarkable intellec- 
tual courage, he has none. I am tempted to say the same about his equally 
remarkable disregard of reality. 

The treatment of wage policy proceeds along similar lines. Alfred Braunthal 
in his “Wage Policy and Full Employment” is more concerned with wages not 
rising sufficiently fast rather than too fast, an attitude perfectly understandable 
four years ago. But what if unions insist on wages rising faster than produc- 
tivity? Braunthal gives the following answer: “The workers will have so high 
a stake in the preservation of such a system [full employment] that labor 
unions could not afford to render its working difficult by unwarranted wage 
demands” (p. 145.) Lerner seconds it on the grounds that “The trade unions 
have learned to understand that an all-round rise in wages would not help 
labor because it would be immediately reflected in rising prices which would 
take away all that had been gained and more...” (p. 218). This isn’t even 
good economics, because changes in income distribution in favor of union 
members are possible, at least for a while, and after they wear out, another 
wage raise can be demanded. But leaving that aside, are these statements 
based on facts (which evidently passed unobserved by the public), or are they 
just pious hopes or good wishes? 

Lerner recognizes that a wage policy based on pressure for ever higher 
wages will lead to inflation. Therefore, “It should not be beyond the wit of 
man to find a more acceptable device” (p. 218). Indeed, it should not. It 
should also not be beyond the wit of man to abolish the silly pastime called 
war, and yet we are preparing for a new one. I think that the whole issue of 
upward pressure of wages has been exaggerated; I also think that a solution will 
gradually evolve, probably on political rather than purely economic grounds; 
but it will not come about merely as a result of our good wishes. 

Lerner’s description of the benefits arising from full employment is some- 


* Abba P. Lerner, ‘Functional Finance and the Federal Debt,” Social Research, Vol. X 
(1943), pp. 38-51. 
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what exaggerated: we have had periods of full employment and yet not all our 
ills were cured. Yet it is impossible not to appreciate his statement that “The 
security of knowing that one is able to find another job also means that the 
worker is more thoroughly protected against oppression than by legislation” 
(p. 210), a point so often missed by our staunch advocates of individual 
freedom via private enterprise. But again one has to remember that the pros- 
perity of the ’twenties did not eliminate the sweat shop. 

An attempt to bring some realism into the picture is made by Hans Neisser 
in “Realism and Speculation in Employment Programs,” but with little suc- 
cess. There is no more realism in this essay than in others, and Neisser suc- 
ceeds only in confusing the issues by setting up a number of straw men whom 
he then tries to demolish by logic considerably inferior to Lerner’s. 

Implicit in these essays, as well as in many other economic works, is the 
concept of a government, including of course Congress, as a body of intelligent 
- and rational individuals strongly bent on maximizing public welfare. If it can 
be demonstrated to them by means of good logic (with a few diagrams, if 
possible) that a certain measure is in the public interest, their acceptance of 
it should be forthcoming. That the government should so act is a normative 
judgment on which we all agree, but to make it a workable assumption for 
economic policy is an entirely different matter. As citizens, we have a pretty 
good idea of how Congress acts, but as economists we don’t seem to be able 
to devise a workable theory of the State. For the consumer, we assume the 
maximization of some sort of satisfaction, whatever that may be; for the 
business man-~—the maximization of profits. When we come to a union leader 
we are already puzzled because he does not fit into either of these two 
categories. But in the case of government, which now handles nearly a quarter 
of our total output, we are quite lost, and have nothing to offer but good 
wishes, unless we want to go back to the exaggerated and oversimplified 
Marxian theory of the State. Yet if our practical recommendations are to be 
effective, we must have a realistic conception of the government, as well as 
of the society in which it operates. Otherwise we shall continue the old game 
of winning every argument and losing every issue. 

Evsey D. DOMAR 

Johns Hopkins University 


Public Finance; Fiscal Policy; Taxation 


Agenda for Progressive Taxation. By WILLIAM VICKREY. (New York: Mc- 
Graw Hill. 1947. Pp. xi, 496. $4.75.) 

The author makes it his task in this book to examine the defects of pro- 
gressive taxation in the United States and to lay out a program of changes for 
its improvement. He defines progressive taxation as “taxation which tends 
to promote economic equality” (p. 3). He points out that for many taxes 
progressive rates are either not feasible or not effective in promoting economic 
equality. Incomes, consumer spendings, successions and net worth are the 
kinds of tax bases to which graduated rate structures can be effectively applied. 
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The author does not suggest how steeply graduated progressive taxes should 
be; he maintains that the answer to this question is largely a subjective matter. 
But, significantly, his objective is to improve the quality of progressive taxes 
so that they may be successfully imposed at more steeply graduated rates than 
would otherwise be feasible. Progressive rates intensify the defects in a tax. 
The defects may cause waste and inefficiency in the economy and may result 
in so much tax avoidance that an increase in real progressivity becomes im- 
possible. There are also other imperfections which, while they do not influence 
the actions of taxpayers, result in additional inequities. 

After introducing the subject, the author begins his work of finding defects 
and proposing improvements with four chapters that deal with various com- 
ponents of income and spending: non-money income, items given special treat- 
ment, deductions, and capital gains and losses. These chapters present an ex- 
cellent discussion of the divergences between income defined for federal income 
tax purposes and an income tax base that in the author’s opinion would be 
both neutral and equitable. Running through these chapters is a silver thread 
of “cumulative averaging,” which appears as the solution for many hard 
problems. The theory and technique of cumulative averaging is discussed at 
length in the succeeding chapter, and additional technical points are presented 
in an appendix. These chapters, and indeed all the chapters relating to the 
income tax, also have frequent short sections indicating the bearing of the 
discussion on the spendings tax. 

The next three chapters are on death taxes and gift taxes, which are shown 
to be seriously defective in numerous respects. A substantial change in the ` 
concept of these taxes is contained in a proposal that the rates of tax (which 
would be applied to gifts and to inheritances rather than to estates) should 
be higher, the greater the difference in ages between the transferor and the 
transferee. This idea, neatly combined with compound interest, appears also 
as a basic element in another proposed plan, the bequeathing power succession 
tax. The bearing of marriage and the family on progression in income, spend- 
ings, and succession taxes is discussed in the next chapter, which is followed by 
one on progressive taxation in states and localities. A chapter on the spendings 
taxes explores the relative merits of the income tax and the spendings tax. 
It is followed by a chapter on the methods of graduating taxes and by a sum- 
mary chapter which gathers together the proposals from the thirteen preceding 
chapters. These proposals are again presented in a compact “agenda” of 
twenty-one items. Seven appendices develop technical points raised in the 
textual material, and a detailed index completes the book. 

The proposals set forth in the agenda are divided into four groups: vital 
immediate changes, simple but effective (“bargain counter”) adjustments, 
fundamental reforms involving basic changes, and further refinements requir- 
ing relatively large additional auditing and administrative work. Most of the 
proposals in the first two groups are along familiar lines, but with frequent 
‘ingenious twists. Realized capital gains would be taxed at the same rates as 
other income, with full deduction for capital losses. Capital gains or losses 
accrued at the death of the taxpayer or at the time of gift would be taxed 
to the decedent or donor in the year in which death or gift occurred. A tax 
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credit of, say, twenty per cent of the interest on state and local securities would 
be substituted for the present exemption. A proposal is made for joint and 
separate returns which would give substantially the same effect as the income 
splitting plan recently adopted in the Revenue Act of 1948. An earned income 
credit would be allowed for the earnings of each individual, including wives 
and dependents, with a corresponding reduction in basic exemption. These 
are only a few of the twelve proposals in the “vital immediate changes” and 
“simple but effective adjustments.” 

Among the fundamental reforms involving basic changes are the three sub- 
jects to which the author appears to have made the largest original contribu- 
tion and in which he seems to take the most interest: cumulative averaging, 
the bequeathing power succession tax, and the spendings tax. In his cumulative 
averaging plan the author has surely carried the averaging idea to its logical 
and mathematical ultimate conclusion. In the achievement of this result, the 
‘plan has accumulated great complications which, however, are for the most 
part to be borne by Treasury mathematicians rather than by the taxpayers. 
How practical the plan would be in application is debatable. The almost cer- 
tain inability of the taxpaying public to understand cumulative averaging is a 
significant obstacle to the use of the plan in a democratic nation not yet 
reconciled to control by technocrats. Refinements, moreover, do not remove 
some objections to averaging. Short-term averaging undoubtedly increases tax 
equity between persons with stable and persons with fluctuating peacetime 
incomes, but to average peacetime and wartime incomes is incompatible with 
the imposition of special taxes on war profits and other war-created incomes. 
The proposal for long-term cumulative averaging has the result that, subject 
to adjustments for compound interest and certain refinements, a dollar of 
income received ten or twenty years ago has the same effect on today’s taxes 
as does a dollar received today, and the tax rates of ten or twenty years ago 
have the same weight in determining taxes on today’s income as do today’s 
tax rates. 

Perhaps the major argument for cumulative averaging is that it would re- 
duce both the incentive to postpone or to hasten income realization and the 
inequity of the resulting tax shifts. The incentive would not be entirely elim- 
inated since no uniform rate of compound interest can equate over time the 
varying consumption sacrifices which taxation causes. Moreover, the argument 
does not apply for most income, which can neither be hastened nor postponed. 
Since the capacity to pay taxes which income confers is often highly ephem- 
eral, perhaps the taxpayer, here as elsewhere, is entitled to a statute of limi- 
tations. 

The succession tax on bequeathing power is a highly ingenious device for 
neutralizing the effects of death and gift taxes on the choice of time at which 
a person transfers his property and the route the transfer takes in reaching the 
recipient for whom it is finally intended. Here again compound interest is 
used as a method for bridging time periods, this time more acceptably, since 
these taxes are imposed about once a generation and are usually paid out of 
capital, having relatively little effect on consumption. Basing the tax rates 
on the relative ages of transferor and transferee also seems highly appropriate 
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to the problem of succession taxes. On the other hand, the plan in its present 
form is so dependent on mathematical formulae and so difficult to understand 
and explain that it is not likely to receive serious policy consideration. 

The discussion of a progressive spendings tax does not lead the author to 
make any firm endorsement of it. On the basis of the analysis presented, even 
the limited endorsement given scarcely seems justified. The suggestion that 
the spendings tax would be more simple than the income tax for large num- 
bers of shopkeepers, small business men, farmers and other self-employed 
persons is puzzling, since one step in the practical determination of spending 
would undoubtedly be the determination of income. 

The analysis presented in this book, although not beyond criticism in spots, 
is in general on a high and often very original level. The amount of knowledge 
necessary to read and understand the book varies widely from chapter to 
chapter and even from page to page. Perhaps most of it can be read with 
interest and benefit by any well-informed citizen with no special knowledge 
of either taxes or economics. Some sections require knowledge of the tax laws 
and of general economic analysis. The chapters on cumulative averaging and 
the bequeathing power succession tax involve mathematical formulae and 
equations beyond the understanding of most taxpayers, tax practitioners, and 
makers of tax policy, and, indeed, probably of most economists. 

Despite, and in some respects because of, the author’s propensity for 
mathematical gadgeteering, this is an interesting and important work for 
students and others who are concerned with federal taxation. 

Roy BLOUGH 

University of Chicago 


The National Debi and the New Economics. By Seymour E. Harris. (New 
York and London: McGraw-Hill. 1947. Pp. xix, 286. $3.50.) 


This book covers a wide range of topics, theoretical, statistical, and his- 
torical. In addition to the discussion of public debt, there are extensive sec- 
tions dealing with compensatory finance, tax structure, and the plight of the 
independent researcher who is ill equipped to compete for public attention 
with an ever-growing array of endowed “research institutions.” Notwith- 
standing elaborate paragraph numbering, the organization of the volume 
might have been tightened and duplication might have been reduced. How- 
ever, it contains a good deal of stimulating and useful material. The discus- 
sion, if sketchy in part, is interesting and well designed to set the reader’s 
mind to work. This is a book which invites comment rather than summary. 
I shall, accordingly, limit myself to some of its major points. 

Professor Harris devotes a good deal of attention to problems of tax burden 
incurred in the financing of interest charges. He initially accepts the view, 
which is wholly correct, that taxes raised to finance interest charges may be 
burdensome even though the expenditures are merely a transfer item. Atten- 
tion then focuses on the tax to taxable income ratio which serves as a rough 
index of the severity of tax burden. Yet, when estimating the debt potential 
in terms of taxable capacity (ż¿.e., the level of future tax rates required to 
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sustain a given debt), Professor Harris slips in the assumption (footnote 1, 
p. 176) that for taxes raised to finance interest payments “the tax burden 
is one half of the taxes collected, since the money is transferred to rentiers.” 
When computing the tax to income ratio, he counts such taxes at only one- 
half their face value. While this reduces the tax to income ratio by less than 
one-half (there are other taxes as well), it does result in a substantially lower 
burden index. 

Now it may be granted that this is not a very important matter. As has 
been pointed out by Professors Harris, Domar, and others, it is quite un- 
likely that peacetime compensatory policies will result in a sharply raising 
debt to income ratio as long as economic growth continues. Also, one need 
not assume that interest charges must be tax financed under all conditions. 
However, Professor Harris’s léger de main raises some interesting theoretical 
questions. The problem, of course, is not whether the ratio of a 50 per cent 
discount is just the proper one. This is necessarily more or less arbitrary, but 
the question of principle is not. Moreover, it is one which periodically re- 
appears in the discussion of the problem. Considering two situations, both 
of which are characterized by the same tax to taxable income ratio, why 
should the tax burden be less if the funds thus raised are used to finance 
interest payments, than if they are used to finance real expenditure? Let us 
assume the tax in both cases to be a general tax on all incomes (a special tax 
on interest income only would be partial repudiation and eliminate our prob- 
lem) so that differences in burden cannot be traced to differences in the tax 
structure. The explanation, it appears, must be based on differences in the 
expenditure picture. Various possibilities might be examined. 

First, there is the obvious fact that real expenditures reduce resources 
available for private use, whereas transfer expenditures do not. But unless 
it is assumed that the public use of resources is less advantageous than private 
use, or that the indirect effects of transfer payments are superior to those 
of real expenditures, this does not explain differences in burden. Clearly, 
neither of the two assumptions can be sustained on a priori grounds. 

Next, it may be noted that increased interest payments not only add to 
the tax bill but also increase taxable income. This, of course, will dampen 
somewhat the increase in the tax rate which is required as a result of higher 
interest payments. However, much the same argument applies to real ex- 
penditures. The receipts from both enter into taxable income. If there is any 
difference in this connection, it is that the required tax rate (required, that 
is, in the “functional finance” sense of preventing inflation) is likely to be 
higher if the government increases real expenditures than if it raises transfer 
expenditures by a similar amount. Indeed, conditions may be set up where 
the required tax rate in the latter case will be equal to one-half of the required 
rate in the former case, but such a result is rather unlikely.t Moreover, this 


1 Suppose we start out with a full-employment situation, a national income of F and 
no government expenditures. Then consider case (1) where the government introduces real 
expenditures of the amount R and case (2) where the government introduces interest pay- 
ments of the amount J. Also assume that the propensity to consume c is constant and equa] 
for all taxpayers. For the case of interest payments, the required tax rate will be 
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reasoning hardly applies to the kind of situation envisaged in Professor 
Harris’s illustration. There, the initial situation is one where the total tax 
bill and level of taxable income are already given; and if this is the case, 
our argument provides no justification for discounting interest-financing taxes 
by one-half. 

One other approach suggests itself. Suppose we depart from a full-employ- 
ment situation as depicted in Column I below and assume that the govern- 
ment makes real expenditures of 20. In order to maintain national income 
at 100, consumption expenditures will have to fall to 60. Assuming a propen- 
sity to consume of 80 per cent (to simplify matters, the same propensity is 


Calan. T Column II Column III 


ie Increased Increased 
In Dollars | Ea Real Transfer 
| A Expenditures | Expenditures - 
National income 
Consumption 80 60 80 
Investment 20 20 20 
Real expenditures of government — | 20 — 
Total 100 | 100 | 100 
Interest on public debt | — — 33.3 
1 I 
Taxable income (income payments) 100 | 100 133.3 
Tax — | 25 33.3 
Disposable income 100 75 100 
Tax rate (per cent) — .25 .25 


taken to apply to all consumers), a tax rate of 25 per cent will be required 
and result in some budget surplus. The resulting situation is shown in 
Column II. Then consider an alternative development, shown in Column III. 
The government is now assumed to increase interest payments and, to permit 
comparison, the amount of increase is chosen so as to require the same tax 
rate of 25 per cent. This involves interest payments of 33.3 and thus a some- 
what larger (though balanced) budget than in the preceding case. We can 
now compare situations II and III. Both involve the same real income and 
the same tax rate, but in Case II income payments are wholly in the form 
of earned income whereas in Case III they include a substantial share of in- 
terest income. Why should the tax burden differ in the two cases? 











R 
. For the case of real expenditures, it will equal Ts = p ; that is, the 
c 


required tax rate will be the higher, the lower is the propensity to consume. Now if I = R, 


I+- Y 
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i = 





we will have T: = WT; if c = . If differences in the propensities to consume of 


taxpayers, interest recipients and real expenditure recipients are accounted for, the case will. 
of course, become more complicated. 
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The proposition might be considered that detrimental incentive effects 
caused by a given (total) tax to income ratio will be the less, the higher is 
the fraction of taxable income which is in the form of interest receipts or, 
speaking more generally, in the form of rent incomes. If we compare the 
supply schedule of services of the rentier class with that of the propertyless, 
we may expect the former to lie to the left of the latter, and to be less elastic 
at any given rate of return. That is, at any given rate of return, the responses 
of the rentier will be more sluggish. It follows that the depressing effect of 
the tax will tend to be sharper in Case II where all income is in the form of 
earned income than in Case III where part of the income is in the form of 
interest receipts. 

But if we adopt this argument, we must also allow for such damaging 
incentive effects as are caused in Case III by the initial increase in interest 
income, which in itself will tend to depress the supply schedule of services. 
In other words, to render our model consistent with our argument, a lower 
level of national income should be assumed for Case III. Even though the 
impact of the increased tax rate may be less serious in Case III, it does not 
follow that the net effect will be more favorable than in Case II where the 
initial deterioration in supply conditions does not occur.? 

As far as I can see, none of these arguments justifies the partial deletion 

of interest-financing taxes. It may be held, for any given situation, that the 
tax ratio is so low or the tax structure so perfect, that there is no serious 
burden problem. But however this may be, the fact that the taxes are raised 
to finance interest payments rather than real expenditures does not seem to 
be relevant in this context. 

In the discussion of debt management, Professor Harris advocates the 
retention of a low interest rate policy. He notes that high interest rates may 
depress private investment, and that the government debt can be placed 
satisfactorily at current rates. Excessive liquidity may become uncomfortable 
under inflation conditions, but this could hardly be remedied by higher rates. 
However, Professor Harris also notes that “inflationary dangers are not to be 
dismissed lightly” and that there should be “vastly increased” control by 
Reserve Banks over member bank reserves (p. 255).. His concern in this con- 
nection is largely with the contingency that the public may wish to turn its 
liquid assets into cash, There is relatively little emphasis upon the relation 
of debt policy to the control of bank lending during inflation. 

The latter issue may be seen more clearly if attention is shifted from the 
rate of interest to the supply of credit. As Professor Harris points out, one 
should not exaggerate the closeness of the relationship between the volume 
of money and the level of expenditures—but this is not to deny the close 
relationship between the availability of credit to those who want to obtain 
it and their outlays. The objective of credit restriction during inflation is to 
curtail this availability of credit to would-be spenders. 

If the creation of one billion dollars of active funds of this kind is prevented, 


*To complicate matters, consider that the collective services supplied in Case II may also 
be some sort of rent income and bear upon incentives. Moreover, the above argument is 
merely in terms of price effects. Tf income effects are considered as well, the results may 
differ. 
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more may have been done to check inflation than is achieved by several times 
as large an over-all reduction (via debt retirement) in the total (and to a 
considerable part, inactive) money supply. Rendering credit less available, 
to be sure, results in some rise in the rate of interest, but this rise is a by- 
product, and not the essence of credit curtailment. In other words, interest 
elasticity in the demand for investment funds is no test for the efficiency of 
credit control as a restrictive device. 

The question rather is whether the advantages to be derived from curtail- 
ment of credit availability will offset the disturbing effect of rising rates in 
the government security market. The main merit of proposals such as the 
certificate reserve plan is that they will reduce the leverage of credit restric- 
tion upon interest rates and hence permit more vigorous restrictive action. 

RICHARD A. MUSGRAVE 

University of Michigan 


Impét, Economie et Politique: Vol. 1, Presion Fiscale et Equilibre Econo- 
mique. By Grrarp Denove. (Paris: Presses Universitaire de France. 
1947. Pp. 406.) 

This is the first of a two-volume work by one of the younger economists of 
France, a professor at the University of Lille. It was written during a five-year 
captivity in a German prison camp, with the prison chapel the only available 
retreat, furnishing the quiet atmosphere necessary for reflection and writing. 
The author’s wife supplied the requisite documentary material not available 
behind barbed wires, in the form of copious notes which she prepared in the 
French university libraries. 

The work is strictly theoretical and is characterized by great scholarship, 
combined with broad and rigorous scientific reasoning. The first volume 
treats the economic aspects of taxation. The second is reserved to the treat- 
ment of its political and sociological aspects and to the presentation of a 
synthesis of the author’s ideas on the nature and effects of taxation in its 
several phases. _ 

Within the economic sphere the author is concerned primarily with the 
effects which any new tax or increase in existing tax, direct or indirect, has 
on the “economic calculations” and “economic equilibrium” of the individual. 
Any new imposition is regarded as a disturbance of a previously reached 
balance between production and consumption as well as in the choices of 
different types of consumption. The approach is marginalist throughout. 

The tax burden is considered in terms of the “pressure” exerted by 
taxation on “psychic income,” 7.¢., on the sum total of satisfactions obtained 
from the use of one’s monetary and commodity income. In fact, to make the 
distinction unmistakably clear the term “tax burden” (charge fiscale) is 
studiously avoided throughout the entire discussion and the less familiar term 
“tax pressure” (pression fiscale) is used instead. The exploration of this 
“fiscal pressure” on “economic calculations” and “economic equilibrium” of 
the individual is deemed to afford a key to an understanding of the relation 
of taxation to both economic and political life. 

The analysis throughout is qualitative. All statistical and quantitative ap- 
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proaches are designedly avoided. The main reliance is on the writings of 
Italian economists—Pantaleoni and others—who, in some respects, have 
carried the marginalist doctrine beyond the scope of the Austrian, English, 
and American margiialist schools. By way of introduction more than a 
hundred pages are devoted to an exposition of the modern marginalist theory. 

The possibility that the fiscal pressure prompts the individual to increase 
his productive effort, so as to offset the reduction in his income by the tax, 
is deemed to be limited. The more general result of reduction in consumption 
is believed to be effected in the case of a direct tax in accordance with von 
Wieser’s law rather than according to the postulates of the earlier marginalist 
theory. In other words, the reduction is believed to take place entirely in 
those types of consumption which offer least resistance to reduction and 
which also possess least utility, rather than equally at the margins of all types 
of consumption. This conclusion seems to the reviewer to be logical enough 
from a marginalist point of view in relation to the immediate impact of the 
tax, but not with regard to its ultimate effects. 

The pressure of an indirect tax is viewed as being identical to that exerted 
by a tax increase. It results in a recalculation by the individual of his marginal 
expenditures in accordance with the increased costs of taxed commodities and 
in the establishment of a new equilibrium of his expenditures all along the 
line. 

The fiscal pressure on general economic equilibrium in the society is also 
examined, with due accounting for tax shifting and evasion and for the influ- 
ence of demand as well as supply factors. But this general economic equi- 
librium is treated throughout as a product of individual economic calculations. 
Little attention is given to the effects of taxation on saving and investment. 
This is one of the weaknesses of the author’s analysis. 

Having developed his main theories of fiscal pressure in terms of marginal- 
ism, the author proceeds to test them in the light of other competing economic 
theories, drawing again in the main, however, on the Italian literature. He 
finds little substance in Pareto’s corrections of marginalist theory and par- 
ticularly in his substitution of functional activity for subjective value as a 
guide of economic activity. 

Next, the author compares the marginalist theories with the fascist economic 
doctrines developed by Arias, Carli, and Spirito. He characterizes as fanciful 
their claim that “social value” guides economic activity and that individual 
interest and state interest are identical. If it were true that “social value” 
takes precedence over personal interest in human economic motivation, then 
taxes would cease to be burdens and would take on the character of patriotic 
contributions made by individuals voluntarily and spontaneously. Some of the 
fascist economists claim that such actually is the nature of taxation in the 
corporative society. But the author denies that this is true in that type of a 
state any more than in the capitalist type. 

Finally, the sociological tax theories of de Viti de Marco and Einaudi are 
considered. According to these theories, the individual gives some considera- 
tion to the advantages he derives from public expenditures, which are made 
possible by taxes. The taxes accordingly assume the character of prices for 
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public services and enter into the individual’s economic calculations. The 
individual judges the relative advantages obtainable by him from a given 
public expenditure and a given private expenditure and registers his decisions 
as a citizen in the light of this comparison. The author denies that such a 
synthesis of satisfactions from private and public goods takes place in the 
mind of the individual. He finds in the compulsory nature of the imposition 
and in the lack of correlation between the amount of the tax paid by the 
individual and the amount of the benefit conferred on him by the govern- 
ment in return, a barrier to the consummation of this synthesis. Accordingly, 
he deems this extension of the marginalist doctrine to the field of public 
expenditures to the unwarranted. 

Thus, comparisons with the three doctrines mentioned confirm the author 
in his belief as to correctness of his marginalist theory of “tax pressure.” The 
author concedes, however, that there is in the marginalist theory an implica- 
tion of a pluralistic concept of society which may not be altogether accurate. 
He leaves, however, to the second volume the exploration of this question. 
He aims as far as possible to keep apart the economic aspects of taxation from 
its political and sociological aspects. He believes that a confusion of these 
domains is responsible for much of the current erroneous scientific thinking 
on the nature of taxation. 

It is obviously impossible from an examination of the first volume alone to 
arrive at a judgment of the value of the entire work. But there is enough of 
penetrating analysis in it to suggest that if the second volume is of equal 
quality, the work as a whole will be a useful contribution to modern tax 
literature. Nothing like it has appeared in either the English or the American 
public finance literature in recent years. An American reader accustomed to 
a more pragmatic and eclectic approach will not be satisfied by the author’s 
type of analysis. But he can gain much from reading the work nonetheless. It 
is an example of clear definitions of basic premises and development of logical 
and precise conclusions from them. It is heartening to find French economics, 
after a forced interruption of several years, come to the fore again with 
vigorous scientific contributions. 

PAUL STUDENSKI 

New York University 


Trouble Spots in Taxation. By Harotp M. Groves. Published for the Uni- 
versity of Cincinnati. (Princeton: Princeton University Press. 1948. Pp. 
105. $2.00.) 

This little book consists of five lectures delivered at the University of Cin- 
cinnati in 1946 under the sponsorship of the Taft Memorial Fund. The author 
considers, in elementary, nontechnical terms, the philosophical bases of some 
of the more controversial aspects of governmental activity and taxation. 

The net income tax is expected to be the principal source of tax revenues 
in the future. The author indicates his preference for a federal personal in- 
come tax with a broad base to insure adequate and stable revenues and keep 
up taxpayers’ morale but also with fairly steep progression to reduce economic 
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inequalities. The need for some averaging device to protect those with 
fluctuating incomes is emphasized. 

The increased use of income taxes by states and a fairly general use of a 
broad, flat-rate income tax by local governments is expected and looked upon 
with favor. The defects of this latter tax are recognized, especially when no 
personal exemptions are allowed, but it is considered to be the least undesir- 
able method of raising the additional revenues which local governments will 
have to find to get out of their present dilemma. Higher property taxes would 
be even less desirable even if they could produce the necessary revenues, 
which is doubtful. Sales taxes are undesirable because of their regressive 
nature, and further reliance on state and federal grants would endanger the 
independence of the local units. 

Advanced students of taxation will not find much that is new in these 
lectures. Those who are less familiar with the field will find discussed here, 
even though briefly in most cases, most of the conflicting ideas about our 
principal tax conflicts Lugether with the recommendations of one of the lead- 
ing authorities in the field as to policies which should be pursued. 


B. U. RATCHFORD 
Duke University 


Governmental Costis and Tax Levels. By Lewis H. KimmEL. (Washington: 
Brookings Institution. 1948, Pp. 153. $2.50.) 


This book brings up to the beginning of 1948 the author’s preliminary 
study of “Postwar Fiscal Requirements: Federal, State and Local,” published 
in 1945. A purpose of the study is to determine the validity of the contention 
that substantial tax cuts are compatible with a reduction in the national debt. 
In order to test this view, the author estimates maximum, minimum and 
probable expenditures in 1952, comparing them with the actual figures for 
1940 and 1946. It is emphasized that no position is taken on the level of 
expenditures that is desirable. 

Total federal cash expenditures for fiscal 1952 are estimated at a probable 
$26.0 billion, as compared with $56.7 billion in 1946 and $8.5 billion in 1940. 
Of these, expenditures for national defense are estimated at a probable $9.5 
billion as compared with $1.5 billion in 1940 and $45.0 billion in 1946. 
Veterans’ benefits will continue to rise, from $3.1 billion in 1946 to $4.4 
billion in 1952. Other large increases over 1940 are expected in the promotion 
of economic development ($3.1 as compared with $2.0 billion), interest on 
the public debt ($4.7 billion as compared with $882 million), and foreign 
loans and relief (estimated at $1 billion in 1952, which is, of course, only a 
guess). On the assumption of the continuance of a high level of employment, 
public assistance is estimated at $1 billion, which is well below the 1940 figure 
of $2.5 billion. The estimates, and the detailed considerations on which they 
are made, naturally invoke greater interest where past experience throws 
some light on probable future events, as in the case of veterans’ benefits and 
interest in the public debt, than where (defense expenditures and foreign 
loans) guesses have to be made several years in advance. 
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On the basis of the estimates of expenditures, the significance of tax reduc- 
tion programs is then assessed. Although the federal government has been 
able to build up surpluses under conditions of a continuing high level of 
employment in the postwar period, and despite the greater soundness of state 
and local finance since the war, the author cites three factors that threaten 
the maintenance of fiscal stability. These are the pressure for increased ex- 
penditures in some directions without effective pressure for reduction in others, 
demands for tax reduction, and the great dependence of our tax system on 
continued high levels of income for revenues adequate to finance a “probable” 
combined federal, state and local cash expenditure in 1952 of about $40 
billion. 

The pressure for heavy government expenditures may be expected to con- 
tinue. On the other hand, political developments subsequent to the publica- 
tion of this book have contributed to the belief that tax reductions cannot be 
sustained. The importance of the maintenance of full employment for fiscal 
stability can hardly be over-estimated, although somewhat more might have 
been made of the point that it is the high level of spending that makes a 
drop in employment unlikely. The author points out that, because of ramifi- 
cations throughout the economy, the greater the reduction in employment and 
production, the greater is the proportionate reduction in national income; it 
is stated that a reduction of only 20 per cent in output might cause a reduc- 
tion of national income of $50 to $60 billion, with devastating effects on tax 
revenues. 

The concluding chapters present useful information concerning federal, 
state and local revenue sources, social security finance, and the relation of 
taxes to national income. 

KENYON E. POOLE 

Northwestern University 


Money and Banking; Short-Term Credit 


Studies in the Classical Theories of Money. By Kart NEBYL. (New York: 
Columbia Univ. Press. 1946. Pp. xii, 190. $2.50.) 


It is the argument of this book that each economic period has its own 
money problem which arises out of the conditions of production existing at 
the time. But each period also inherits the terminology and the point of view 
of the preceding period and thus its approach to the solution of existing 
problems will be at least partly outmoded. 

Niebyl briefly traces the development in the functions of money from the 
middle ages to the classical period in the late eighteenth and early part of the 
nineteenth centuries. During the middle ages, the base of economic society 
was agricultural and the sale of goods was limited to a small group of people, 
largely confined to the courts, clergy, and the army. Money during this period 
had a limited significance, but with the development of manufacture during 
the mercantilist period money became a means of obtaining the one scarce 
factor, labor. The concern of the mercantilist with lack of money was based 
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upon an existing fact, “the gradual expansion of trade, originally made 
possible by the development of manufacture, encountered as its main ob- 
stacle the lack of a proportionally increasing fund of means of exchange” 
(p. 31). The lack of credit facilities forced the mercantilists to concern 
themselves with an increase of bullion in order to supply the needed liquid 
funds of the expanding economy. Hence the conditions were not favorable to 
the development of a quantity theory of money. 

The main concern of the book is the nature of the change in the theory 
of money arising from the development of an integrated economy accompany- 
ing the industrial revolution. This economy needed a monetary standard and 
a distributive mechanism whereby the social income could be allocated to the 
factors of production. The concomitant development of credit eliminated the 
need for any concern about the quantity of the precious metals. Economic 
relations could be expressed in monetary terms and hence furthered- the 
tendency of giving an independent status to monetary phenomena “. . . 
money was regarded as being imbued with a magic power which was supposed 
to be capable of adjusting and regulating the process of production according 
to the way in which money was consciously managed” (p. 98). This point 
of view which has characterized classical monetary thinking assumes that 
controls over money can be used as a means of exercising power over the 
economy irrespective of the social conditions of production. Niebyl disagrees 
with this dogma of classical monetary thinking. “No self-sustaining theory of 
money can actually be formulated. The monetary relations at any given time 
and the functions ascribed to them can be perceived only as a reflection of 
ever-changing reality” (p. 163). 

The above quotation can be looked upon as a kind of theme song for the 
the book. In the flyleaf of his book, Niebyl quotes a statement from David 
Ricardo’s High Price of Bullion that the same principles determine the supply 
and demand of bullion as determine those of other commodities, and a state- 
ment from Alfred Marshall asserting that the importance of currency is 
greatly overrated. If we are to deal realistically with contemporary problems, 
money should not be set up as having a relevance independent from the rest 
of economic reality. The author states it as his aim “to return monetary 
analysis from its present function as a guide book to economic post mortems, 
to a tool in the formulation of policy” (Preface). 

This book is an important and valuable contribution not merely to monetary 
science, for Niebyl recognizes no separate and independent status to this field, 
but to economics and the social disciplines generally. The influence of Karl 
Mannheim’s sociology of knowledge in the argument of the book is quite 
apparent. Mannheim in his Zdeology and Utopia indicates how the compart- 
mentalization of knowledge has led to distorted views of the totality of social 
reality. In his article on “The Need for a Concept of Value in Economics” 
(Quarterly Journal of Economics, February, 1940) Niebyl makes explicit 
his indebtedness to the sociology of knowledge. Indeed, this article makes 
explicit the author’s assumptions which are only implicit in the book. At a 
time when economic policy is directed to seek a flattening of the amplitude 
of the business cycle and to use conscious policy to maximize employment 
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and income, a book which broadens our insights into the limitations of the 
weapons at our disposal should make a distinct contribution. Are the tools 
with which we seek to cope with the faults of the capitalistic engine adequate 
to our purpose? May we not be trying to use tools which arose out of a past 
historical epoch and which are not suited to a cartelized and governmentally 
controlled economy? In our eagerness to achieve the desideratum of full em- 
ployment by the technique of fiscal policy, may we not be deluded by the 
specious independence of money in the economic process? 

Keynesians may be more sophisticated than Silvio Gesell, Major Douglas 
and others who have “gadget” approaches to the solution of contemporary 
economic problems; they are, however, likely to exaggerate the powers of 
fiscal control and to neglect the total aspect of the economy. Niebyl’s Classi- 
cal Theories of Money makes us aware of the origin of our monetary concepts 
and suggests the limitations of their use in our contemporary economy. 

The ideas presented in this book should have a wide audience among econ- 
omists and the lay public interested in the solution of economic problems. 
However, in the form presented it is unlikely that such will be the case. The 
obscurity of much of the language of the book denies easy access to ideas 
which should be better known and understood. The fact that the book was 
sent through the press while the author was serving with the United States 
naval forces in the Pacific may be an extenuating circumstance justifying the 
obscurity of language. It is to be hoped that the author will soon undertake 
a complete revision and clarify his meaning in order to widen his audience 
and influence. 

. VALDEMAR CARLSON 

Antioch College 


Studies in Financial Organization. By T. BaLocH. (Cambridge: University 
Press. 1947. Pp. xiii, 319. $4.50.) 


This book is the first product of a projected study of European monetary 
and banking systems and capital markets undertaken by the National Insti- 
tute of Economic and Social Research before the Second World War. It was 
near completion in 1939 and contains only incidental reference to develop- 
ments after that time. The author’s point of view is suggested by the following 
statements from the preface and conclusion: 


The conclusions will certainly seem too radical for those who hanker after a 
status quo which is inevitably lost and, perhaps, too conservative to those 
who believe that by exorcising the monetary and banking devil, by global 
monetary measures or by nationalizing the banking system, all our ills can 
be cured (p. x). 

A combination of progressive social policies with an increased rate of 
investment is not feasible without the State providing for collective saving. 
... There seems to be no bridge between the demand for marketable securities 
on the one hand and, on the other, the demand by scattered entrepreneurs for 
capital. . . . It seems more than probable that in view of the nature of the 
risks involved and the change in the character of saving—-due to the less 
unequal distribution of income—the function of equalizing supply and demand 
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on the long-term capital market is unlikely to be performed by private firms— 
issue and finance houses and investment trusts—unaided by some State 
intervention or agency (pp. 307-8). 


The book is divided into three parts, the first devoted to the British clearing 
banks, the second to the London money and discount market and the third 
to other banking and financial firms. The two earlier sections provide a careful 
description of the operations of the British financial system with detailed 
analysis of relevant statistical information. This material can be expected to 
render the book a principal source of reference for students interested in that 
phase of finance. In addition to the statistical data themselves, English 
financial statistics and practices are analyzed in a manner which will prove 
helpful in.their use and interpretation. It seems a pity that the lack of pub- 
lished statistical data necessitates elaborate statistical detective work in 
ferreting out information which is made available in this country as part of 
the routine of financial reporting. 

The last of the three sections combines an interesting but abbreviated 
account of a considerable number of financial institutions with a discussion 
of financial problems and developments, both national and international, 
between the wars. This analysis, and indeed that of the entire book, focuses 
in a critical examination of the long-term investment market in England. A 
major difficulty with respect to investment is said to lie in the decline in the 
willingness of British enterprise to undertake “risky” ventures, and not in any 
lack of willingness on the part of lenders to provide the funds currently 
demanded. In fact, undistributed profits alone were ample to finance the 
investment actually undertaken by industry in 1938. A second difficulty is 
in the organization of the capital market: financial institutions have failed 
to participate adequately in long-term financing; the expense of issue appears 
high; the record of capital issues undertaken in certain of the years between 
the wars was “more than lamentable.” 

The book contains considerable other current and historical information 
of interest to readers not primarily concerned with international finance or 
British banking and the London money market. There is, for example, a 
brief discussion of instalment credit, interesting information on relations 
between investment trusts and the banks, and a rather extended analysis of 
the system of export credit guarantees. Much of the material presented is of 
a rather technical character; the purpose clearly was to provide an authorita- 
tive reference book for specialists and advanced students. Some of the in- 
formation, such as that relating to the discussion of “window dressing” and 
methods of banking, is likely to prove of limited interest outside the British 
Isles. 

One of the most noteworthy features of the book is the author’s readiness 
to express forthright judgments on controversial questions, even when these 
judgments are of a highly critical nature. Methods of recruiting and training 
banking personnel are pointedly challenged. There is reference to lack of 
competition in the setting of rates and it is suggested that charges imposed 
by banks should be subjected to public regulation. British banking is 
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criticised on the basis of the maintenance of an excessive number of costly 
branches, the hostile relations existing among bankers, undue competition for 
foreign deposits, the manner of handling trust business, excessive costs of 
banking operations and the methods employed to recoup these costs, and 
the refusal of bankers to adopt more progressive policies, especially with 
respect to the financing of industry. 

This attitude of caustic appraisal appears all the more remarkable when 
it is recalled that the National Institute of Economic and Social Research is 
the English counterpart of the National Bureau of Economic Research. To 
whatever hazards it may expose the author and the Institute, it must be said 
that from the standpoint of the reader it adds materially to the interest of 
of the book. 

As is often the case with books relating to conditions abroad, valuable 
insight is provided, through the perspective thus afforded, into problems 
existing in this country. Some of these points have already been indicated. 
Others include such matters as the importance of psychological reactions to 
central bank policy; the influence of the Treasury in the control of credit 
(e.g., a “complete embargo on all capital issues” resulted from a mild request 
by the Chancellor of the Exchequer); the benefit afforded bankers by aban- 
donment of the gold standard—which they had strenuously opposed; the 
accommodation of banking operations to the reduced importance of com- 
mercial paper; the “fortunate” decline in the shiftability of bank assets; the 
“pureaucratization” of big business. 

On the whole, one is led to believe that, despite conspicuous contrasts, 
financial developments in England after 1914 show more resemblances than 
contrasts to the course of events in this country. 

C. R. WHITTLESEY 

University of Pennsylvania 


Federal Reserve Policy. By Kart R. Bopp, Rogert V. Rosa, CARL E. PARRY, 
WoopLIEF THomas, and RaLrH A. Younc. Postwar Econ. Stud. No. 8. 
(Washington: Board of Governors of the Federal Reserve System. 1947. 
Pp. 119.) 


This booklet is the eighth and last in the series of Postwar Economic 
Studies published by the Board of Governors of the Federal Reserve System. 
It contains four papers on Federal Reserve policy written by five men con- 
nected with the Board or the Reserve Banks. The views expressed are those 
of the authors and do not carry the official endorsement of the Reserve System. 

In the first paper, “Three Decades of Federal Reserve Policy,” Karl R. 
Bopp represents an excellent brief survey of the development of policy from 
1914 to 1944. He shows clearly that the Federal Reserve System has been 
far from a static institution. As originally conceived, it was to play a relatively 
minor role and its operations were to be determined largely by more or less 
automatic rules, such as those applicable to the “eligibility” of paper for 
rediscount, rather than by deliberate management based on official judgments. 
But this position could not be maintained in the face of powerful economic 
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events, such as World War I, the postwar depression, the turbulent boom of 
the ’twenties, the Great Depression, and World War H. The Reserve System 
has expanded its objectives and altered them from time to time, and it has 
developed instruments of control, sometimes belatedly, to deal with new 
situations. Mr. Bopp traces out these changes and makes a number of shrewd 
comments on the problems and techniques of monetary management. His 
paper is an excellent introduction to those that follow and serves to unify 
them. 

In the second paper, Robert V. Rosa of the Federal Reserve Bank of 
New York discusses the “Impact of War on The Member Banks, 1939-1946.” 
He describes not only the general rise of bank assets, deposits, and earnings, 
but also the great change in the composition of bank assets and the marked 
shifts of deposits and assets, both geographically and by size of banks. 

The third paper, “Selective Instruments of National Credit Policy,” 
written by Carl E. Parry of the Board of Governors, deals primarily with 
attempts to control stock-market and consumer credit. It outlines the events 
leading to the adoption of these instruments, our experience in their use, and 
the proper place of selective instruments in monetary management. 

In the fourth paper, “Problems of Postwar Monetary Policy,” Woodlief 
Thomas and Ralph A. Young, both of the Board of Governors, deal primarily 
with the problems of monetary management created by the war. The Reserve 
System finds itself in a dilemma. On the one hand, it is supposed to promote 
stability of business and prices, avoiding both inflation and deflation. On the 
other hand, it is presently saddled with the responsibility of supporting the 
prices of federal securities. With only its existing powers, it is at present 
unable, and may well be unable at other times, to accomplish both purposes 
simultaneously. The authors discuss this problem and evaluate several ad- 
ditional control powers that have been proposed for its solution. 

These papers are a very useful addition to the literature on Federal Reserve 
policy. They contain a number of points of interest to even specialists in the 
field, and they should be quite valuable for classroom use. 

LESTER V. CHANDLER 

Amherst College 


The Federal Reserve System-—Its Purposes and Functions, 2nd ed. (Wash- 
ington: Board of Governors of the Federal Reserve System. 1947. Pp. 
x, 125. Cloth, 75¢; paper, gratis.) 

In 1939, Bray Hammond and the staff of the Board of Governors of the 
Federal Reserve System prepared the first edition of this book of which 
161,000 copies were distributed. E. A. Goldenweiser is primarily responsible 
for the preparation of the second edition. It would be difficult to find a group 
better qualified to describe the changes in the internal workings of the Fed- 
eral Reserve System during this period as well as the changes in the philoso- 
phy of its administrative officers. 

The book is exceptionally clearly written and should prove to be very help- 
ful as supplementary reading for students in money and banking classes. It is 
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not intended as a comprehensive treatise on Federal Reserve policy, but its 
purpose is to describe and explain the functions and purposes of the system 
without attempting to appraise critically any policy of the Federal Reserve 
or other governmental agency or to evaluate their shortcomings. 

The new edition emphasizes primarily the broader objective of the system 
which developed over the years: “namely, to help prevent inflations and 
deflations, and to do its share in creating conditions favorable to sustained 
high employment, stable values, and a rising level of consumption” (p. 1). 

A new chapter, “Selective Methods of Regulations,” contains a discussion 
of the control of consumer credit and stock market credit. The conclusion 
reached is that such instruments can be a useful complement to the older 
and more general instruments since “they are flexible in themselves and can 
help to make credit policy in general more flexible” (p. 47). With changing 
conditions, it may well be that the “Federal Reserve must rely in part on 
selective rather than general methods of control and must also develop new 
techniques adapted to new domestic and world conditions” (p. 110). Another 
new chapter which deserves special mention is entitled the “Monetary Equa- 
tion,” a name applied to the relationship among gold movements, currency 
in circulation, Federal Reserve credit, and the volume of member bank re- 
serves. If this book is used as supplementary material for college sophomores, 
this chapter may be too compact—a shortcoming which can easily be over- 
come by the instructor. 

KENNETH Lewis TREFFIZS 

University of Southern California 


International Trade, Finance and Economic Policy 


Problèmes d Economie Internationale—Les Échanges du Capitalisme Libéral. 
By Jean WEILLER. (Paris: Presses Universitaries de France. 1946. Pp. 
232. 240 fr.) 


It is rather difficult to define exactly what sort of book Mr. Weiller has 
wanted to write. This is not a piece of research in the theory of international 
trade, as it does not contain any new conclusions or methods of analysis. It 
is not exactly a textbook, as basic problems like the determination of ex- 
change rates are omitted. In fact the book is essentially based on lectures 
delivered before graduate students and this probably explains why it tries to 
stimulate rather than to be conclusive. 

The author is under the spell of historical trends. His leading thought 
is that the system of international relations, which was one product of laissez- 
faire capitalism, has definitely come to an end. One of the purposes of the 
book, as he states it, is “to check the theoretical model against the historical 
model,” which means in practice to show that the classical theory of inter- 
national trade and finance no longer explains today’s world. The reader who 
looks for the theoretical model capable of explaining post-World War IT in- 
ternational relations, however, will be disappointed. We hope this will be the 
subject of another book. 
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The substance of the book is divided into three main parts. The first part 
describes the “Structural Conditions” of world trade in the nineteenth century. 
- It is mainly descriptive and historical, with a short exposé of the essence of 
the theory of international trade. The second part is devoted to “Equilibrium 
Factors,” meaning the gold standard and the dynamic of foreign investment. 
Part Three is labelled “Perturbations” and contains an analysis of the factors 
. which cause partial or general disequilibrium in balances of payments. 

The first part treads on rather well worn ground. It calculates the growth 
of international trade in the nineteenth century, and finds that it was char- 
acterized by increased vertical division of labor and financial expansion. The 
orthodox theory of international trade is summarized in such a way that the 
author’s attitude remains unclear, He seems satisfied that the principle of 
comparative costs is conducive to equilibrium, but what precisely is meant 
by equilibrium is not explained. In order to explain the formation of inter- 
national prices, as opposed to domestic prices, Mr. Weiller introduces the very 
unrealistic assumption that markets, previously without any communication, 
are suddenly thrown open; he then describes what would happen to prices 
and winds up with the statement that “to establish a lasting equilibrium, it 
is necessary that the adjustment of the two price scales be made at a favor- 
able level” (p. 78). The discussion of the role of the gold standard in inter- 
national monetary equilibrium runs according to the now traditional pattern 
of explaining first why gold transfers were supposed to maintain equilibrium 
in the balances of payments and then why they did not. A discussion of the 
foreign trade multiplier will be welcomed by the French public. The same 
may be said of the chapters on international investments. ‘They are by no 
means exhaustive, but show a much better understanding of the issues in- 
volved than is customary in French textbooks. 

The last part is the section of the book most useful to the reader. It 
analyzes the different types of exchange rate devaluation after World War I, 
and during the depression. The disturbing element of short-term capital in- 
vestments is very well described. Obviously, Mr. Weiller is more at ease in 
case history than in pure analysis, where his major weakness lies in the 
frequent use of loosely defined concepts. To give but one example: he blames 
the depreciation of the franc in the early 20’s for a “loss of substance,” the 
latter being evidenced by the rising export volume index. 

RAYMOND BERTRAND 
` Washington, D.C. 


Postwar Monetary Plans and Other Essays. By John H. Williams. 3d ed., 
revised and enlarged. (New York: Alfred A. Knopf. 1947. Pp. xii, 312, 
xviii. $3.50 net, $2.65 text.) 


This third edition, like the second revised edition which was published in 
January, 1945, presents some of Professor Williams’ most important essays, 
statements, and testimony on the international and domestic aspects of 
monetary policy, and on international trade theory and policy. As its title 
implies, it contains a considerable amount of material that was not included 
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in the 1945 edition. There are three additional essays in the body of the book. 
These are “International Trade with Planned Economies: The ITO Charter,” 
which was originally delivered before the Academy of Political Science in 
April, 1947; “The Bretton Woods Agreements,” which was delivered before 
the same Academy in April, 1945; and “Economic Lessons of Two Worid 
Wars,” which appeared first in the October, 1947 issue of Foreign Afairs. 
The appendices to this edition are composed entirely of materials that did 
not appear in earlier editions. They contain Professor Williams’ July, 1947 
statement on the Employment Act of 1946 before the Joint Congressional 
Committee on the President’s Economic Report, his June, 1945 testimony on 
the Bretton Woods Agreements Act before the Senate Banking and Currency 
Committee, the text of the Bretton Woods Agreements Act of 1945, and the 
text of the Anglo-American Financial and Commercial Agreements of De- 
cember, 1945. On the other hand, all the materials that were included in the 
appendices to the second edition have been omitted from this one. These 
contained the texts of the Bretton Woods Agreements and three earlier drafts 
of the British and American stabilization plans. 

The emphasis in these essays is on international economics. Only three 
essays deal with domestic fiscal and monetary policy, while thirteen deal with 
many aspects of international trade and finance. The most timely of these 
are the six essays on the Bretton Woods institutions, one on the ITO, and 
one on the Marshall Plan, 

After reading these essays, one must admire Professor Williams’ powers as 
a critic of theories and of proposed solutions of specific economic problems. 
He distrusts not only specific theories and attempts at model-building, but 
also, one suspects, the value of theories and model-building in general. Many 
of his criticisms of existing theory are acute and should receive the close 
attention of those who are too prone to believe that their formulations are 
both accurate and adequate. His criticism of suggested public policies are in 
general no less telling. He is not by any means an advocate of an automatic 
` laissez-faire system; he recognizes that the government must intervene in 
many ways in order to make the economy work satisfactorily. Yet he is at 
his best in pointing out the shortcomings of proposed measures, usually con- 
tending that they are based on oversimplified theories and are unlikely to 
succeed. 

We should be grateful to Professor Williams for his penetrating criticism; 
it helps us to avoid errors in theory and public policy. Yet without deprecating 
his constructive criticism, we do wish that he would more frequently offer 
positive contributions. Those of us who believe in the usefulness of theory 
would like to see him use his great knowledge and experience to formulate 
theories that would more accurately describe the functioning of the economy. 
And we would like him to supplement his criticisms of proposed public policies 
with suggestions of positive programs that would be both appropriate and 
adequate for their purposes. Only by offering such positive suggestions can 
a man of Professor Williams’ standing escape the danger of supplying un- 
intentional aid to those obstructionists who would do “too little too late.” 

In his later essays as well as in earlier ones, Professor Williams opposes 
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the early establishment of the International Monetary Fund. He is enthusiastic 
about the World Bank, but he believes that the Fund should not be 
established and put into operation until the end, or near the end, of the 
transition period, and that even then it should be altered in several respects. 
He supports his position with several closely related arguments, only a few 
of which can be noted here. In the first place, he believes the Fund can be 
of little use during the transition period while widespread exchange controls 
remain in force; it is designed primarily for use in a world of relatively free 
multilateral payments, at least on current account. In the second place, he 
believes it wise to use a “key currency” rather than a “global” approach. 
He would begin by assuring the interconvertibility of the two great moneys 
in international transactions—the British pound and the U. S. dollar—and 
tackle the problem of other currencies later. He states repeatedly that the 
British balance-of-payments problem should be solved first and that we may 
become so preoccupied with the Fund that we will fail to deal adequately 
with this problem. In the third place, he fears that at least the dollar assets 
of the Fund- may be depleted to meet requirements during the transition 
period, thereby jeopardizing its chance of success in the longer run. And in 
the fourth place, he finds fault with several of the technical provisions of the 
Fund plan, 

Many economists will disagree with Professor Williams’ judgment as to 
the desirability of postponing the establishment of the Fund, believing that 
it was wise to get the Fund into operation before the spirit of international 
cooperation ebbed, and that the Fund is serving as a useful medium for 
international consultation and cooperation. But even those who disagree with 
his judgment will be interested in his discussion of the kinds of problems faced 
by the Fund. 

The essay on the ITO emphasizes that we cannot simply turn the clock back 
and restore relatively free multilateral trade on pre-1914 principles. Any 
workable plan for restoring world trade must be based on a recognition of 
the serious problems of the transition period, of the greatly altered role of 
England in world trade and finance, of the rise of national economic planning, 
and of the industrial development of many countries which used to be largely 
agricultural and imported most of the manufactured goods that they con- 
sumed. He emphasizes that the plan should be evolutionary and flexible 
enough to allow for differences in national policies. 

The essay, “Economic Lessons of Two World Wars,” discusses the Marshall 
Plan in light of experiences following World War I and of current economic 
conditions. Professor Williams favors substantial dollar aid but contends that 
dollars cannot be the sole or even the principal remedy and that most of the 
solution must be supplied by Europe itself. 

In his statement on the Employment Act of 1946 and in several essays, 
Professor Williams supports monetary-fiscal policy, and especially fiscal policy, 
as an aid to economic stabilization, But he supports it cautiously, pointing 
out its limitations and warning that it should be accompanied by many other 
measures that will help private industry bear the major part of the burden of 
providing high and stable levels of employment, 
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A short review cannot bring out the many other points dealt with in this 
collection of essays. The book does not offer a systematic treatment of mone- 
tary and fiscal policies and of international economics, but it is nevertheless 
an important contribution to thinking on issues and policies in these fields. 

Lester V. CHANDLER 

Amherst College 


International Trade—Tariff and Commercial Policies. By ASHER ISAACS. 
(Chicago: Richard D. Irwin, Inc. 1948. Pp. ix, 838. $5.00.) 


The author offers the following prefatory explanation of the fact that he 
adds another book to the shelves of an already crowded library of works 
dealing with international economic relations: “The present volume has been 
written with a new approach, not only to portray the principles and policies 
of the subject but also to orient the subject in terms of history, geography, 
politics, international law, human relations, and economics. In the process, 
it is hoped that the student, too, will be oriented and will tie together his 
experiences and his education into a workable whole. The text stresses the 
two-sided nature of international trade, showing repeatedly how the act of one 
nation affects another. It approaches the subject of the tariff and tariff 
arguments in an original manner by printing for the student, and later analyz- 
ing, the planks on the subject from each party platform. All through the book 
the author has sought -to do more than offer another book on trade.” . 

This reviewer happens to share the author’s view that ideas and policies 
are fully understood only as part of the broader framework indicated above. 
Neither the history of the tariff, nor for that matter the history of any other 
economic institution and idea, can be satisfactorily analyzed if no endeavor 
is made to place and comprehend them within the context of the economic, 
social and political situation as well as the general stream of ideas in which 
they arose and of which they are a part. For this reason I approached the 
task of reading and reviewing the book with great expectations and consider- 
able hopes. Unfortunately these expectations remained in part unfulfilled. 

In the first place, despite its general title the book selects for special study 
only one phase on international trade, namely the tariff policies of the major 
countries of the world. That is to say, after a general introduction dealing 
with the history of foreign trade and international trade policies in ancient, 
medieval, and modern times and several chapters designed to survey the evolu- 
tion of international trade theory from mercantilist doctrines to Friedrich 
List, the main part of the book (pp. 171-566) describes, country by country, 
the trade relations and tariff policies of each major commercial nation of 
the world. Only the last part of the book introduces trade controls and 
restrictions other than tariffs such as exchange controls, clearing, compensa- , 
tion and barter agreements, and quota systems as well as various forms of 
administrative protectionism. As a result of this organization of the book 
which separates the tariff from other restrictions, different manifestations of 
modern protectionism are not only insufficiently coordinated but repeatedly 
references to concepts and terms related to monetary and foreign exchange 
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problems as well as to modern quantitative methods of control in the earlier 
parts of the book remain unexplained. This method of exposition is likely 
to have serious limitations, especially for the elementary student for whom 
the text evidently was written. 

More important, however, than these shortcomings inherent in the structure 
and exposition of the work are certain limitations which derive from the failure 
to carry out the original declared objective of approaching the subject of com- 
mercial policy in a comprehensive manner, ż.e., with reference to the social, 
political, economic, geographical and legal factors which shaped it. The 
author’s general interpretation leans toward Friedrich List’s dictum that 
different stages of economic development call for different commercial policies 
and that the modern history of tariff protection reflects primarily various 
degrees of industrialization in different countries. At the same time, Professor 
Isaacs hints at the correlation between general business depressions with 
low prices and the success of protectionist drives especially in the United 
States (pp. 319-20); he also mentions the relationship between industrial 
concentration and protective tariffs. But in presenting the actual tariff history 
of various countries the author proceeds with a minimum of interpretation 
in terms of either List’s hypothesis or the depression or the monopoly argu- 
ment. In fact, the whole study suffers from a general disinclination to theo- 
rctical interpretation; the treatment remains largely descriptive with a gener- 
ous sprinkling of quotations from divers authors, party platforms, other 
illustrations and occasional statistical references. Even if contemporary tariff 
controversies are not conducted in logical and economic terms but often 
proceed at the level of a partisan debate, and if the actual influence of 
“academic scribblers” is much smaller than Keynes believed, it would appear 
that a predominantly descriptive and chronological account of the history of 
the tariff in terms of an analysis of vested interests and party platforms is at 
best only the first step toward a more penetrating analysis of the fundamental 
relationship between the general economic and international situation and 
protectionist measures to which the former gives rise. What can be done along 
these lines, providing at the same time a comprehensive framework of analysis 
of domestic and international financial developments measured in terms of 
national income, was demonstrated a few years ago by H. B. Lary’s study 
The United States in the World Economy, published by the U. S. Department 
of Commerce. 

Moreover, students who do not bring an unusual background of historical 
knowledge to the study of tariff policy are likely to find the author’s refer- 
ences to events of political and diplomatic history insufficiently enlightening 
as a method of relating tariff history to politics, diplomacy, history, and 
international law. A more selective approach with a certain measure of gen- 
eralizing (7.¢., theoretical) interpretation in terms of one or several provi- 
sional hypotheses would have furthered the cause of “interdepartmentaliza- 
tion” in this field of social studies more than the author’s attempt at complete 
chronological coverage of every single tariff act. 

Apart from these limitations Professor Isaacs’ International Trade provides 
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a rather complete collection of data concerning the tariff history of a maxi- 
mum number of countries and as such may serve as a useful reference work 
for students interested in this field. 
K. WILLIAM KAPP 

Wesleyan University 


International Payments: A Science. By Ray Ovip Harr. (Washington: Stor- 
age Bookshop. 1946. Pp. 124. $4.00.) 


The Bureau of Foreign and Domestic Commerce compiles annually a 
Balance of International Payments of the United States which, by the nature 
of its construction, is expected to actually balance—that is, add to zero. In 
every year that the Balance of Payments has been compiled, however, it has 
failed to add to zero. There has remained a net discrepancy labeled “other 
transactions and residual” which the Bureau describes as being due to errors 
and omissions in the collection of the data. 

In his latest book, Dr. Hall proposes a technique for quickly discovering 
which of the main elements of the Balance has caused this net discrepancy. 
The procedure is as follows. The Balance of Payments for a given year is 
divided into four accounts—trade, capital, gold, and miscellaneous. These 
four accounts are then compared with the like accounts in the Balances for 
each of several other years. The difference, or fluctuation, in a given account 
between any two years is known as a “variant.” 

If the four main accounts in any Balance of Payments are to add to zero, 
they must conform to certain tests known as “size limits” and “sign limits.” 
These are simply logical relationships necessary to the internal consistency 
of any four-element equation, the sum of whose elements is zero. But if these 
size and sign limits are applicable to individual balances, they are also ap- 
plicable to the differences between such balances. Hall therefore applies his 
tests to the variants, or fluctuations, between Balances for different years. 

When the tests are applied to the variants: between any two years it will 
frequently happen that two of the four variants could not logically bear the 
size or sign relationship to each other which they do in fact bear according 
to the Bureau’s figures. There is, then, what is called a “joint-error.” If the 
joint-errors, secured by applying size and sign limits to the variants betweén 
a large number of years, repeatedly involve one of the four variants, that 
variant is convicted of having given rise to the discrepancy. The appropriate 
account in the balance of payments of the year under examination is then 
adjusted so as to bring the variant within the size or sign limit which it has 
violated. 

There are, however, balances from which no joint-error can be wrung by 


‘Hall tacitly agrees with the Bureau that the discrepancy is due to statistical errors 
rather than to theoretical errors. The present reviewer has shown in an article in the June, 
1941 issue of the American Economic Review that the Bureau’s theoretical method is 
incorrect and that, even in the absence of statistical errors, there is no reason to suppose 
that the Balance of Payments will add to zero. 
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applying the tests directly. For these recalcitrant balances, Hall proposes 
special techniques, discussed in the later chapters of the book, which “force” 
joint-errors to the surface. While these later techniques introduce new 
. methods of preparing the data they employ the same basic approach as that 
used with size and sign limits, ż¿.e., they depend for their validity on the ap- 
plicability of the logical relationships of a four-element equation, the sum 
of whose elements equals zero. 

The new technique which this book proposes under the name Four Ele- 
ment Analysis is, in my opinion, completely invalid. The technique consists, 
as has been explained above, in isolating so-called joint-errors. Unfortunately, 
it appears that whenever a joint-error is isolated, the two variants which are 
thus said to be in error are so only on the assumption that the otker two 
variants are correct. It would be quite possible to bring all variants within 
the size and sign limits by adjusting, not those variants which initially violate 
the limits, but those which do not violate the limits. A joint-error may there- 
fore be eliminated, as the author himself states, “by charging enough of Dis- 
crepancy to any account whatever.” 

Dr. Hall admits that most of his tests will not discover errors in the 
smallest of the four variants. He is reassured, however, by the observation 
that the smallest element could not have been understated by the Bureau 
because in most cases its sign offsets that of discrepancy and an upward 
adjustment in the smallest element would therefore throw the balance more 
than ever out of balance. This reasoning js valid only on the assumption that 
all elements except the smallest in the Bureau’s figures are correct. 

The most fundamental error in Hall’s analysis is that it depends, at almost 
every step, on the assumption that both the magnitude order and the sign 
relationships of the four accounts as recorded in the Bureau’s figures are the 
same as those of the real world. If the size and sign relationships of the 
variants in the Bureau’s figures are different from those in the real world, 
then Hall’s tests, it is true, will produce internal mathematical consistency in 
the balance. But of what advantage is such consistency if it may be produced 
by making the Bureau’s figures still more unlike those of the real world than 
they were in the first place? In what the author calls a Pattern B equation, 
for instance, he is justified in adjusting the largest and the second largest of 
the Bureau’s figures until the latter is at least one-half the former only on 
the assumption that the two accounts held to be the largest by the Bureau 
actually are the largest in the real-world balance. If the Bureau’s largest 
figure ought instead to have been the smallest figure, there is no mathematical 
or other reason to expect it to bear the relationship to the second largest 
figure which Hall’s adjustment will force it to bear. 

Apart from its logical fallacies, the book suffers from a rather jumpy and 
difficult style. It is not in any respect the equal of Dr. Hall’s more interesting 
International Transactions of the United States. 


Gorpon W. McKINLEY 
Ohio State University 
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Foreign Assets and Liabilities of the United States and Its Balance of Inter- 
national Transactions. A Report to the Senate Committee on Finance 
by the National Advisory Council on International Monetary and Finan- 
cial Problems. (Washington: United States Government Printing Office. 
1948, Pp. 177.) 


This report, prepared in response to a Senate resolution, contains informa- 
tion relating to the international economic and financial relations of the 
United States which will prove invaluable to economists working in the 
international field. It contains 49 tables, some of them quite detailed, with a 
text which is correctly characterized as “primarily descriptive, not analytical.” 
Much of this information has not appeared before or has not been brought up 
to date for a long time. The great value of the report as a source of informa- 
_ tion is best indicated by a summary of its contents. 

Chapter I gives a complete record, by countries, of all loans and other 
financial assistance to foreign countries by the United States government from 
1914 to June 30, 1947, including their repayment status and the amounts 
outstanding, utilized and unutilized on the latter date. 

Chapter IT is devoted to statistical data regarding the creditor-debtor posi- 
tion of the United States. Data on American-owned assets in foreign countries 
are given for 1914, 1933, 1940, 1943, and 1946, while the value of foreign- 
owned assets in the United States is given for 1914, 1937, 1941, 1946, and 
1947. This chapter also includes a table showing the gold and short-term 
dollar balances of foreign countries on June 30, 1947. After pointing out that 
the amount of reserves a country needs depends on a variety of considera- 
tions that cannot be put into a general formula, the report mentions that 
rough estimates of the adequacy of reserves have been made. Minimum re- 
quired working balances are assumed to be equal to three months interna- 
tional payments on current account while minimum required monetary re- 
serves are taken to be represented by a figure of 25 per cent of the note and 
other demand liabilities of the central bank. The crudity of such estimates is 
recognized not only in the text but perhaps most significantly by the fact 
that the report, after talking about these calculations, fails to reproduce their 
results. The report discreetly mentions only a few countries which have re- 
serves in excess of requirements thus estimated. 

Chapter III is devoted to the legal status of American investments abroad. 
It includes an analysis of treaties with foreign countries affecting the rights 
of United States nationals to do business abroad and a brief summary of the 
default status of foreign bonds sold in the United States. 

Chapter IV contains data relating to the 1939 and 1946 per capita debt, tax 
burdens and national incomes of all the countries for which such data could 
be obtained. The national income figures, based on the recent work of Dr. 
J. B. D. Derksen of the United Nations Secretariat and upon other data 
reported by the United States consular service, cover a larger list of countries 
than any single list that has come to my attention. 

Chapter V, which relates to the international transactions of the United 
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States shows, for the first time in the new standardized form, the main 
components of the balance of payments from 1914 to mid-1947, This chapter 
also contains two detailed tables on the destination of our exports and source 
of our imports in 1914, 1932, 1939, and 1946, and by major commodity 
groups for all but the first of these years. Other tables in this chapter show 
the terms of every foreign credit extended by private U. S. lenders from 
June 30, 1945 to July 1, 1947, and postwar international loans made by 
Canada, Sweden, Switzerland, the Latin American countries, and by private 
British lenders. 

The final chapter, a two page statement relating to the problem of servicing 
the foreign debt to the United States, concludes that interest and amortiza- 
tion paid by foreign countries “should” amount to between 1.2 and 1.4 
billion dollars by 1952, excluding any debt service involved in the European 
Recovery Program. 

WALTER S. SALANT 

Washington, D.C. 


Free Trade—Free World. By Oswatp Garrison VILLARD. (New York: 
Robert Schalkerebach Foundation. 1947. Pp. x, 278. $3.00.) 


Although the author of this volume “is well aware that freedom of trade 
alone will not insure world peace,” he is thoroughly convinced that “there can 
be no lasting peace unless there is freedom of trade.” His arguments are the 
familiar ones but clearly and vigorously stated. The history of protectionism 
is a disheartening one. Most of the arguments advanced in its support can 
be convincingly answered and Mr. Villard in his customary vigorous way has 
done so. His style is readable and much of his illustrative material is up-to- 
date. 

Yet something is lacking. It is, of course, possible that selfish interests 
have been able to bamboozle the public or even buy legislators not only in the 
United States: but in other countries so continuously and so generally that 
protectionism is fully explained by the recital. On the other hand, there may 
be explanations that ought to be recorded. For example, shall we say that the 
British were enlightened for a century or more but have suddenly become 
obtuse, while we in the past were stupid but have just recently become aware 
of the merits of free trade? 

The recital seems incomplete and we wish that Mr, Villard had presented 
his views on several matters. First, is the puzzling fact that so many who 
adhere to nineteenth-century “liberal” views on foreign trade are among the 
“progressives” who press for more socialization within each country. If in 
the more limited domestic area a lack of control is objectionable, may not 
something be said for conscious controls in the larger world field? For the 
present, at least, there is no world authority to assume this responsibility a 
a recital of the fallacious arguments used and of the “buying and selling” i 
tariff-making is not an explanation. 

Second, there is the current insistence that monoculture countries are at a 
peculiar disadvantage and that many of them whose income levels are low 
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and highly unsteady may raise their incomes and perhaps stabilize them ap- 
preciably by diversifying production, particularly by industrialization. 

Third, is the popular slogan of full and continuous employment of the 
factors of production, particularly of the labor factor. Many economies are 
so exposed to external influences that in the absence of insulating devices of 
some kind they can not attain, or at least not maintain, the full employment 
that is being called for. 

It is well to have Mr. Villard’s vigorous and readable survey. Such forceful 
presentations are helpful in dissipating the crude views so widely held. With 
trade barriers so high that many cannot be defended by any reasoning, his 
method of attack may accomplish more than would a carefully balanced treat- 
ment. But we live not in “one world” but in two or in many. We are inter- 
dependent but at the same time sharply divided. As industrialization pro- 
ceeds, instability increases. Something other than laissez-faire is being de- 
manded. 

ERNEST MINOR PATTERSON 

University of Pennsylvania 


Public Contro! of Business; Public Administration; 
National Defense and War 


A National Policy for the Oil Industry. By EUGENE V. Rostow. (New Haven: 
Yale Univ. Press. 1948. Pp. xvl, 173. $2.50.) 


Professor Rostow’s monograph is more in the nature of an exposition and 
defense of a thesis than an analysis of facts and test of hypotheses. Though 
the text runs to 150 pages, divided into five parts and fifteen chapters, Parts 
II and III, covering 70 pages, comprise the meat of the argument. These two 
sections deal, respectively, with production controls and market controls. 

After an introductory section surveying the structure of the industry and 
the elements of oil law, the author plunges directly into a critique of the 
theory and practice of prorationing. His contention is that the system, based 
as it is on Bureau of Mines estimates of market demand, “can make little 
or no contribution” (p. 34) to genuine conservation. The primary objective 
of prorationing, as he sees it, is not to conserve oil but to stabilize oil prices. 
Production control as it actually operates is merely a camouflage for monopo- 
listic restriction of supply. 

The argument along these lines may not be novel but it is cogently pre- 
sented. With lawyer-like resolution to “win his case” at all costs, Professor 
Rostow minimizes (a) the threat of dissipation or exhaustion of reserves, (b) 
the wastes that proration does avert, and (c) the difficulties that confront 
any effort to regulate efficiently recovery of a hidden, fugacious resource like 
oil, even without divided ownership, and a fortiori to do so under circum- 
stances necessitating an apportionment of recovery rights among several 
owners of overlying tracts. Nevertheless, the author’s bristling, not to say 
blistering, attack on pseudo conservation—and incidentally on courts and 
legislatures, for sanctioning the whole bogus system—is a challenging in- 
dictment. 
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The section on market-control techniques (Part ITI) reviews the develop- 
ment of concentrated control of pipe lines, their use as “plant auxiliaries,” 
and the long, sorry story of the attempt to transform them into common 
carriers. The author ‘declares that the dominant position of the major oil 
companies in refining rests only in small part on technical advantages and 
superior research facilities. He apparently assesses lightly the importance of 
collaboration among the major companies in guiding and subduing to their 
joint interests advances in the refining art. Professor Rostow attributes their 
preponderance in this branch of the industry mainly to their integrated 
structure, to the monopolistic leverage their ownership of pipe lines and well- 
developed distribution systems gives them. 

In marketing gasoline, the author concedes, in effect, that concerted action 
among the majors has played a part in price-making. But in his view the 
- primary and sufficient basis for market control and monopolistic pricing is a 
situation characterized by fewness of sellers, product “differentiation,” aggres- 
sive advertising——in a word, conditions of imperfect competition. He does not 
question the premises of the Chamberlinian school of theory. He is surely 
right, however, in asserting (p. 76) that “The manifest wastes of ... [non- 
price competition] ... raise the question whether in many cases monopolistic 

competition may not be more costly than monopoly itself.” 

Having rejected proration (Part IL), Professor Rostow plumps for utiliza- 
tion (Part V). Though he favors the exploitation of each field, or pool, as a 
unit, voluntarily if possible, compulsorily if necessary, he makes no serious 
attempt to analyze the practical prospects or the economic implications of 
inter-pool competition. And he entirely ignores the knotty problem—which is 
not to say that it is necessarily an insoluble problem—of finding an equitable 
basis of apportioning shares in a “unitized” pool. Moreover, the author’s 
penchant for overstatement and didacticism detracts from the persuasiveness 
of his argument. Such unqualified statements as that unitization is “the 
ideal procedure geologically” (p. 120) and “the only form of production con- 
tro] compatible with the public interest” (p. 119) may “swing juries” but they 
will hardly carry conviction among serious students of the conservation prob- 
lem. Of course, Professor Rostow may be right. But to reject without exami- 
nation or inquiry the possible advantages of alternative policies—for example, 
to mention only one, nationalization of sub-surface mineral rights—is to 
leave one’s self open to the charge of cavalier conceit. 

Having rejected monopolistic competition (Part III), the author boldly 
proposes disintegration (Part V). In advocating divorcement of pipe lines 
he is on firm, indeed well-trodden, ground. Furthermore, the author at least 
addresses himself to the possible grounds of objection to dissolution of the 
major oil companies on a grand scale, including the separation of marketing 
systems from refineries, though his discussion of the issues (pp. 142-44) is 
neither exhaustive nor free from ipsedixitism. 

These comments should not be construed as an indication of the re- 
‘viewer’s radical disagreement, or even lack of sympathy, with Professor 
Rostow’s position, in whole or in part. He has written a challenging essay. 
If it helps to arouse the public to the crisis to which the waste of an irreplace- 
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able natural resource—and apathetic acceptance of the status quo in oil—is 
leading, it will serve a useful purpose. It will even more handsomely ‘have 
honored its author, if it goads Congress to action—even negative action, 
such as the rescission of its improvident benediction on the Interstate Oil 
Compact or the termination of its passive acquiescence in the prostitution of 
the research and public-information-dissemination functions of the Bureau 
of Mines. 
Myron W. WATKINS 
New York, N.Y. 


Open Markets: An Essential of Free Enterprise. By VERNON Munp. (New 
York: Ilarper. 1948. Pp. xi, 272, $3.00.) 


For many years Professor Mund has been a vigorous champion of free 
competitive markets and an uncompromising critic of all forms of monopo- 
listic pricing practices. In this book he carries forward his attack by what the 
preface declares to be a historical survey of the rise and decline of open 
markets in Europe and in the United States. From this survey he concludes 
that “free and open markets are an indispensable condition of competitive 
prices and free enterprise.” He then advances the proposal that free and open 
markets be created by public action in order to break the shackles of monopoly 
which in large measure is responsible for the excess capacity and recurrent 
unemployment in modern industry. 

By “open markets” Mund means the type of arrangements that character- 
ized the mediaeval fairs. “The distinguishing features of a market as de- 
veloped in English law were: first, a concourse of buyers and sellers at a 
particular place; second, the making of transactions openly and publicly; 
third, the freedom of all persons to participate in trading; and fourth, the 
physical presence of the goods where they are to be sold” (p. 51). The estab- 
lishment of these markets from time immemorial, under Roman and common 
law, was a prerogative of the king or state. The rules forbidding forestalling, 
engrossing and regrating were designed to eliminate every form of monopoly. 
Open markets reached a considerable stage of development in the ancient 
world but disappeared under the Roman Empire because a few people were 
able to use the all-powerful state to further monopoly for their own private 
advantage. 

The rise of the mediaeval towns resulted in the development of the market 
system which reached its epitome in Europe in the fifteenth century. This 
apparently led to a state of prosperity and well-being that was almost idyllic 
(p. 23). This came to an end, however, with the rise of the modern state 
which promoted monopolies in order to secure financial favors. “. . . if it had 
not been for the financial interest of the new states, the monopoly system 
undoubtedly would not have developed” (p. 31). 

In the United States, Mund finds that formal wholesale markets for basic 
commodities developed on an extensive scale during the nineteenth century. 
They “developed both as publicly organized institutions and independent 
centralizations of dealers in particular localities” (p. 128). They embraced 
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practically all agricultural products as well as the various metals including 
iron and steel. In Mund’s opinion the great primary and central markets 
insured an open, active market competition and publicity on prices. This 
market system disappeared in the United States, however, just as it did in 
Europe and, according to Mund, for the same reason. Monopolistic com- 
-binations brought about the downfall. The failure of the anti-trust laws to 
deal with the problem was, in Mund’s judgment, the result of two things: 
(1) until recent years.a majority of the Supreme Court were men who had 
made a distinguished record as corporation lawyers and were unwilling to 
disturb the interests which they had been serving; and (2) the chief execu- 
tives of the government have shown little interest in vigorous enforcement, 
the reason most commonly suggested for this being “the seductive influence 
of substantial campaign contributions” (p. 232). 

In setting forth the essentials of a free competitive system, Mund empha- 
sizes the need of insuring the right of enterprisers to compete without being 
excluded by more powerful rivals or subject to their control. To this end, 
he would confine the ownership of production facilities to a single plant at 
a single location. He would also have the government restore the rules and 
customs of open markets in our basic industries. He would require depositories 
or licensed warehouses for the metals and many of their products and for any 
other product “which is uniform or similar in quality, readily standardized, 
durable enough for storing, and free from price or production control” (p. 
240). The warehousing company would issue negotiable warehouse receipts 
to producers placing their products in storage. The initiative for this program 
should come through Congress. It would be reinforced by a dissolution of 
monopolistic mergers; the abolition of all spatial discrimination; the strength- 
ening of section 7 of the Clayton Act; and revision of the patent laws to 
prevent patents from being used to monopolize an industry. 

The book was written to serve as an inductive basis for a solution of the 
economic problem of monopoly in the American economy. Mund has used 
a wide array of sources but as a historical survey it does not seem to be an 
adequate chronicle of competition and monopoly. Mediaeval markets were 
only one part of the economy and the endeavor to demonstrate the steady 
decline of competition and the continuous rise of monopoly since the 15th 
century is not convincing, to say the least. The changing nature of competi- 
tion is not dealt with and the highly competitive conditions of the 19th cen- 
tury are largely ignored. 

One notes also a complete lack of analysis of the effects of changing tech- 
nology and the widening of the trading areas on markets. The growth of mar- 
kets from local to the national and international level is not dealt with and 
the highly complex modern economic structure with its effects and problems 
is not analyzed. To Mund, all forms of monopoly (including oligopoly) are 
the result of sinister influences and spatial problems of pricing are no business 
of the seller. Price policies have no place in his scheme of control. 

In this reviewer’s judgment, the study of markets is much more complicated 
than that set forth in this book. Competition has more facets than is ex- 
hibited in produce markets; market structures are bound to change under 
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the impact of profound technological developments. Combinations are not 
solely the result of monopolistic intent; the factors making for internal growth 
cannot be ignored; and the pricing of standardized commodities is only one 
phase of the problem of competition and monopoly. 

Mund rightly emphasizes the continuous problem of competition sai 
monopoly and therefore the necessity of a public policy that is constantly 
alert to the pressures to limit competition. The latter does not operate in a 
social vacuum. It is institutionally conditioned and can be maintained only 
by a continuous adaptation of regulation and public policy to changing con- 
ditions. Nor is competition a static concept. An inductive study needs, there- 
fore, to portray the changing nature of competition. To assert, however, that 
this change is solely the result of monopoly and of combinations formed with 
monopolistic intent is scarcely in keeping with the facts. A careful analysis 
of all the forces affecting markets in a developing economy would have thrown 
more light on the issues. 

Dupity F. Pecrum 

University of California, Los Angeles 


Mining; Manufacturing; Construction 


The Steel and Steel-using Industries of California. By E. T. GRETHER and 
others. (Sacramento: California State Printer. 1946. Pp. viii, 408.) 


World War II left our far western states a huge legacy of new iron and 
steel-making facilities—over two times the amount available in 1940 in pig 
iron and (the equivalent of) 130 per cent of prewar capacity in steel ingots. 
As a result, widespread speculation has arisen concerning the outlook for 
employment of these resources in the postwar world. In this study, the Uni- 
versity of California’s Bureau of Business and Economic Research, for the 
purpose of shedding light on this matter, has undertaken to sketch prewar 
trends, summarize conditions as of mid-1946, and present tentative judgments 
with respect to long-term prospects and problems in the western steel-con- 
suming industries. (The title is too modest. All but four of the chapters in 
the text, and the bulk of the statistical appendices, deal with the eleven 
western states as a group and/or the seven states west of the Rockies as well 
as with California.) 

The body of the book divides rather easily into three sections. The first 
(Chapters II-V) deals broadly with western industrial development, present- 
ing a brief account of the prewar record and discussing at length the loca- 
tional advantages and disadvantages affecting steel and the steel-using lines 
with emphasis upon freight rates and freight costs. Chapter VI outlines the 
growth of the western steel industry and analyzes prospective patterns of 
finished steel output and consumption. The last four chapters have to do 
with the steel-using industries in California. Chapters VIII, IX, and X con- 
sider, respectively, prospects for the capital equipment trades, the industries 
using primarily sheets and tinplate, and those consuming wire and wire prod- 
ucts; while Chapter VII presents an over-all view of the prewar and (in so 
far as available) wartime picture in 125 steel-fabrication lines. The study 
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concludes with a list of recommendations for further research in the general 
field? Four appendices, occupying well over one-third of total space, present 
supporting data for some of the judgments set forth in the text. There is no 
index. 

Despite an appearance of care and orderliness in formal organization, the 
book is very difficult to digest. It was written hastily by a number of authors 
with overlapping assignments and apparently incomplete knowledge of each 
other’s work. As a result, the analysis is not only loose and repetitious but 
often so obscure that the reader cannot tell what views are held or for what 
reasons. By and large, however, the basic conclusions emerge clearly. Of 
these, the following are most important: 

1. In the seven states west of the Continental divide, “the level of [yearly] 
demand in the decade or so following the abnormal years immediately ahead, 
moderately prosperous conditions assumed in the country as a whole” (p. 
129) will lie somewhere between 2.9 and 3.1 million net tons on a product 
basis and between 4 and 4.3 million tons in terms of steel ingots. For the 
eleven-state area, the corresponding ranges are 3.3 to 3.5 million tons and 
4.6 to 4.9 million tons. The ingot figures compare with basic steel-making 
capacities of 3.5 million tons and 4.8 million tons in the two areas, respec- 
tively. 

2. Notwithstanding the above figures, prospects are that western capacity 
will prove to be highly excessive. This appears most probable in the seven- 
state region. On the one hand, much of this area’s demand will be for shapes 
that its steel plants cannot and will not manufacture either at all (rails, track 
accessories and seamless tubing) or at any rate on a scale anywhere close to 
consumption needs (sheets, strip, tinplate and welded pipe). And on the 
other hand, high operating costs will combine with such institutional factors 
as direct contractual relationships or established connections between home 
consumers and outside producers to ensure that the latter will retain a large 
part of the market that western mills will possess the facilities to serve—not 
less than 50 per cent in the case of tinplate and tubular products. With 
regard to relative costs, the prime judgment is that “it is not likely that the 
west’s new steel capacity can deliver rolled-steel products to the west’s steel 
consuming centers at prices much below those now prevailing and still make 


able to produce at slightly less than present prices, but within the next 
decade ... a reduction equal to 50 per cent of the present differential between 
western and eastern steel [seems unlikely]” (p. 127).2 

3. The western steel-using industries will experience a marked and con- 
tinuing expansion in output and employment. For manufacturing as a whole, 
the upward trend in activity from prewar levels will outrun that in population 
and in per capita incomes. Even more rapid advances are likely in the major 
steel-consuming lines, the outlook being that within a few years California 
will have achieved a national average of development in these industries as 


* During 1946, this differential was in most cases roughly equal to rail or rail-water 
freight rates from the lowest relevant eastern or midwestern basing point. 
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a group. As a rule, growth trends will be more impressive dollarwise than in 
real terms since the composition of activity will move in favor of items using 
the lighter and higher priced steels and having higher specific values. 

4. In most cases, the expansion in western steel fabricating activities will 
serve to satisfy the additional demand arising from general growth in the 
regional economy and (via assembly and branch plants or competitive estab- 
lishments) to capture home markets which were supplied hitherto from the 
east and midwest. Its end-effect, in other words, will be much more to reduce 
the west’s dependence upon imports of products-made-from-steel than to 
stimulate exports of the latter to other areas. 

5. There is a strong possibility that within a few years a large Pacific 
Basin foreign market may become accessible to western manufacturers. 

So far as the reviewer can ascertain, the last three conclusions follow 
tolerably well from such evidence as is now available. This cannot be said 
of the first and second——at all odds in so far as concerns the states west of 
the Rockies. It seems worth while to discuss the reasons for the latter judg- 
ment in some detail since the whole matter bears directly upon current debate 
concerning the ability of our existing steel plant to serve post-transition “full” 
employment markets not only on an over-all basis but in regard to location 
and distribution among product lines. 

The first reason concerns the dimensions of the market open to steel pro- 
ducers in these states. The range specified by the authors appears to run 
from 30 to 40 per cent above estimated steel use therein during 1937—a year 
in which national unemployment approximated 14 per cent, or almost twice 
the volume generally regarded as consistent with high-level economic activity. 
Evidence presented elsewhere in the report and other available information . 
suggest that (given prosperous conditions) demand will run well above the 
higher of these figures in 1950 and rise continuously throughout the following 
decade. Of such data, the following merit explicit mention: 

a. As of July 1, 1947, population in the seven states stood some 50 per cent 
above its level in mid-1937. Since a good part of the postwar out-migration 
had presumably taken place by the former date and since the “normal” long- 
term movement in the area is upwards, it seems rather doubtful whether any 
significant net decline will occur during the next two or three years. During 
the 1950’s, of course, the underlying secular movement should ensure a steady 
advance. 

b. Despite the growth in population, money income per capita about 
doubled between 1937 and 1946. In real terms, the gain appears to have been 
at least 30 per cent. On both bases, prospects are that the spread will be even 
larger by 1950 and will widen continuously thereafter. 

c. As the study itself makes plain, secular expansion in the area’s steel- 
consuming potential from prewar levels has been and for a good while will 
continue to be more rapid than that in either real income per head or in 
population. 

(d) Finally, the outlook is for heavy demand in the extra-regional markets 
that fall within home producers’ “natural” orbit. Heavy replacement and 
expansion needs, together with the sharp reduction in Japanese and German 
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steel-making capacities, will provide a large outlet for American tonnage in 
the Pacific Basin over the next decade or so. Moreover, consumption in sev- 
eral of the southwestern and mountain states that Geneva could serve seems 
certain to exceed prewar levels by a substantial margin, 

One cannot estimate definitively the forward demand for western producers’ 
steel from these considerations. Nonetheless, they provide a broad foundation 
for Judgment in this regard. In view of the secular pressures mentioned in 
(a) and (c), it is difficult to conceive how by 1950 per capita steel use could 
be less than 10 per cent above the 1937 level at the relative rate of employ- 
ment prevailing in the latter year. Given a 50 per cent rise in population, 
therefore, total demand under such conditions would reach 3.55 million net 
tons. Allowance for the jump in activity required to insure genuinely high- 
level operations should add easily 250,000 net tons to this figure. And the 
Pacific Basin export market ought to reach at least 800,000 net tons per year.. 
On these bases, the potential over-all market during 1950 would exceed that 
assumed in the report for any prosperous year in the 1950’s by between 1.5 
and 1.7 million net tons—that is to say, by an amount surpassing the com- 
bined output of Geneva and Fontana at capacity rates of operation, In sub- 
sequent years, demand should be even larger. 

The second reason relates to the technical adaptability of western finished 
steel output to home and contiguous extra-regional markets. The authors 
recognized, of course, that substantial adjustments to fit war-built rolling 
mill facilities to western consumption patterns would be made. But the adjust- 
ment appears to be exceeding earlier expectations not only in speed but in 
scale and in distribution among major producers. U. S. Steel, for example, 
has already taken steps to raise its sheet and tin mill product capacity by 
600 to 650 thousand net tons per annum by way of adding further finishing 
mills at Columbia steel and modifying the Geneva plate mill setup to permit 
the manufacture of strip mill coils as a raw material for these units. Seventy- 
five per cent utilization of the latter would permit Geneva to operate at a 
very satisfactory level (85 to 90 per cent or more) with only a modest tonnage 
of semiproducts, large structural sections and skelp in plate sizes for large 
diameter pipe, że., without tapping the prewar shape, plate, bar, small pipe 
or wire markets at all. Kaiser, on the other hand, has centered its conversion 
efforts on buttweld pipe and narrow cold-rolled strip, retaining at the same 
time its plate capacity, and shapewise is now (save in merchant bars and some 
structural sections) in position to complement rather than to compete with 
other home producers. Some forms (notably rails, accessories and seamless 
tubing) will still be unobtainable. But at most these are unlikely to account 
for more than 250,000 tons of the over-all finished product market. Otherwise 
the fit between capacity and demand should prove excellent. 

The third reason has to do with the “economic” and institutional influences 
favoring eastern mills’ participation in the western industry’s “natural” trad- 
ing area. In the reviewer’s judgment, there are several grounds for thinking 
that the study overestimates seriously the strength of such forces. First of all, 
the fact that capacity expansion in tin mill products and sheet steel has been 
undertaken by U. S, Steel rather than Kaiser enhances prospects that the 
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home and Pacific Basin export markets for these shapes will be served by 
western plants. Secondly, recent developments (e.g., the Cement case deci- 
sion) seem likely to narrow opportunities for freight absorption, thus dis- 
couraging the movement of eastern and southern steel to the west. And finally, 
the outlook with respect to relative steel-making costs seems much brighter 
than the analysis suggests. Some improvement, of course, would follow auto- 
matically upon the higher operating average operating rates to which the 
larger markets forecast above will give rise. But there is also evidence that 
unit costs at a given level of output will run below the authors’ expectations. 
Ore assembly costs at Fontana, e.g., are now said to be less than they seem 
to envisage even for the 1950’s, and give promise of establishing a nationwide 
low in the calculable future. Moreover, the Kaiser mill is achieving remark- 
able results in its basic producing departments. Pig iron output per stack day 
has been kept consistently at levels in line with the best eastern experience 
and with fuel rates that few American plants can better. In consequence, steel 
ingot production costs are now said to be well below the price of high grade 
melting scrap in the east. Data on Geneva’s performance have not been made 
available in the same detail; but from recent reports this plant is now showing 
very satisfactory unit labor costs, and the recent reduction in its base prices 
for plates and structurals to eastern levels suggests that marked headway is 
being made here on an over-all basis. All in all, the competitive position of 
the major western producers appears to be improving rapidly. 

The net of these considerations, it seems to this reviewer, is that present 
west coast steel mill capacity, far from being too large to permit full utilization 
in a “fairly prosperous” post-transition year, will fall well below effective 
demand for its product in 1950 and still farther below the annual volumes in 
prospect during the following decade. 

In differing with some of the judgments of the volume, the reviewer must 
acknowledge the benefits of hindsight which the authors, writing immediately 
after the war, did not have. Despite the reservations with respect to some of 
its conclusions, the section on the steel industry proper is very penetrating 
and will repay study even at this date. Moreover, the data and evaluation 
given in Chapters VIII to X and in the appendices provide excellent back- 
ground both for a reappraisal of the general long-term outlook and for analysis 
of market patterns and prospects in each of the major steel-using industries. 
It is to be hoped that the Bureau will be able to undertake both tasks once 
normalcy returns to the west coast area. 

ROBERT J. LANDRY 

New York, N.Y. 


Agriculture; Forestry; Fisheries 
Forward Prices for Agriculture. By D. GALE JoHNsON. (Chicago: Univ. of 
Chicago Press. 1947. Pp. xii, 259. $3.00.) 


Although Professor Johnson’s book presents a complete governmental 
policy for American agriculture—a policy very similar to that suggested by 
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Theodore W. Schultz?—its central theme is the examination of a plan to 
provide forward prices for agricultural products. Forward prices, as defined 
by both Johnson and Schultz, are guaranteed minimum prices at which crops 
not yet planted may be sold when they are harvested. Except during times of 
general unemployment, they are to be based on forecasts of market prices. 

This scheme has been mentioned frequently in the literature? since Schultz 
suggested it in 1940,° but, so far as I am aware, here is the first attempt to 
give the plan precise formulation and to subject it to detailed analysis. Even 
in Johnson’s treatment, however, the methods to be used in forecasting, which 
are crucial to the plan, are passed over lightly. 

The book’s principal argument is based on the relationship between un- 
certainty, capital rationing, and misallocation of resources in agriculture. Un- 
certainty in farm income is regarded as arising from the uncontrollable 
variability of yields and farm prices. Since price and yield are “uncorrelated” 
for the individual farmer, variability of individual income from any one crop 
is greater than the variability of either component.* Price uncertainty is 
aggravated by the inability of farmers closely to estimate the price of a 
crop several months in advance. Government experts trained in forecasting 
techniques and able to draw on results of elaborate price investigations can 
presumably do a better job. How good a one, Johnson does not attempt to 
demonstrate. 

The argument turns next to the consequences of income uncertainty. If 
price estimates are wrong, farmers will not equalize “marginal profit possibili- 
ties in alternative lines of production” (p. 45). Resources in agriculture will 
be used less efficiently than they would be if each farmer had perfect fore- 
sight. But uncertainty reduces the efficiency of agriculture in another way, 
regardless of accuracy of estimation. Because expectations, no matter how 
. accurate, are not certain, the production plan must provide for changed 
expectations. Diversification, flexibility, liquidity, and ability to “withstand 
unfavorable turns of events” (p. 48) must be given a place in production 
plans. 

It is at this point that capital rationing enters the argument. Capital ra- 


* Agriculture in An Unstable Economy (New York, 1945), especially Chapters IX-XII. 

*See, for example, the award and honorable mention papers in the Price Policy for 
Agricultural Centest, Journal of Farm Economics, November, 1945. Forward prices are 
specifically mentioned in the papers submitted by W. H, Nicholls, D. G. Johnson, and F, 
V. Waugh, but the idea appears in one form or another in many of the other papers. 

*“Economic Effects of Agricultural Programs,” American Economic Review, February 
1941, pp. 127-54, 


* Johnson suggests that income variability is the sum of variability in yield and price, 
but he uses variance as the measure of variability. If the standard deviation is used, and 
this seems more in line with economic meaning, variability of income, when price and yield 
are independent, is the square root of the sum of the squares of the variability of each of the 
components. 


* Johnson gives credit to the service rendered by the Crop Outlook statements of the 
United States Department of Agriculture, but points out that their value is greatly reduced 
because they are published only after planting has begun (p. 246). I wonder how accurate 
such forecasts could be if they were made before even the decision to plant? 
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tioning is closely related to risk aversion, except that it is imposed on the 
firm from without (p. 64). In Johnson’s sense, capital rationing means no 
more than that risk limits the amount of capital employed. 

Capital rationing effects further misallocation of resources. Because capital 
is “rationed,” less of it is employed than should be if production were to be 
maximized. This is the principal reason for the (alleged) low productivity of 
labor in agriculture. It is also the principal reason why farm sizes tend to be 
less than optimum.® 

Guaranteed minimum forward prices follow quite naturally. The degree of 
uncertainty, and the extent of capital rationing, can be reduced considerably 
if the government will guarantee the price at which the intended production 
may be sold. Such guaranteed: minimum prices must not be tied to an 
historical base, else they will result in even greater misallocations of re- 
sources than those which they are designed to correct. Forward prices must 
ordinarily be based on the best estimate that can be made of the “correct” 
or “equilibrum” price for the season ahead. 

The price guarantee is to be implemented by two devices. Storage of sur- 
pluses is to be used to keep market prices of grains (and perhaps of some 
other crops) near forward prices. For products not adapted to storage, in- 
cluding livestock products, direct subsidy payments are to be made to farmers 
when the average market price is less than the guaranteed minimum price. 

In time of industrial unemployment, the same general scheme will be used, 
but forward prices, instead of being based on price forecasts, will be set high 
enough to maintain average net farm money income at 75 per cent of its 
level in the last three “pre-depression” years. 

It is a pleasure to follow the carefully developed argument of the book, 
and there is very good sense in much that Professor Johnson says. His in- 
sistence that market prices must be left free to vary and that forward prices 
should approximate “ideal” free-market prices should be heeded by all per- 
sons concerned with agricultural policy. There can be no quarrel with his 
general argument that uncertainty and imperfect foresight increase farm 
costs. I am inclined to wonder, however, if misallocations caused by un- 
certainty in time of high-level employment are great enough, when tech- 
nological limitations are remembered, to warrant the elaborate system of 
guarantees that would be required, In depression years, on the other hand, 
the cost of misallocations is apparently to be ignored. 

It is to be regretted that the effects of forward prices did not receive as 
careful analysis as did the effects of price uncertainty. A guaranteed minimum 
price alone’ may bring changes quite different from those desired. If output of 
the protected commodities is sensitive to price, it may be expected that prices 


€ The explanation of how farm size is controlled by capital rationing is involved, and not 
entirely clear. It includes treating farm land as capital, and acceptance of the assertion that 
“there is little or no equity financing in agriculture, unless land rental on a share basis 
is so considered” (p. 65). The implication appears to be that land rental on a share basis is 
not to be so considered. 

7 The situation is somewhat different when a guaranteed minimum price is coupled with a 
storage policy. 
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will gradually fall until they are below the average price that prevailed pre- 
viously by about the amount of the reduction in costs of uncertainty. This 
- might be a net gain to society but bring little increase in net farm income.’ 
On the other hand, if output is insensitive to price, the increase in total 
income would before long become “embedded in the land” and the situation 
would be much as before. 

The assumption that income elasticity of demand for farm products is near 
zero is also disturbing, especially when arguments based on it are applied to 
individual commodities. Elasticity may vary markedly with level of income, 
and from commodity to commodity. Existing. measures of aggregate elasticity 
should be used with great caution. 

This is a good book. It is good economic analysis of a problem more often 
discussed with passion than reason. It by no means completes the work that 
must be done in the study of agricultural price guarantees, but it does carry 
us quite a way along the road. 

WILirAm O. JONES 

Stanford University 


A Critical Review of Research in Land Economics. By LEONARD A. SALTER, 
Jr. (Minneapolis: Univ. of Minnesota Press. 1948. Pp. 258. $4.00.) 


This book is a doctoral dissertation that was published posthumously. It 
was written, however, by a mature scholar, whose life was tragically ended 
_ by a Chicago hotel fire in 1946. The book was the outgrowth of ten years’ 
work as a researcher and an administrator of research in the field of land 
economics, both in the federal government and at a large university. 

The general outline of the book can be stated briefly. The first two chapters 
give a brief, but lucid, historical account of the growth of land economics as 
a field of specialization in economics. Land economics tended to attract in- 
dividuals with an institutionalist approach to economics—scholars who looked 
to the study of law and history as offering the most fruitful approach to the 
analysis of economic problems. The third chapter gives Salter’s position on 
scientific method and social science. He strikes out against the strong em- 
piricist leanings of land economists. Research cannot be undertaken simply 
by piling statistics on top of statistics without rationale or reason. He argues 
that scientific method rests upon the statement of an hypothesis and the 
design of an experiment that will prove or disprove the hypothesis or in- 
dicate how the hypothesis should be modified. 

Chapters V, VI, and VII represent the positive contribution of the book. 
These chapters give Salter’s conclusions from his scrutiny of 500 separate 
reports of research, of which 125 were singled out for separate analysis and 
comments. He covered the great bulk of the published researches in the field 
of land economics, With fewer than ten exceptions, he found them all want- 
ing in terms of the criteria of scientific research that he accepted. 

The last two chapters trace changes in emphasis in research in land 
economics and give certain conclusions that he reached in the study. 


"The amount of change in net farm income depends on the shape of demand and supply 
functions. 


x 
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It is not easy to disentangle from this work just how Salter believed re- 
search in land economics should be undertaken. We have no quarrel with 
the broad outlines of research method which he outlined. But this method is 
applicable to all scientific research and does not tell us how to tackle re- 
search problems in a specific area. The reason for this shortcoming lay, I 
believe, in Salter’s intellectual acceptance of the institutionalist approach in 
economics and his rejection, at least in certain stages in his development, of 
economic theory of any kind. Consequently, he had no well-defined analytical 
framework to guide him in the development of hypotheses to test. As a 
result, at one point he seemed to have fallen into much the same methodo- 
logical trap he ascribes to others. He speaks favorably of a study in which 
a problem was formulated in only the vaguest terms and individuals were 
questioned, without any guides or a priori notions, to determine how they had 
solved the problem. This approach was commended because it avoided 
missing any significant points, but it can also be criticized because it is un- 
likely to reveal anything particularly significant in a complex social position. 

On the positive side, a few things may be said about research method in 
land economics as revealed in this book. First, emphasis should be placed 
upon the study of people and their problems. Much of the work in land 
economics has been too much concerned with land as physical structure and 
too little concerned about people. Second, an appropriate technique for test- 
ing hypotheses will be found in ordering the experience in time—using a 
sequence analysis. This probably requires dealing with a small sample, but 
Salter argued strongly for it. Third, problems suitable for research grow out 
of situations in which individuals or groups do not know how to improve 
their circumstances and thus need the insights made possible by scientific 
research. 

This book, while largely negative in its tone, should prove worth while to 
agricultural economists and to individuals interested in urban land utilization. 
Every important field of social science research needs a painstaking review 
of its past efforts, such as was provided by Salter. One may hope that a decade 
hence land economics research will indicate the impact of this book. 

D. GALE JOHNSON 

University of Chicago 


Labor and Industrial Relations 


All Manner of Men. By Marcorm Ross, (New York: Reynal & Hitchcock. 
1948. Pp. 314. $3.50.) 


In a vigorous and informal manner, Malcolm Ross has presented a story 
which needed telling. As former chairman of the wartime Fair Employment 
Practice Committee, he is eminently qualified to discuss the problems in- 
herent in the fight against the economic version of discrimination. All too 
often those who participate in major historical developments fail to record 
their immediate reactions to the situation. As impressions become dulled 
with the years and facts are gradually forgotten, subsequent generations of 
scholars are thus deprived of their most valuable tools. Takeu in this frame 
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of reference, Mr. Ross’s book performs a valuable service. These three hun- 
dred pages of cogent summary lay bare the vitals of a governmental program- 
in-action, presented at a time when the recollections are still freshly preserved. 

Discrimination against minority groups, in the eyes of many persons, con- 
stitutes the most vulnerable region of weakness in our entire democratic struc- 
ture. That Malcolm Ross is clearly aware of this condition is manifestly 
evident in his book. Overt forms of prejudice, he believes, are evils which 
affect not only the persons discriminated against, but also the nation as a 
whole. The argument which he advances in favor of a permanent FEPC is 
not supported solely by humanitarianism. Prompt enactment of such a pro- 
gram, the author declares, would be beneficial to the American economy. In 
the words of Mr. Ross: “Equal opportunity results in increasing the over-all 
sum of the nation’s working skills, with a lift to the morale of minority 
groups as a by-product. That is cold industrial efficiency, not do-goodism. 
It is certainly in the public interest.” 

The facts he presents are not pleasant. They record the heat of conflict as 
well as the venom of hate. Although greatest emphasis is focused upon the 
fight for Negro opportunity, the problems of other peoples are not omitted. 
Economic discrimination as it has existed historically in relation to other 
minority groups, including the Mexican, Jewish, and Irish-American, is like- 
wise considered. During the recent brief existence of the FEPC, 14,000 com- 
plaints were registered with the committee. Of these, 80 per cent asked for 
protection on the basis of “race” or “color,” 14 per cent because of ‘“‘na- 
tional origin,” while the remaining 6 per cent appealed on the basis of “creed.” 
In spite of the fact that the FEPC was designed to combat prejudice against a 
worker’s chance to earn a living, it soon became “a high-pressure area in 
every phase of race and creed relationship.” With admirable restraint, the 
author includes the committee testimony of a female witness hostile to the 
FEPC. As she passionately relates her arguments, grouping together the Reds, 
foreigners, liars, rats, and atheists as the only advocates of the Chavez-Norton 
bill, the spectre of open, uncompromising prejudice assumes a concrete form. 

One of the best sections of the book deals with the political arena. Com- 
menting upon the Southern divergency of opinion regarding racial matters, 
the author nevertheless feels that once the issue is injected into national 
politics, the Southern ranks unite in rejecting federal action. The description 
of the Senatorial debates which took place between the late spring and 
early summer of 1945 is especially good. He does not bother to condemn 
those who filibustered against the FEPC. The Mississippi team of Bilbo and 
Eastland, he asserts, was within its rights. “So long as the Senate permits a 
filibuster it cannot complain of being stymied and made ridiculous.” 

Malcolm Ross thus takes exception to those well-meaning liberal politicians 
—many of whom he personally admires—who theoretically are opposed to 
discrimination, but fail to assume an active role in the fight for its elimina- 
tion, Often he is as critical of what such men have not said as he disapproves 
of the statements of bigots who have sought to inflame the emotions. In the 
same manner certain newspapers are indicted. Subtly he deplores the fact 
that the ordinary details of racial and religious hate are often regarded as 
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having small value as news copy. With the advocates of caste already mar- 
shalled, the enemies of prejudice must similarly rally their strength. 

Admiration for the many commendable features of the book, however, 
should not obscure its limitations. While the author adheres to a discussion 
of the subject with which he is most familiar, the field of recent labor rela- 
tions, the thesis is clearly presented. On. the other hand, in those sections 
where he seeks to broaden his horizon by introducing the “historical back- 
ground,” his footing seems less secure. Any scrap of information which has 
some measure of pertinence to the subject of racial as well as religious 
controversy is anxiously seized upon. At times Mr. Ross tries too hard to 
interpolate such materials into his narrative. “The First Two Hundred Years,” 
the initial chapter, which endeavors to serve as an introduction to the pres- 
ent, is by no means convincing in this role. It is neither a systematic analysis 
of early Negro labor, nor does it seem directly related to that which follows. 
In this first cursory chapter the author does little more than discuss two 
isolated incidents taken from the period of slavery—the New York Negro 
“plot” of 1741, and the battle waged by Elijah P. Lovejoy, the abolitionist 
martyr of Alton, Illinois. Aside from the rather obvious common denominator, 
resistance against those who would degrade the status of the American 
Negro, the events as presented here bear only slight relationship to the more 
immediate problem of job discrimination. 

If the author had wished to discuss the origins of the fight for the FEPC, 
he might have turned to the many depressing evidences of white labor’s at- 
tempt to exclude the Negro from the trades prior to the Civil War, a factor 
which he considers only in the New York riots of 1863. Certainly a considera- 
tion of this situation would have cautioned against the use of the oft-repeated 
phrase that: “Slavery made white Southerners scornful of physical work” 
(p. 104). The picture of urban white laborers, many of them born and 
raised in the South, physically abusing hired-out slaves and free Negroes 
because of competition for employment, is not conducive to his thesis. The 
average Southerner of the colonial or ante-bellum period was not a man of 
leisure who viewed physical exertion as beneath his dignity. Even many 
slaveowners, especially the master craftsman and the small farmer with only 
a few slaves, worked alongside of the Negro. The FEPC, it might be argued, 
seeks only to restore co-employment without the stigma of slavery. 

Certain other limitations seem apparent. Occasionally an inaccuracy may 
be detected. Garrison’s newspaper, The Liberator, is twice referred to as 
The Vindicator (p. 15). Nor is it possible to accept without question the 
statement that Daniel Horsemanden, the New York City Recorder of the 
Negro trials of 1741, was the first American official to make use of his public 
experiences as the basis for a full-length book (pp. 17-18). The narratives of 
William Bradford and John Winthrop, the seventeenth-century governors of 
Plymouth and Massachusetts Bay, respectively, were earlier examples of the 
same pattern. Finally, the complete absence of footnotes, bibliography and 
index, especially in view of the historical details which the author presents, is 
likely to be criticized by scholars. 

In its recourse to historical events, this study unfortunately leaves much 
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to be desired. But as an unemotional, popular account of the struggle for the 
FEPC, it has little competition in its field. 
LEONARD STAVISKY 


The Labor Leader. By Ext Ginzperc. (New York: Macmillan. 1948. Pp. 
190. $3.00.) 


With trade unions determining labor relations patterns in the major seg- 
ment of the economy, either directly or indirectly, it becomes important to 
understand the internal structure and operation of labor organizations; for the 
economic variables of the labor market are today influenced markedly, if not 
predominantly, by the internal politics of the unions. And in these internal 
politics, leadership is a significant locus of power. Despite that, our under- 
standing of union leadership is far from adequate. While we have had a few 
sharp insights into the nature of union leadership from the pens of Hoxie, 
Slichter, Selekman and Taft, Professor Ginzberg’s book is the first attempt 
at a systematic analysis of the field. It thus appears at a most opportune 
moment. 

The first part of the book deals with the general characteristics of the lead- 
ership in any social group, be it a union, a church, a business organization, etc. 
In the second part, some aspects of American labor leadership are described. 
The material is based on information about national “officers” in ten unions 
which comprise a “representative” group of the American labor movement: 
the Carpenters, the Amalgamated Clothing Workers, the Electrical Workers 
(AF of L), the Ladies Garment Workers, the Iron, Steel and Tin Workers, 
the United Mine Workers, the Printing Pressmen, the Railroad Trainmen, 
the Seamen’s Union, and the Typographical. It is questionable whether these 
organizations represent a cross-section of American unionism; and it is even 
more questionable whether it is feasible to construct a “representative sam- 
ple” of American unions for the purpose in hand. The author seems to be 
aware of this when he points out that the selection was carried out “with one 
eye on the available literature” (p. 42). 

Most labor leaders are of American birth, come from working-class homes, 
have had little formal education beyond the grammar-school stage, and rose 
to leadership through the union hierarchy. The tenure of office of national 
leaders is described in some detail. National presidents, in particular, are 
likely to be re-elected again and again. “By 1940, Berry had been president 
of the Printing Pressmen for thirty-three years; Hutchison had been president | 
of the Carpenters and Joiners for twenty-seven years; Lewis had been presi- 
dent of the United Mine Workers for twenty-two years; and Hillman had 
been president of the Amalgamated Clothing Workers from the time the 
union was first organized in 1914” (p. 65). The salaries of national officers, 
together with a brief discussion of other phases of union finances, are covered 
in the final chapter of Part Two. 

Part Three is a case study of a local union “in action.” It portrays, in 
detailed yet vivid fashion, some of the problems confronted by union leader- 
ship, Problems of organization and operation are carefully delineated and 
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their impact clearly reported. This part of the book is riddled with rich 
implications about internal union government, which theorists could explore 
with profit. The final part of the book sketches briefly the changes in the 
nature of union leadership called for by our changing socio-economic en- 
vironment. The author’s thesis is that: labor bureaucracy will have to give 
way to labor statesmanship if we are to maintain a free and stable society. 

Like all pioneering efforts, Professor Ginzberg’s book leaves a good deal of 
territory unexplored—-and important territory it is, too. Two of these areas 
might be mentioned here. The significance of internal union government for 
the economist, gua economist, lies in the impact of the locus of control on the 
nature of the collective bargain. Is a union dominated by a strongly en- 
trenched leadership likely to practice “sounder” collective bargaining policy 
than one characterized by party and faction cleavage? If so, does this point 
to the incompatibility between “sound” collective bargains and “democracy” 
in unions? And if so, does it call for a change in public policy? 

A second problem which merits exhaustive analysis is the contrast, if any, 
between national and local leadership in regard to their impact on collective 
bargaining. For example, is national leadership more farsighted than local 
leadership? And if so, why? A thorough exploration of this problem would 
probably shed more light on the advisability of industry-wide bargaining 
than most of the current discussion of this question. 

While the book leaves much to be desired, it has the merit of representing 
the first attempt at a systematic analysis of union leadership. It should stimu- 
late others to pursue more exhaustive and penetrating investigations of the 
same subject. 

JOSEPH SHISTER 

Yale University 
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-NOTES 


The new Directory of the American Economic Association will be published in the 
autumn. It will be provided free to members of the Association. It will be supplied to 
subscribers, other than members of the Association, only when ordered in advance, 
prepaid. The price is $3.00. The supply will be limited by the number of orders received 
before publication. Copies should be ordered at once. 


SIXTY-FIRST ANNUAL MEETING OF THE AMERICAN 
ECONOMIC ASSOCIATION 


Hotel Cleveland, Cleveland, Ohio, December 27-30, 1948 
Preliminary Announcement of Program 


The program this year will not center on any one or two topics but will be concerned 
with a variety of subjects, some appealing to the general economist and others of interest 
to a narrower group of specialists. Advantage will be taken of the opportunity to hold a 
number of joint meetings with allied associations meeting in Cleveland at the same time. 
The very wealth of interests and achievements of the members of the Association mukes 
it a difficult task to recognize more than samples of the research product of the current 
year and it has proved quite impossible to include a number of topics that in themselves 
are of the first order of interest and importance. Among the omitted topics are housing, 
public utilities, and most aspects of public finance. Moreover, a session of “contributed 
papers,’ which was proposed at the last meeting of the Association, cannot be carried 
into effect. A group of members primarily interested in transportation and utility problems 
will, informally, hold two sessions of their own during the meetings, the topics, times and 
places of which will be announced in the Final Program. 

The opening meeting on Monday evening, December 27, will be a session on class conflict 
and democracy, scheduled at that time in order to make it possible for participating 
sociologists to join their own association in Chicago the next day. Another session may also 
be scheduled for that evening. At present, twenty-one sessions are scheduled, three for 
each morning and afternoon except Thursday afternoon when the final two sessions and 
a business meeting will bring the formal program to a close. 

The morning and afternoon of Monday, December 27, are reserved for the deliberation 
of the Executive Committee. The first meeting of the 1949 Executive Committee will be 
held Thursday evening, December 30. 

The time schedule of the program as it now stands is as follows: 


Monday, December 27 
1. MEETING OF THE EXECUTIVE COMMITTEE (10:00 A.M.) 


2. CLASS CONFLICT AND DEMOCRACY (8:00 P.M.) 
Chairman: To be announced 
Papers: Talcott Parsons, Harvard University 
David McCord Wright, University of Virginia 
Discussion: Participants to be announced 
Note: This session is to stand for a Centennial Commemoration of the Communist 
Manifesto, but specific titles of papers have not yet been formulated. 


Tuesday, December 28 
3. INTER-REGIONAL VARIATIONS IN ECONOMIC FLUCTUATIONS (Joint afternoon session 
with Econometric Society) 
Chairman: A. F. Burns, National Bureau of Economic Research 
Papers: Rutledge Vining, University of Virginia 
Philip Neff, Haynes Foundation 
Discussion: F. L. Kidner, University of California; W. Isard, Tufts College 
4. CURRENT RESEARCH IN BUSINESS CYCLES: Joint morning session with American Sta- 
tistical Association and Econometric Society 
Chairman: Bernard F. Haley, Stanford University 
Papers: Robert A. Gordon, University of California 
Tjalling Koopmans, University of Chicago 
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9. 
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Discussion: James W. Angell, Columbia University 
Arthur F. Burns, National Bureau of Economic Research 
Gottfried Haberler, Harvard University 
Lloyd A. Metzler, University of Chicago 
POSTWAR MONETARY AND CREDIT POLICIES: Joint morning session with American Fi- 
nance Association 
Chairman: Ray M. Gidney, Federal Reserve Bank of Cleveland 
Papers: Frank D, Graham, Princeton University 
William E. Dunkman, University of Rochester 
Charles C. Abbott, Harvard University 
Discussion: Raymond J. Saulnier, National Bureau of Economic Research 
John H. Wills, Northern Trust Company 
LUNCHEON SESSION: THE MANAGEMENT OF THE PUBLIC DEBT: Joint session with 
American Finance Association 
Chairman: Joseph A. Schumpeter, Harvard University 
Speaker: Winthrop W., Aldrich, Chase National Bank 
ECONOMIC CONSEQUENCE OF RECENT ANTI-TRUST POLICIES (Afternoon session) 
Chairman: Edward S. Mason, Harvard University 
Papers: Morris A. Adelman, Massachusetts Institute of Technology 
William H. Nicholls, Vanderbilt University 
Alfred Nicols, University of California 
Discussion: To be announced 
RESEARCH (Afternoon session) 
Chairman: Simeon E. Leland, Northwestern University 
Papers: Howard S. Ellis, University of California 
Donald H. Wallace, Princeton University 
Others to be announced 
Discussion: Charles O. Hardy, Joint Congressional Committee on the Economic 
Report 
Joseph J. Spengler, Duke University 
THE THEORY AND MEASUREMENT OF PRICE EXPECTATIONS: Joint afternoon session with 
American Farm Economic Association 
Chairman: To be announced 
Papers: Holbrook Working, Food Research Institute 
Theodore W. Schultz, University of Chicago 
Discussion: Kenneth E. Boulding, Iowa State College 
Others to be announced 
PRESIDENTIAL ADDRESS: Smoker afterwards (8:00 p.m.) 
Chairman: Paul H. Douglas, University of Chicago 


Wednesday, December 29 
COLLECTIVE BARGAINING, WAGES AND PRICES: Joint morning session with Industrial 
Relations Research Association 
Chairman: Paul H. Douglas, University of Chicagu 
Papers: Edward S, Mason, Harvard University 
Lloyd G. Reynolds, Management Labor Center 
Discussion: Wladimir S. Woytinsky, Twentieth Century Fund 
Eugene Forsey, Canadian Congress of Labour 
John T. Dunlop, Harvard University 
STATE OF THE INFLATIONARY PROCESS (Morning session) 
Chairman: To be announced 
Papers: Seymour E. Harris, Harvard University 
Charles O. Hardy, Joint Committee on the Economic Report 
Discussion: Abba P. Lerner, Roosevelt College 
Fritz Machlup, Johns Hopkins University 
Harold M. Somers, University of Buffalo 
Henry H, Villard, Hofstra College 
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APPLICATION OF INPUT-OUTPUT AND RELATED TECHNIQUES TO PLANNING FOR WAR AND 
HIGH LEVEL PEACETIME EMPLOYMENT: Joint morning session with American Statis- 
tical Association 
Chairman: To be announced 
Papers: Wassily W. Leontief, Harvard University 
Glenn E. McLaughlin, Washington, D.C. 
Milton Gilbert, Bureau of Foreign and Domestic Commerce 
Discussion: M. Hoffenberg, U.S. Department of Labor 
COMMODITY MARKETING—GOING WHEREP: Joint afternoon session with American 
Marketing Association 
Chairman: John D. Black, Harvard University 
Papers: John K. Galbraith, Fortune Magazine 
A. Cahan, Dun and Bradstreet, Inc. 
A. A. Hood, Vance Publishing Co., Chicago 
Walter F. Crowder, McGraw-Hill Publishing Co. 
Reavis Cox, University of Pennsylvania 
Discussion: To be announced 
LIQUIDITY AND UNCERTAINTY (Morning session) 
Chairmen: Paul A. Samuelson, Massachusetts Institute of Technology 
Papers: Jakob Marschak, University of Chicago 
Albert G. Hart, Columbia University 
Discussion: To be announced 
PROBLEMS OF THE ITO (Afternoon session) 
Chairman: Clair Wilcox, Swarthmore College 
Papers: Margaret S, Gordon, Berkeley, California 
J. Herbert Furth, Board of Governors of the Federal Reserve System 
Joseph E. Loftus, School of Advanced International Studies, Washington, D.C. 
Discussion: James S. Earley, University of Wisconsin 
Wolfgang F. Stolper, Swarthmore College 
JOHN STUART MILL CENTENARY (Evening session) 
Chairman: To be announced 
Speakers: Jacob Viner, Princeton University 
Vincent W. Bladen, University of Toronto 


Thursday, December 30 


COMING READJUSTMENTS IN AGRICULTURE: Joint morning session with American Farm 
Economic Association 
Chairman: Howard R. Tolley, Food and Agriculture Organization 
Papers: John D. Black, Harvard University 
D. A. Fitzgerald, Economic Cooperation Administration 
Discussion: T. W. Schultz, University of Chicago 
T. O. Yntema, University of Chicago 
COLLECTIVE BARGAINING AND MANAGEMENT RIGHTS: Joint morning session with In- 
dustrial Relations Research Association 
Chairman: Sumner H. Slichter, Harvard University 
Papers: Douglass V. Brown, Massachusetts Institute of Technology 
C. C. Brown, St. Louis 
Discussion: Charles Wiedeman, Grand Lodge Representative of International Asso- 
ciation of Machinists 
Carroll French, National Association of Manufacturers 
Freeman Suagee, University of Wisconsin 
PROBLEMS OF ENTREPRENEURSHIP: Joint morning session with Economic History 
Association 
Chairman: Arthur H. Cole, Harvard University 
Papers: G. Heberton Evans, Jr., Johns Hopkins University 
J. H. V. Easterbrook, University of Toronto 
Discussion: To be announced 
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21, THE ECONOMICS OF PREPAREDNESS (Afternoon session) 
Chairman: To be announced 
Papers: Arthur Smithies, Bureau of the Budget 
Abram Bergson, Columbia University 
Discussion: To be announced 


22, PRESENT ISSUES OF THE LATIN-AMERICAN ECONOMY (Afternoon session) 
Chairman: Richard F. Behrendt, Colgate University 
Papers: To be announced 
Discussion: To be announced 


The following persons have recently become members of the American Economic 
ASSOCIATION : 


Adams, W. W., 826 South Park, Saginaw, Mich. 

Albers, H. H., Yale University, 213 Sheffield Hall, New Haven, Conn. 

Albery, M., 9765 North Martindale Ave., Detroit 4, Mich. 

Anderson, J. R., 532 West 111th St., Apt. 87, New York 25, N.Y. 

Anderson, J. E., 2329 North 4th St., Albuquerque, N.M. 

Andrew, C. F., 2300 First National Bldg., Oklahoma City 2, Okla. 

Asch, Miss M. B., 4607 Connecticut Ave., N.W., Washington 8, D.C. 

Aspis, D., 2162 Valentine Ave., Bronx, New York 57, N.Y. 

Aylstock, E. J., South-Western Pub. Co., 634 Broadway, Cincinnati, Ohio 

Baumann, R. G., 126 Crocus Ave., Floral Park, L.I., N.Y. 

Belcher, A., 1416 Kearny St., N.E., Washington 17, D.C. 

Bella, S. J., Dept. of Business, Alfred University, Alfred, N.Y. 

Beno, J., International Monetary Fund, Washington 6, D.C. 

Blackman, H. N., 4400 North Pershing Drive, Arlington, Va. 

Bookbinder, H. H., 1224 East 8th St., Brooklyn 30, N.Y. 

Bourne, R. D., 118 East Vine St., Oxford, Ohio 

Bradford, G., 174 Hicks St., Brooklyn 2, N.Y. 

Brown, O. D., 322B North Palm Drive, Beverly Hills, Calif. 

Calkins, R. N., Route 2, Box 209, Albuquerque, N.M. 

- Carnes, H. B., College of Commerce, Tulane University, New Orleans 15, La. 
Carsel, W., 4100 Russell Road, Mt. Rainier, Md. 

Cave, Miss E. W., 6215 Fifth Ave., Pittsburgh 6, Pa. 

Ciaccio, J. N., 4954 Ellis Ave, Chicago 15, IIL. 

Ciosek, C. P., University of Connecticut, Fort Trumbull Branch, New London, Conn. 

Clay, H., Nuffield College, 17 Banbury Road, Oxford, England 

Cleveland, A., University of California, 113 South Hall, Berkeley 4, Calif. 

Coddington, H., 88-12 189th St., Hollis 7, N.Y. 

Cohen, D., 171 Milford St., Brooklyn 8, N.Y. 

Cohen, L. B., 411 West 114th St., New York 25, N.Y. 

Coogan, J. F., 2023 Kalorama Road, N.W., Washington, D.C. ` 

Cook, G. C., 224 East 179th St., Bronx, New York 57, N.Y. 

Cruz, Miss E. L., Catholic University, School of Nursing Education Bldg., Washington, 
D.C. 

Culbertson, J. M., 1446 University Terrace Apts., Ann Arbor, Mich. 

Currier, F. P., 1340 South 3rd St., Suite 3, Champaign, HI. 

Dance, M. E., 112 7th Ave., Apt. 178 E., Seattle 4, Wash. 

d’Arlin, M. Y., 151 West 12th St., New York 11, N.Y. 

Deming, F. L., Federal Reserve Bank, Research Dept., St. Louis 2, Mo. 

de Pous, J. W., Oosteinderweg 52, Aalsmeer, Holland 

Desrochers, Rev. R. I., Fordham University, Spellman Hall, New York 58, N.Y. 

Dockterman, Miss M., c/o AJDC, 2 Blvd., de Lathour-Maubourg, Paris, France 

Drench, D., 201 Sullivan St., New York 12, N.Y. 

Dudgeon, Miss E. J., 807 East 10th St., Cherryvale, Kan. 
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Oxford Economic Papers, which has been a serial publication in the past, will be 
published in the future as a periodical and will appear twice a year. The journal will 
consist, in the main, of articles by Oxford authors, but the editors will also be glad 
to consider contributions from elsewhere. The annual subscription will be one guinea 
(21 shillings), post free, and the cost of a single copy 12/6 net. Subscriptions should be 
sent to Geoffrey Cumberlege, Oxford University Press, Amen House, Warwick Square, 
London E.C. 4. 


The National Tax Journal, a new quarterly devoted to public finance is now being 
published by the National Tax Association. The quarterly, the first issue of which is 
dated March, 1948, replaces the Bulletin of the National Tex Association which had 
appeared nine times a year since 1916. The Journal will contain articles, notes, and book 
reviews on phases of public finance. Manuscripts should be sent to the editor, Pro- 
fessor Roy Blough, of the University of Chicago, at 1126 East 59th Street, Chicago 37, 
Illinois. Subscriptions, which are $3.75 a year, should be sent to the National Tax 
Association, P.O. Box 1799, Sacramento 8, California. 


Fay W. Clower died on April 29, 1948. 
Hartley W. Cross died on April 8, 1948. 
Merlin H. Hunter, of the University of Illinois, died May 31, 1948. 


Appointments and Resignations 


Moses Abramovitz, formerly of the National Bureau of Economic Research, has been 
appointed acting professor of economics at Stanford University. 

Edward C. Acheson, of George Washington University, was visiting professor of eco- 
nomics at the University of Hawaii during the summer. 

George P. Adams, Jr., associate professor of economics at Cornell University, taught 
in the first summer session of the University of California, Berkeley. 

Richard M. Alt has been appointed associate professor of marketing in the School 
of Business at Johns Hopkins University. 
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Hans Apel has resigned from the department of economics of Boston University. 

Robert L. Aronson has been appointed research assistant in the Industrial Relations + 
Section of the department of economics and social institutions of Princeton University. 

Wilmer Baer has been promoted from instructor to assistant professor of business 
administration at the State College of Washington. 

Elizabeth F. Baker has been promoted from associate professor to professor of eco- 
nomics at Barnard College. 

Paul A. Baran served as a member of the staff of the department of economics, 
Stanford University, in the summer quarter. 

Jack N. Behrman, on leave of absence from Davidson College, is assistant in instruc- 
tion in economics at Princeton University. 

Harry P. Bell, professor of economics at Dartmouth College, will be on sabbatical 
leave the first semester of the academic year 1948-49, 

Philip W. Bell is an assistant in instruction in economics at Princeton University. 

Raymond R. Beneke has been appointed assistant professor of agricultural economics 
at Iowa State College. 

Wilbur T, Billington has resigned as part-time instructor in economics at Brown 
University. 

Henry S. Bloch is serving as deputy principal secretary of the Security Council India- 
Pakistan Commission on leave of absence from his permanent post as chief of the 
Armaments and Enforcement Measures section, Department of Security Council Affairs, 
United Nations. 

Lawrence I. Boger has been appointed instructor in economics at Michigan State 
College, 

Theodore H. Boggs has been reappointed acting professor of economics for the academic 
year 1948-49 at the University of Washington. 

Sidney Borden is an instructor in economics at Wayne University. 

Robert A. Brady, on sabbatical leave from the University of California, Berkeley, 
until February, 1949, is engaged in research study in England. Y 
Jesse V. Burkhead, of Lehigh University, has accepted an appointment as assistant 
professor of economics in the Maxwell School of Citizenship and Public Affairs of 

Syracuse University. 

Rita Campbell has been appointed assistant professor of economics at Tufts College 
for the coming academic year. 

Thomas C. Campbell, Jr., has resigned from the staff of the School of Business Ad- 
ministration of the University of Pittsburgh to accept a position as assistant professor of 
economics and business administration at the University of West Virginia. 

Arthur M. Cannon has been appointed associate professor in the College of Business 
Admiuistratiou, University of Washington. 

Reynold Carlson has resigned as assistant professor of economics at Johns Hopkins 
University to become associate professor of economics at Vanderbilt University. 

C. C. Carpenter has been appointed dean of the College of Commerce of the Uni- 
versity of Kentucky. 

Edward H. Chamberlin, of Harvard University, taught in the second summer session 
at the University of California, Berkeley. 

Jesse C. Clamp is an instructor in economics at Duke University. ` 

Denzel C. Cline has been promoted to professor of economics at Michigan State I 
College. _ 

Ansley J. Coale is on leave of absence from Princeton University to engage in a 
study under a special fellowship award of the Joint Fellowship Board of the Social 
Science Research Council and the National Research Council. 
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Jay D. Cook, Jr., is an instructor in economics at Denison University. 


James F. Coogan has been appointed assistant professor of economics at George Wash- 
ngton University. 


Arthur L. Cunkle has accepted an appointment as assistant professor of economics 
it the University of Florida. 


Kenneth J. Curran is on sabbatical leave of absence from Princeton University in the 
irst term of the current academic year. 


Richard M. Cyert has joined the staff of Carnegie Institute of Technology as in- 
tructor in economics. 


Clyde E. Dankert has resumed his work as professor of economics at Dartmouth College 
fter a semester’s leave of absence. 


Harold W. Davey has been appointed associate professor of labor economics at Iowa 
State College. 


Ralph C. Davis, of Ohio State University College of Commerce and Administration, 
aught in the 1948 summer session of Columbia Univesrity. 
Arthur T. Dietz has been appointed instructor in economics at Princeton University. 


Dudley Dillard, of the University of Maryland, has been appointed visiting associate 
srofessor of economics in Columbia College for the academic year 1948-49, 


Evsey D. Domar will join the Johns Hopkins University faculty as associate professor 
3f political economy in October. 


Joseph Dorfman has been promoted from associate professor to professor of eco- 
iomics at Columbia University. 


Lawrence Dowd was a lecturer in the summer session of the College of Economics 
ind Business of the University of Washington. 


Avon M. Dreyer is an instructor in economics in the School of Business of the 
University of South Dakota. 


Joseph G. Dubuque taught in the summer session at George Washington University. 


John F. Due, of the University of Utah, taught in the first summer session at the 
University of California, Berkeley. 


Julian Duncan, research economist for the Interstate Commerce Commission, has 
accepted the position of chairman of the department and professor of economics at the 
University of New Mexico. 


John T. Dunlop, of Harvard University, taught in the second summer session at the 
University of California, Berkeley. 

Howard S. Dye, of Cornell University, has joined the staff of the department of 
economics of the University of Texas as assistant professor of economics. 


Clara Eliot has been promoted to assistant professor of economics in Barnard College, 
Columbia University. 


Howard S. Ellis, of the University of California, taught in the summer session at 
Claremont Graduate School, Claremont, California. 


C. W. Emory has been appointed instructor in economics at the University of Florida. 

William C. Emory, formerly of Ohio State University, is now an instructor in 
marketing at the University of Florida. 

Evan J. Farber is an instructor in the department of economics, University of 
Massachusetts. 

Rendigs Fels has been appointed assistant professor of economics at Vanderbilt 
University. 

George Fisk has accepted an appointment as assistant professor of business administra- 
tion at State College of Washington. 

Lawrence E. Fouraker has been appointed instructor in economics at the University 
of Wyoming, 
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Robert L. Fowlkes has been appointed instructor in economics at the University of 
Florida. 

Arthur M. Freedman, of Brown University, has been appointed assistant professor 
of economics at Bates College. 


Alexander Gerschenkron has resigned as chief of the Foreign Areas section in the 
Division of Research and Statistics of the Board of Governors of the Federal Reserve 
System to accept an appointment as associate professor of economics at Harvard Uni- 
versity. 

Charles E. Gilliland, Jr., of Washington University, has been appointed associate pro- 
fessor of economics at Missouri Valley College. 

J. Benton Gillingham, assistant professor of labor economics in the College of Business 
Administration, now is also assistant director in the Institute of Labor Economics of the 
University of Washington. 

Rudyard B. Goode, of the University of Virginia, has been appointed assistant pro- 
fessor of economics at Birmingham-Southern College. 

Everett W. Goodhue, professor emeritus of economics at Dartmouth College as of 
June, 1948, has been granted a sabbatical leave of absence. 

Carter Goodrich, of Columbia University, has been made chairman of the Preparatory 
Committee of the United Nations Scientific Conference on Conservation and Utilization 
of Resources. 

Wytze Gorter, of the University of California at Los Angeles, taught in the second 
summer session at the University of California, Berkeley. 

Leo Grebler, formerly director of the Housing Finance Division of the National 
Housing Agency, has been appointed research professor at the Institute for Urban Land 
Use and Housing Studies of Columbia University. 

Ewald T. Grether, of the University of California, Berkeley, has been elected president 
of the American Collegiate Schools of Business, 1948-49. 

Harold E. Griffin is an instructor in business administration in the University of 
Massachusetts. 

John G. Gurley has been appointed acting instructor in economics at Stanford Uni- 
versity. 

Louis M. Hacker, professor of economics at Columbia College, is on leave in the 
current academic year to be Harmsworth professor of American history at Oxford 
University, England. 

Paul Haensel, professor emeritus of Northwestern University, has retired after teaching 
at Mary Washington College of the University of Virginia in the past five years. 

Don J. Hager has been appointed instructor in sociology in the department of eco- 
nomics and social institutions at Princeton University. 

Douglas R. Haines has resigned as instructor in economics al State College uf Wasli- 
ington, 

Franklin P. Hall, of Clark University, has been appointed professor of economics at 
Connecticut College. 

Clifford M. Hardin, professor of economics, has been appointed assistant director of 
the Agricultural Experiment Station at Michigan State College. 

Harold E. Hardy is professor of business administration at the University of 
Massachusetts. 

H. W. Hargreaves has been appointed professor of economics in the College of Com- 
merce of the University of Kentucky. 

Seymour Harris served as a member of the staff of the department of economics, 
Stanford University, in the summer quarter of 1948. 

C. Lowell Harriss, who has been awarded the Schuyler Fiske Seager fellowship in 
economics at Columbia University, will be on leave of absence from Columbia College 
during the current academic year. 
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Wiliam W. Haynes has been appointed assistant professor of economics in the 
College of Commerce of the University of Kentucky. 

K. F. M. Helleiner has been promoted to assistant professor of political economy at 
the University of Toronto. 

Oleg Hoeffding has been promoted from lecturer to assistant professor in the de- 
partment of economics of Columbia College. 

Stanley E. Howard has resigned from the chairmanship of the department of eco- 
nomics and social institutions of Princeton University. 

Rate A. Howell has accepted an appointment as instructor in business administration 
at the State College of Washington. 

Richard Huber, of the University of Washington, taught in the second summer session 
of the University of California, Berkeley. 

Emily H. Huntington, of the University of California, Berkeley, served as a delegate 
to a meeting of the International Union of Family Organizations in Geneva, Switzerland, 
in July. 

Simeon Hutner is now assistant professor of economics at Kenyon College. 

Walter Isard has been appointed assistant professor of economics at Tufts College. 

Keith W. Johnson, of the University of New Mexico, has been appointed industrial 
economist in the research department of the Federal Reserve Bank of Dallas. 

Lewis K. Johnson has been promoted to professor of commerce at Washington and 
Lee University. 

Myron L. Joseph is an instructor in economics at Carnegie Institute of Technology. 

Carl W. Kaiser has been appointed associate professor of economics at Denison Uni- 
versity. 

Milan R. Karas, formerly of Ohio State University, is assistant professor of marketing 
at the University of Cincinnati. 

David M. Kerley, formerly of the St. Helena Division of the College of William and 
Mary, has been appointed acting assistant professor of statistics at the University of 
Virginia. 

Peyton A. Kerr has resigned from George Washington University to accept a position 
with the Department of State. 

Robert C. Kramer has been appointed instructor in economics at Michigan State 
College. 

Clifton H. Kreps, of Denison University, taught in the summer session at Duke 
University. 

E. Douglas Kuhns, of Syracuse University, has been appointed instructor in eco- 
nomics at Colgate University. 

Robert L, Lambert has accepted an appointment as instructor in business administra- 
tion at the State College of Washington. 

Joseph T. Lambie has been appointed assistant professor in the department of economics 
at Wellesley College. 

David T. Lapkin, of the College of William and Mary, has joined the faculty of the 
State College of Washington as assistant professor of economics. 

Richard A. Lester has been promoted to full professorial rank and has been appointed 
chairman of the department of economics and social institutions of Princeton University. 

Homer C. Lewis has been appointed associate professor of commerce in the College 
of Commerce of the University of Kentucky. 

Clarence D. Long has been given a temporary leave of absence from the Johns 
Hopkins University to become a member of a committee organized by the National 
Bureau of Economic Research to survey the statistical services of the government. 
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William F. E. Long, of North Carolina State College, was visiting instructor in eco- 
nomics in the summer session at George Washington University. 

Friedrich A. Lutz, on sabbatical leave of absence from Princeton University for the 
current academic year, will spend the period of his leave abroad studying European 
currency problems. 

Fritz Machlup has been appointed Abram G. Hutzler professor of political economy 
at the Johns Hopkins University. 

W. V. Malach, of the London School of Economics, has been appointed lecturer in 
economics at Queen’s University, Kingston, Ontario, for the 1948-49 session. 

Jesse W. Markham has been appointed assistant professor of economics at Vanderbilt 
University. 

Yves R. Maroni has been promoted to the rank of assistant professor of economics 
at Brown University. 


Daniel Marx, Jr., has been promoted to professor of economics at Dartmouth College. 

Will E. Mason has been appointed lecturer in economics at the University of Buffalo. 

John T. Masten has been appointed associate professor of economics in the College 
of Commerce of the University of Kentucky. 


H. H. Maynard, of Ohio State University, taught in the 1948 summer school session of 
Stanford University. 


Harry E. McAllister has returned to the State College of Washington after a year’s 
graduate study at the University of Colorado. 


Donald H. McClelland has been appointed assistant professor of economics in Princeton 
University. 


Roland N. McKean has been appointed assistant professor of economics at Vanderbilt 
University. 


Lionel W. McKenzie, Jr., is assistant professor of economics at Duke University. 


Lloyd A. Metzler was a member of the department of economics at Stanford Uni- 
versity in the spring quarter of 1948. 


Frederic Meyers, formerly with the Labor Bureau of the Middle West, has joined 
the staff of the department of economics of the University of Texas as an assistant 
professor. 


Charles J. Miller has been granted part-time leave from the College of Economics 
and Business, University of Washington, for research study. 


Edwin T. Miller, for many years in charge of the fields of public finance and money 
and banking in the department of economics of the University of Texas, upon reaching 
retirement age, has gone on a part-time teaching basis. 


Henry S. Miller has been promoted from assistant professor to associate professur 
of economics at Queens College. 


Frederick C. Mills, of Columbia University, was on leave during the spring session. 
He is making a study on behalf of the National Bureau of Economic Research for the 
Commission on Organization of the executive branch of the government. 


James Milne has been appointed assistant in instruction in economics at Princeton 
University. 


Wesley C. Mitchell, professor emeritus ‘of economics at Columbia University, has been 
awarded the degree of Doctor of Humane Letters by the Graduate Faculty of 
Political and Social Sciences of the New School for Social Research. 


Carey P. Modlin, Jr. has been appointed instructor in economics in Princeton Uni- 
versity. 


V, E. Montgomery has been promoted from instructor to assistant professor of sta- 
tistics in the School of Business, University of South Dakota. 
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Wilbert E. Moore has been advanced from assistant professor to associate professor 
of sociology in the department of economics and social institutions of Princeton Uni- 
versity, 

L. T. Morgan has been granted leave of .absence for the 1948-49 session of the 
University of Toronto. 

Bruce R. Morris has been appointed associate professor of economics at the Uni- 
versity of Massachusetts. 

Leonard E. Morrissey, Jr., has been appointed instructor in economics at Dartmouth 
College. 

Thomas J. Murray, instructor in economics at Dartmouth College, has been granted 
a fellowship at Princeton University. 

William H. Nicholls, formerly of the University of Chicago, joins the faculty of 
Vanderbilt University this fall as professor of economics, in charge of teaching and 
research in the field of agricultural economics. , 

Frank W. Notestein, of the Office of Population Research of Princeton University, 
attended sessions of the Economic and Social Council of the United Nations held in 
Geneva last summer. In the fall he will go to the Far East as a member of a mission 
sponsored by the International Health Division and the Social Science Division of the 
Rockefeller Foundation. 

Norman Pauling has resigned as instructor in economics at Vanderbilt University 
to resume graduate study. 

William R. Peterson has resigned as instructor in economics at Denison University 
to resume the study of law. 

Montgomery E. Pike is retiring as professor of business law at Ohio State University. 

J. W. Polk has resigned from Denison University to accept a position as assistant 
professor of economics at Albion College. 

Kenyon E. Poole, of Brown University, has accepted an appointment as professor of 
economics at Northwestern University. 

Leonard A. Poth has been advanced from instructor in accounting to research assistant 
in business research in the School of Business at the University of South Dakota. 

LeRoy L. Qualls has been appointed assistant professor of economics at the Uni- 
versity of Florida. 

Kenneth Rasche has been appointed assistant professor of business law at the 
University of South Dakota. 

E. G. Rasmussen, associate professor of business administration at Vanderbilt Uni- 
versity, has been granted a leave of absence for a year to accept a General Education 
Board fellowship for study at the Harvard School of Business Administration. 

Melvin Reder served as a member of the staff of the department of economics of 
Stanford University in the summer quarter. 

Lloyd P. Rice is on sabbatical leave from Dartmouth College in the current semester. 

Roderick H. Riley, formerly director of research, Office of Price Administration, and 
recently of the National Planning Association ‘staff, has been appointed special assistant, 
Office of the Secretary, Department of Commerce. 

Dwight E. Robinson, formerly of New York University, has been appointed acting 
assistant professor of economics at Stanford University. 

Frank J. Robinson taught in the 194S summer session of Washington University. 

Sidney E. Rolfe has been appointed instructor in economics at Princeton University. 

Simon Rottenberg has been appointed acting director of the Social Science Research 
Center, University of Puerto Rico. 

Virgil Salera has been appointed associate professor of economics at Iowa State College. 

Anthony Sancetta, of Western Reserve University, has been appointed assistant pro- 
fessor of economics at the College of William and Mary. 
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Raymond J. Saulnier has resumed teaching at Barnard College after a year’s leave of 
absence to serve as a director of research at the National Bureau of Economic Research. 


Harry Schwartz has been promoted from assistant professor to associate professor 
of economics at Syracuse University. 


Tibor Scitovszky has been promoted to professor of economics at Stanford University. 


Clarence Senior has resigned as director of the Social Science Research Center, Uni- 
versity of Puerto Rico, to become associate director of the Puerto Rican Migration 
Study at the Bureau of Applied Social Research, Columbia University. 

Oscar N. Serbein, Jr., of Columbia University, taught in the summer session at the 
University of California, Berkeley. 

Robert G. Seymour, assistant director of the Bureau of Business Research, Uni- 
versity of Washington, has been appointed to the faculty of the University of Chicago. 

Charles S. Sheldon, II, of the University of Washington, is going to J apan to do 
research on a proposed study of the Japanese economy. 

L. T. Smythe, of South Dakota State College, taught in the summer session, School 
of Business, University of South Dakota. 

Delbert A, Snider is on leave of absence from Miami University, Ohio, for the current 
academic year to serve as United States member on the Greek Currency Committee. 

Harold W. Snider has been appointed to the faculty of the College of Puget Sound. 

Eldred C. Speck has been appointed assistant professor of commerce in the College 
of Commerce of the University of Kentucky. 

William J. Stanton, Jr., has been appointed assistant professor of marketing at the 
University of Washington. 

Robert W. Stevens has been appointed instructor in economics at the University of 
Michigan, ; 

George J. Stolnitz has been appointed research assistant in the Offce of Population 
Research of Princeton University. 

Irene B. Taeuber, of the Offce of Population Research, Princeton University, is going 
to the Far East as a member of a mission sponsored by the International Health Division 
and the Social Science Division of the Rockefeller Foundation. 

Lorie Tarshis has been promoted to the rank of associate professor of economics at 
Stanford University. 

Horace Taylor was in Germany on assignment of the War Department while he was 
on leave from Columbia College in the spring session. 

Weldon J. Taylor, of Brigham Young University, taught in the summer session of the 
School of Business at the University of South Dakota. 

William B. Taylor, of the University of Wisconsin, has joined the staff of Claremont 
Men’s College as professor of business economics. 

Lyell J. Thomas, of the University of Virginia, has accepted an appointment as 
assistant professor of economics at Juanita College. 

Arthur P. Thompson has been appointed assistant in instruction in economics in 
Princeton University. 

James H. Thompson, of the University of Pittsburgh, has accepted a position as 
assistant professor of economics and business administration at the University of West 
Virginia. 

R. D. Tousley has been promoted from associate professor to profesor of business 
administration at State College of Washington. 

. M. C. Urquhart, of Queen’s University, Canada, has been granted a year’s leave of 
absence to accept an appointment as University of Chicago fellow in political economy. 

Paul M. Vail has been promoted from assistant professor to associate professor of 
economics at Miami University. 
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Frank R., Varon, of Brooklyn College, has joined the staff of the department of eco- 
nomics of the University of Texas as assistant professor of economics, 

William S. Vickrey has been promoted from lecturer to assistant professor in the 
department of economics of Columbia University. 

Rutledge Vining, professor of economics and statistics at the University of Virginia, 
has been granted leave of absence this year to accept an appointment as research 
associate with the National Bureau of Economic Research. 

Arthur A. Volk has been appointed instructor in accounting in the School of Business 
of the University of South Dakota. 

Otto von Mering has been appointed professor of economics at Tufts College. 

Donald Voss has been appointed assistant in instruction in economics at Princeton 
University. 

D. S. Watson has been promoted from associate professor to professor of economics 
at George Washington University. 

William H. Wesson has been appointed acting head of the department of economics and 
commerce, University of Chattanooga. 

Edward Wiest became dean emeritus of the University of Kentucky in July, after 
having been associated with the university since 1918. 

Elgin Williams, of the University of Washington, taught in the summer session of the 
University of Texas. 

Kenneth Wilson has been appointed assistant professor in marketing and accounting 
at Iowa State College. 

Howard W. Wissner, of the University of Pittsburgh, has accepted an appointment as 
associate professor of economics at Alabama Polytechnic Institute. 

Herbert C. Wittgenstein has resigned as instructor in economics at the University of 
Wyoming. 

John A. Wolfard has been promoted from assistant professor to associate professor 
of economics at Montana State University. 

Leo Wolman, of Columbia University, was awarded an honorary degree of Doctor 
of Laws from the Johns Hopkins University in June, 1948. 

Roy Wood, of the University of Virginia, has been appointed instructor in eco- 
nomics at Clemson College. 

Barbara Wooton, visiting professor of economics from Bedford - College, London 
School of Economics, has returned to London after a semester of teaching in Barnard 
College, Columbia University. 

George W. Zinke, of the University of Colorado, taught in the summer session at the 
University of California, Berkeley. 


FORTY-FIFTH LIST OF DOCTORAL DISSERTATIONS IN 
POLITICAL ECONOMY IN PROGRESS IN AMERICAN 
UNIVERSITIES AND COLLEGES 


The first list of this kind was dated January 1, 1904, and was sent to all members, but 
not regularly bound in the publications. A notation as to the earlier lists, extending from 
1905 to 1927, may be found in the Review for September, 1927, page 574, Annual lists 
thereafter are to be found in the September number of the Review for each year. 

The present list specifies doctoral degrees: conferred, doctoral dissertations completed and 
accepted by the various universities, and the theses still in preparation. The last date given 
is the probable date of completion. In cases where the publishers of completed dissertations 
were given, this information has been reported. 

The list represents the status of the several theses on June 15, 1948, except for a few 
items later reported as completed or publishd. 


Economic Theory; General Works 


Degrees Conferred 


James S. Dursenserry, Ph.D., Michigan, 1948. The consumption function, a study of 
relations between income and consumer expenditure. (Microfilmed, University of Michi- 
gan.) 

Yine Hsrn, Ph.D., Michigan, 1947. Theory of industrial development in economically 
undeveloped countries. (Microfilmed, University of Michigan.) 

MOTHER JEANNETTE KIMBALL, R.S.C.J., Ph.D., Catholic, 1948. The economic doctrines of 
John Gray (1799-1850). Published by the Catholic University of America Press.) 

Crirron H. Krers, Jr., Ph.D., Duke, 1948. The divisibility and employment of capital 
within the firm and the short-run production and cost functions: a study of economic 
assumptions. 

ARTHUR E. Macs, JR., Ph.D., Chicago, 1947. Wage differentials in economic theory: a 
history of doctrine. 

Louis M. O'Quinn, Ph.D., Texas, 1948, An historical analysis of the supposed gulf between 
positive and normative concepts in economics. 

Don Patinxin, Ph.D., Chicago, 1947. On the consistency of economic models: a theory 
of involuntary unemployment. 

Warnm J. J. Smuru, Ph.D., Duke, 1948. The theoretical work of Thorstein Veblen. 


Theses in Preparation 


KATHARINE A. Bever, B.A., Vassar, 1944. The economics of multiple products. 1950. 
Columbia. 

Lestig E. Carsert, B.A., British Columbia, 1946; M.A., Columbia, 1947. Studies in the 
theory of consumption and expenditures. 1950. Columbia. 

Harorp S. Diamonp, B.S., College of City of New York, 1937; M.A., Columbia, 1939. 
Studies in innovation theory. 1949, Columbia. 

Mona E. Dincre, B.A., Missouri, 1943. The structure of interest rates: an analysis of 
institutional influences. 1949. 

BarneTr S. Esy, B.A., Southern California, 1927; Th.B., Princeton Theological, 1935; 
M.A., Princeton, 1942. Economics and the concept of justice, 1949. Princeton. 

CORNELIUS A. ELLER, S.J., B.A., Woodstock, 1936; M.A., Georgetown, 1940; S.T.L., Wood- 
stock, 1944. An analysis of the writings of John A. Hobson. 1949. St. Louis. 

Rosert FERBER, B.S., College of City of New York, 1942; M.A., Chicago, 1945. The theory 
and measurement of consumption. 1950. Chicago. 

ARTHUR FREEDMAN, B.A., Toledo, 1938; M.A., Cincinnati, 1939. Current issues in the 
theory of interest. 1949. Pennsylvania. 


Pie | 


alte 


LIST OF DOCTORAL DISSERTATIONS 751 


Danie R. Fusrexp, B.A., George Washington, 1942; M.A., Columbia, 1947. The economic 
thought of Franklin D. Roosevelt. 1950. Columbia. 

Howarp C. Gary, B.A., Brooklyn, 1942; M.A., Wisconsin, 1947. Keynesian and mercantilist 
theories compared, with special emphasis on the theory of international trade. 1950. 
Wisconsin. 

James B. Gres, B.B.A., Texas, 1936; M.A., 1937. Influence of wage costs upon rates of 
technological progress. 1949. Columbia. 

Donatp F. Gorpon, B.A., Saskatchewan, 1944; M.A., Toronto, 1946, The pure theory of 
employment and distribution. 1949. Cornell. 

Howard H. Greensaum, B.S., Columbia, 1939; M.S., 1945. Fund analysis of transactions 
in economic research. 1949. Columbia, 

Incrip E. Hanne, B.A., Hunter, 1945. Joint cost. 1949. Pennsylvania. 

Donato J. Hart, B.A., Lake Forest, 1938; M.A., Wisconsin, 1941. A reappraisal of the 
sources of surplus profits, 1949. Wisconsin. 

W. Seavey Joyce, S.J., B.A., Boston, 1937; M.A., Georgetown, 1940; M.A., Harvard, 1947, 
Economics of Luis Molina: a study in the development of 16th century economic theory. 
1949. Harvard. 

Ramona M. Kuntze, B.A., Stanford, 1943; M.A., Wisconsin, 1945. Indifference curves 
and marginal utility. 1950. Wisconsin. 

L. Joan Kuns, B.S., Iowa State, 1943. Proportionality in the theory of the firm, 1950. 
Wisconsin, 

Morris MENpErson, B.A., Queen’s, 1946. The consumption function—a reexamination. 
1949. Cornell. 

ALBERT R. Mirer, Jr., B.A., George Washington, 1940; M.A., 1941; M.A., Harvard, 1946. 
A critique of Say’s law of markets. 1948. Harvard. 

Austin S, Muresy, B.A. St. Francis, 1938; M.A., Fordham, 1940. The concept of eco- 
nomic progress, 1949, Fordham. 

Frank E. Norton, JR., B.A., San Jose State, 1942. Secular determinants of the inducement 
to invest. 1949. California. 

M. P. O'Conner, B.A., Queen’s 1942; M.A., Toronto, 1947. Political thought in Canada 

. at the turn of the century. 1949. Toronto. 

ALFRED C. Ostrum, M.A., Pennsylvania, 1946. Theory of under-consumption. Pennsylvania. 

Morton Pacurn, B.A, Miami, 1943. The economics of J. M. Lauderdale. 1949, California. 

CLARENCE E. Parsroox, B.A., Chicago, 1936. The policy implications of the theoretical 
controversy over the effects of rigid wages. 1948. Chicago: 

Garen B. Price, B.S., Arkansas, 1938; M.S., 1939. A restatement of the theory of price 
measurement. 1948. American. 

ALAN L. Rrrrer, B.A., DePauw, 1935. The application of the theory of imperfect compe- 
tition to the determination of wages: with a statistical analysis of wage differentials. 
1949, Wisconsin. 

JEROME ROTHENBERG, B.A., Columbia, 1945; M.A., 1947. Veblenian contributions to 
welfare economics: an essay on the societal approach to economic theory. 1950. Columbia. 

Evcene Rotwein, B.A. Wisconsin, 1939; M.A., 1939. The political economy and economic 
philosophy of David Hume. 1948. Chicago. 

GEORGE SCHULLER, B.S., New York, 1931; M.A., 1934. Bargaining power and its effects 
on prices and income, 1949. Columbia. 

Irvine H. Srecex, B.S., College of City of New York, 1934; M.A., New York, 1935. Con- 
cept and measurement of production and productivity. 1949. Columbia. 

Harran M. Smars, B.A., Chicago, 1936; M.A., 1938. Leontief’s mput-output studies as 
a basis for specific multipliers. 1948. Chicago. 

VirciniA G. Taucrar, B.A., California, 1941. The implications of war activity on tech- 
nological productivity and economic progress. 1949. California. 

Cart G. User, B.A., Reed, 1934. Knut Wicksell: a study in economic doctrine and policy. 
1949, California. 

Rocer J. Wurms, Jr, B.A., Reed, 1939. Entry under monopolistic and imperfect com- 
petition: a theoretical framework, with reference to some empirical observations. 1950. 
Columbia. 
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Economic History 


Degrees Conferred 


n H. Bavcun, Ph.D., Virginia, 1948. Capital formation and entrepreneurship in 

e south. 

Jacquetine P. Burt, Ph.D., Kentucky, 1948. General store in the southern agrarian 
economy, 1865-1910, l 

WuaurnamĮm B. Gares, Jr, Ph.D., Chicago, 1947. An economic history of the Michigan 
copper mining industry, 1845-1946. 

ARTHUR R. Harr, Ph.D., Duke, 1948. Soil erosion and agriculture in the southern Piedmont : 
a history. 

James E. Tuorocoon, Ph.D., Texas, 1948. A financial history of Tennessee since 1870. 

Exemn Warams, Ph.D., Columbia, 1948. The animating pursuits of speculation: land 
traffic in the annexation of Texas. (Published as No. 547, Columbia Studies in History, 
Economics, and Public Law.) 


Theses Completed and Accepted 


Rosert N. Grosse, B.A., Columbia, 1944; M.A., Harvard, 1946. The determinants of the 
size of iron and steel firms in the United States, 1820-1880, 1948. Harvard. 

Epwarp Marz, M.A., Harvard, 1943. The Austrian economy in transition: heritage and 
formative years of the Austrian republic. 1948. Harvard. 


Theses in Preparation 


Henry Avusrey, Vienna, 1928. Mexican industrialization. 1949. New School for Social 
Research. 


Pars BATE, B.A., Omaha, 1943. Development of the iron and steel industry in Chicago. 
1948. Chicago. 

Marcaret Beatrie, B.A., Maryland, 1945; M.A., Cornell, 1947. History of land use and 
land ownership in the prairie states. 1949. Cornell. 

ALLAN Bocur, B.A., Western Ontario, 1943; M.A., 1946. History of farm credit in the 
northern plain states, 1854-1900. 1949, Cornell, 

Aaron M. Boom, B.A., Nebraska, 1940; M.A., 1941. The development of sectional attitudes 
in Wisconsin, 1820-40. 1949. Chicago. 

Dav Braprorp, B.A., Michigan, 1930; M.A., 1931. The development of sectional attitudes 
in Ohio, 1845-1860. 1949. Chicago. 

Harry J. Brown, B.A., Cornell, 1930; M.A., 1946. History of the National Association of 
Wool Manufacturers. 1948. Cornell. 

Wrtum D. Crarx, B.A., Oxford, 1938. The political thought of the Anglican clergy, 
1642-1660. 1949. Chicago. 

CHARLOTTE Erickson, B.A., Augustana, 1945; M.A., Cornell, 1947. The recruitment of 
labor by American industry to 1885. 1949, Cornell. 

Ens Fox, B.A., Cornell, 1932; M.A., 1945. Economic policies of Sir William Johnson. 
1949, Corneil. 

Exeanor S. Goprrey, B.A., Smith, 1935; M.A., Chicago, 1936. Government regulation of 
industry in the reign of James I as illustrated by the monopolies. 1949. Chicago. 

Forest G. Hrer, B.A., Texas, 1941; M.A., 1946, A history of the river and harbor develop- 
ment policies of the Corps of Engineers. 1950. Columbia. 

H. L. Hircuens, B.A., Chicago, 1935; M.A. 1936. The United States and the Isthmian 
routes, 1823-1878. 1949. Chicago. 

‘James F. Horxrns. History of the hemp industry in Kentucky, 1949, Duke. 

MartHa C. Howarp, B.A., Goucher, 1934; M.A., Radcliffe, 1936. History of the margarine 
industry in the United States. 1949. Columbia. 

Frances C. Hutner, B.A., Middlebury, 1940; M.A., Columbia, 1943. The rise and decline 
of a monopoly, a study in business history. 1949. Columbia, 
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BENJAMIN KLEBANER, B.S., College of City of New York, 1945; M.A., Columbia, 1947, 
Poor law problem in America, 1790-1860. 1950. Columbia. 

Don A. Livincston, B.A., St. Louis, 1935; M.A., 1938. An analysis of frontier market 
development and price formation in colonial and territorial St. Louis. 1948, St. Louis. 
Bryce D. Lyon, B.A., Baldwin-Wallace, 1942. The money fief under the English kings 

from 1066-1485. 1949. Cornell. 

Bernard G. Marrson, B.A., Oberlin, 1922. Radicalism in the United States, 1787-1800. 
1949. Chicago. 

Howard A. Merritt, B.A., Northland, 1933; M.A., Wisconsin, 1937. The Chicago Board of 
Trade and the agrarian attitude toward it. 1949. Chicago. 

Wrurram Miter, B.A., New York, 1936; M.A., 1938. A biographical study of the four 
hundred political and business leaders in the United States in the era of Theodore 
Roosevelt. 1950, New York. 

NatreHan MoresH, B.S., New York, 1934; M.A., 1935. Commercial activity on the Jersey 
side of the lower Hudson in the 17th and 18th centuries. 1950. New York. 

Irene Neu, B.A., Marietta, 1944; M.A., Cornell, 1945. The business career of Erastus 
Corning. 1949. Cornell. 

H. C. Penran, B.A., Manitoba, 1940; M.A., Oregon, 1943. The Irish labourers on the 
Canadian canals and railways, 1830-60. 1949. Toronto. 

Harry Prerce, B.A., Syracuse, 1940; M.A., Rutgers, 1942. Local aid to railroads in 
New York state. 1948. Corneil. 

Anprew W, Prmrront, B.A, Washington and Lee, 1928; M.B.A., Harvard, 1937, An 
economic history of Burlington, North Carolina. 1949. North Carolina. 

Murray N. Rotusarp, B.A., Columbia, 1945; M.A., 1946. American business fluctuations 
and contemporary opinion, 1815-1821. 1950. Columbia, 

Anna J. Scuwartz, B.A., Barnard, 1934; M.A., Columbia, 1935. State banking before 
the Civil War: a study of Pennsylvania banking. 1949. Columbia. 

James H. THompson, B.A., Maryville, 1940; M.A., Tennessee, 1946. A financial history 
of Pittsburgh. 1949. Pittsburgh. 

BEATRICE TREIMAN, B.A., Chicago, 1939; M.A., 1943. Franco-American commerce, 1778- 
89. 1948. Chicago. 

Howarp Vernon, B.A., Chicago, 1937; M.A., 1940. The effect of the French Revolution 
on lower Canada. 1950. Chicago. 

Rosert C. Weems, B.S., Mississippi State, 1931; M.B.A., Northwestern, 1934. Early bank- 
ing in Mississippi. 1949. Columbia. 


National Economies 


Degree Conferred 


Jerome B. Comen, Ph.D., Columbia, 1948. The Japanese war economy. (To be published 
in 1949.) 


Theses in Preparation 


es P. Arton, B.A., Alabama, 1935; M.A., 1936. Polish postwar economic planning. 1950. 

olumbia. 

Frorence B. BERGER, B.A., Brooklyn, 1943; M.A., Columbia, 1946. The economy of Peru. 
1950. Columbia. 

Jurrian H. BrapsHer, B.A., South Carolina, 1935; M.A., Colorado, 1939. Economic aspects 
of agrarian reform in Mexico since 1934. 1949. California. 

Irvinc BrecHer, B.A., McGill, 1943; M.A., Harvard, 1947. The evolution of economic 
thought and policy in Canada, 1919-1939. 1949. Harvard. 

Josera T. Cutu-Faat, B.A., Hastings, 1944; M.A., Chicago, 1947. Hong Kong and the 
South China economy. 1950. Chicago. 

M. GARDNER CLARK, B.A., Harvard, 1939; M.A., 1947; M.A., Minnesota, 1941. Develop- 
ment of the Soviet iron and steel industry. 1948. Harvard. 
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ALEXANDER Erten, M.A., Free Polish, 1938. Problems of pricing in the Soviet economy. 
1949. New School for Social Research. 

VERNON R. Esteves, B.A., Puerto Rico; M.A., Harvard. Economic policy for Puerto Rico. 
1948. Harvard, 

ELEANOR M. Haptey, B.A., Mills, 1938; M.A., Radcliffe, 1943. Concentrated business power 
in Japan. 1948, Harvard. 

Raren E. Horsen, B.A., Dartmouth, 1939; M.A., Columbia, 1940. Swedish economic policy 
and economic stability. 1949. Columbia. 

Evetyn B. Lerner, B.S., College of City of New York, 1940; M.A., Texas, 1946, Czecho- 
slovakia and the two-year plan. 1950. Columbia. 

Sren-Wet Lrv, Dipl. School Bus., Grenoble, 1932; Dipl. as Statistician, Paris, 1938; LL.D., 
Paris, 1940. French colonial policy regarding Indo-China. 1950. Columbia. 

Atrrep D. Morcan, B.A., Georgia, 1939; M.A., Wisconsin, 1941; M.P.A., Harvard, 1947. 
The fiscal anatomy of Japan, 1941-1947. 1949. Harvard. 

Joux E. Oaxes, B.A., Fisk, 1928. A recent economic history of the Philippines. 1949. 
Chicago. 

Jerome M. Pines, B.S., New York, 1935; M.A., Columbia, 1936. The economic develop- 
ment of Palestine. 1949. Columbia. 

S. E. GERARD Priestiey, B.S., Springfield, 1944; M.A., New York, 1945. The Mexican 
agrarian question. 1949. New York. 

Mitton M. Seariro, B.A, Brooklyn, 1943. Turkey, the transition to industrialization: a 
case study in deliberate industrialization from domestic resources. 1949. New School for 
Social Research, 


EsTHER Tauser, B.A., Missouri, 1932; M.S.Sc., New School for Social Research, 1937. . 


Cooperative development in Palestine. 1949. New School for Social Research. 


Economic Systems; Postwar Planning 


Degree Conferred 


ALLEN M. Srevers, Ph.D., Columbia, 1948. Has market capitalism collapsed? A critique 
of Karl Polanyi’s new economics. (To be published in 1949.) 


Theses in Preparation 


Renzo Branceut, B.A., Chicago, 1936; M.A., 1938. Guild proposals for economic organiza- 
tion. 1949. Chicago. 
Norman M. Karran, B.A., Chicago, 1939; M.A., 1948. Models for socialist economic plan- 
ning. 1950. Chicago. 

T'so-Minc Kv, B.A. Tsing-Hua, 1939; M.A., Michigan, 1945. Direction of economic de- 
velopment in “young” countries. Pennsylvania. 

Joon W. McKinney, B.A., Southern Methodist, 1937; M.A., Columbia, 1947. Saving, 
capital formation and economic progress in a controlled economy. 1950, Columbia. 


Statistical Methods; Econometrics; Economic Mathematics; Accounting 


Degrees Conferred 


Dumas L. McCreary, Ph.D., Catholic, 1948. Uniform accounting systems for parishes. 
(Published by Catholic University of America Press.) 

Leo Rosensrum, Ph.D., Columbia, 1947. Adjustment of insurance loss claims on mer- 
chandise: accounting problems and procedures. (Being published by King’s Crown Press, 
Columbia.) 


Thesis Completed and Accepted 


Wittiam H. Camos, B.A., Morningside, 1927; M.A., Michigan, 1935. Consolidated finan- 
cial statements. 1948. Columbia. 
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Theses in Preparation 


Max J. Caarxin, B.B.A., St. John’s, 1935; M.S., Columbia, 1940. S.E.C.. control over 
accounting practices. 1950. New York. 

Henry A. Krreset, B.S., Lehigh, 1932; M.A., 1937. Study in the need for special purpose 
financial statements. 1951. Columbia. 

Paut W. McGann, B.A., Brown, 1938. Models for statistical cost studies of the firm. 1950. - 
Chicago. 

C. Rortanp Niswoncer, B.S., Miami, 1929; M.S., Illinois, 1931, Accounting for surplus 
reserves. 1949. Ohio State. 

Wasuincton Sycrp, B.S.C., Santo Tomas (Manila), 1939; M.S.C., 1940. Formulation of 
accounting principles. 1951. Columbia, 

Epcar F. Taser, B.A, Amherst, 1938; M.A., Columbia, 1940. Statistical cost curve for a 
power laundry. 1949. Columbia. 

Wenpaty P. TRUMBULL, B.S., Ilinois, 1937; M.A., Michigan, 1941. A study of recent cost 
accounting problems as related to principles of cost analysis. 1949. Michigan. 

Ermer R. Younc, B.S., Utah, 1936; M.S., 1937. Distribution cost accounting. 1948. 
Columbia, 


National Income and Product; Income Distribution; 
Consumption Statistics 


Degrees Conferred 


Lowert D, Assy, Ph.D., Wisconsin, 1948. The development of the national economic 
budget. . 

Leo Barnes, Ph.D., New School for Social Research, 1948. An experiment that failed—an 
analysis of economic forecasting in American reconversion, 1945-46. 

Marcuerire C. Burk, Ph.D., Minnesota, 1948. Analysis of wartime changes in consumption. 

Merve J. Urmer, Ph.D., Columbia,.1948. The economic theory of cost of living index 
numbers. (To be published in 1949.) 


Theses in Preparation 


WENDELL M., Apamson, B.A., Indiana, 1928; M.A., 1937. The measurement of income 
in small geographic areas. 1949. Columbia. 

Janer Austrian, B.A., Bennington, 1939. An analysis of consumer income and expenditure 
by age groups, 1935-36. 1949. Columbia. 

Grorce F. Drwmter, B.A., California, 1936; M.A., Columbia, 1941, Consumer savings in 
the United States. 1949. Columbia, 

Jures Josxow, B.S., College of City of New York, 1941; M.A., Columbia, 1942. The 
measurement of the cost of living. 1950. Columbia. 

Freperickx N. Sass, B.S., Temple, 1938. Internal shifts in distribution of personal income 
by size. 1950. Pennsylvania. 

Daniet B. Surrs, B.A., Michigan, 1940; M.A., 1941. Productivity and capital expenditure 
in selected industries, 1919-1938. 1949. Michigan. 


Business Cycles and Fluctuations 


Degrees Conferred 


Ricearp V. CLEMENCE, Ph.D., Harvard, 1948. The theory of economic maturity. 

Heren O. Nicot, Ph.D., George Washington, 1948. The contribution of Arthur Spiethoff 
to business cycle theory. 

Wirm W. Tongue, Ph.D., Chicago, 1947. Money, capital, and the business cycle. 

Gorpon TYNDALL, Ph.D., California, 1948. The interest rate and the problem of secular 
employment. 

Joan A. ZrvnusKA, Ph.D., Minnesota, 1947. Business cycles, building cycles, and the 
development of commercial forestry in the United States. 
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Theses Completed and Accepted 


Renovics Fers, B.A., Harvard, 1939; M.A, Columbia, 1940. History of American business 
cycles, 1865-1921. Harvard. l 

Paut W. McCracken, M.A., Harvard, 1942. Cyclical implications of wartime liquid asset 
accumulation. Harvard. 

Kuan S. Tinc, B.A., Yenching (China), 1940; M.A. Radcliffe, 1945. Simple dynamics of 
income, investment, and consumption. Harvard. 


Theses in Preparation 


Quincy Apams, B.A., New York, 1941; M.A., American, 1945. Business mortality in the 
United States. 1951. Columbia. 

Letanp S. Atsricut, Jr., B.A., Toronto, 1942; M.A., Harvard, 1947. Business cycles in 
Canada, 1860-1914. 1949. Harvard. 

KENNETH J. Arrow, B.S., College of City of New York, 1940; M.A., Columbia, 1941. 
Measurement of economic stability. 1949. Columbia. 

Joan S. Arter, B.S., Chicago, 1941. Political aspects of full employment plans. 1950. 
Columbia. 

ARTHUR G. Ausre, B.A., Hastings, 1938; M.A., Harvard, 1942. The depressions of 1873 
and 1882 in the United States. 1948. Harvard. 

ALEX S. Barinxy. Business cycles and industrial concentration. 1949. Harvard. 

Harotp K. CuHarteswortH, B.A., Carleton, 1939; M.B.A., Michigan, 1942. Suppressed 
inflation. 1949. Wisconsin. 

Paur G. Crarx, B.A., Colorado, 1943; M.A., Harvard, 1948. An empirical study of invest- 
ment. 1949. Harvard. 

Hazer S. Cowx#erp, B.A., Pennsylvania, 1943; M.A., 1944. Stability in the paper industry. 
1948. Pennsylvania. 

CLINTON L. GARDNER, B.A., Denver, 1929; M.A., Columbia, 1943. War and postwar infla- 
tion in the United States: a study of the years 1939-46. 1950. Columbia. 

Wurm Hamovitcse, B.Com., McGill, 1943; M.P.A., Harvard, 1945; M.A., 1946. Wages 
and the business cycle. 1948. Harvard. 

Lora Karz, B.A., Hunter, 1945; M.A., Radcliffe, 1948. Business cycle aspects of interna- 
tional trade. 1949. Harvard. 

Roserr G. Linx, B.A., Columbia, 1939. British theories of economic fluctuations, 1792- 
1848. 1950. Columbia. 

Jorres Marcoris, B.S.S., College of City of New York, 1941; Ph.M., Wisconsin, 1943; 
M.P.A., Harvard, 1947. Effects of public works on the allocation of resources and eco- 
nomic stability. 1949. Harvard. 

Avex N. McLrop, B.A., Queens, 1933. The implications of international trade for economic 
policy in Canada: a study of the special problems of an open economy committed to 
full employment and the maintenance of domestic incomes. 1948. Harvard. 

Eva Mute ter, B.A., Smith, 1942; M.A., New York, 1945; M.A., Radcliffe, 1948. Business 
savings over the cycle. 1949. Harvard. 

ALBERT J, Rarsecr, B.A., Columbia, 1942; M.A., 1943. International impact of the United 
States business cycles. 1950. Columbia, 

Rosert M. Wiru1ams, M.A. Harvard, 1947. Business fluctuations in southern California. 
1948. Harvard. 

SueH-Cuanc Yano, M.P.A., Harvard, 1946; M.A., 1948. Keynes’ theory of the business 
cycle and its application to undeveloped countries. 1948. Harvard. 


Public Finance; Fiscal Policy; Taxation 


Degrees Conferred 


Epear G, Brown, Ph.D., Harvard, 1948. Business income taxation and investment. 
Wurm F. Herrmutra, Ph.D., Yale, 1948. National debt management in the United 
Kingdom, 1938-1946, 


LIST OF DOCTORAL DISSERTATIONS 757 


Norman S. LenRrMAN, Ph.D., New York, 1947. A study in war financing. 

Grorce E. Lent, Ph.D., Columbia, 1948. The impact of the undistributed profits tax, 
1936-1937. (Published as No. 539, Columbia Studies in History, Economics and Public 
Law.) 

Russet C. MclIvor, Ph.D., Chicago, 1947. Monetary expansion and Canadian war finance, 
1939-45, 

Jewett J. Rasmussen, Ph.D., Stanford, 1948. Severance taxation in Utah. 

GORDON J. STEINER, Ph.D., Fordham, 1948. Disbursement of federal funds. 

ANDREW M. Turry, Ph.D., Columbia, 1948. The tax credit. 

WarnmĮm S. Vicxrey, Ph.D., Columbia, 1947. Agenda for progressive taxation. (Ronald 
Press.) 

Mewin J. Warre, Ph.D., Columbia, 1948. Personal income tax reduction in a business 
contraction. (To be published in 1949.) 


Theses Completed and Accepted 


Westey G, Campzsert, B.A., Western Ontario, 1944; M.A., Harvard, 1946. Impact of 
social security expenditures on Canadian government finance. Harvard. 

Exinor R. Harris, B.A., Mount Holyoke, 1944; M.A., Radcliffe, 1945. National debt and 
interest rate determination. Harvard, 


Theses in Preparation 


Wurm H. Anprews, B.S., Indiana, 1933; M.A., 1937, Intergovernmental fiscal relations 
in Indiana. 1948. Chicago. 

Morris Breck, B.A., Pennsylvania State, 1942; M.A., Columbia, 1947. The effects of urban 
decentralization on municipal finance. 1950. Columbia. 

Davin M. Branx, B.A,, Columbia, 1941. New York City-New York State fiscal relations. 
1950. Columbia. 

SipNEy Borbon, B.S., College of City of New York, 1942. The exemption of real property 
from taxation. 1949, New York. 

James M, Bucuanan, B.S., Tennessee State Teachers, 1940; M.A., Tennessee, 1941. Equity 
considerations in intergovernmental fiscal adjustment. 1948. Chicago. 

LAWRENCE CooLipce, B.A., Columbia, 1946. Undistributed profits tax in Australia, 1915-45. 
1950. Columbia. Í 

Wuaram C. Davis, B.A, Nevada, 1939; M.A., 1940. Taxation of air transport. 1949, 
Fale. 

Wruram P. Dirwcesaam, B.A., Florida, 1943; M.S., Tennessee, 1942. Federal aid to vet- 
erans in the United States, 1917 to 1946. 1949. Duke. 

Dovcras H., Exprmce, B.A., Washington, 1937; M.B.A., 1941. Federal income taxation of 
exhausting resources, 1950. Chicago. 

Roserr D. Ermorr, B.A., Chicago, 1942; M.A., 1943. Taxation of corporate investment 
income. 1950. Columbia, 

Gene L. Erron, B.A., Doane, 1939; M.A., Wisconsin, 1940. Deficits without debts. 1949. 
Wisconsin. 

Jo S. Froyp, JR., B.S., Florida, 1943; M.A., North Carolina, 1944. The taxation of manu- 
facturing corporations. 1949. North Carolina. 

Danir M. Hortann, B.A., Columbia, 1941. The burden of taxation. 1950. Columbia. 

Renzi W. Jenninos, B.S.C., Iowa, 1927; M.A., Kentucky, 1928. Taxation of thorough- 
bred racing and pari-mutuel wagering in the United States with special reference to 
Kentucky. 1948. Kentucky. 

Cart P. N. Jensen, B.S., California, 1934; M.A., Columbia, 1946. The administration of 
the federal income tax. 1950. Columbia. 

T. M. Josut, B.A.. Bombay, 1931; M.A., 1933. The taxation of land in the province of 
Bombay. 1949. Pennsylvania. 

James R. Kay, B.A., Birmingham-Southern, 1938. Fiscal and monetary policy in the war 
period. 1949. Virginia, 


758 THE AMERICAN ECONOMIC REVIEW 


Joon W. Murer M.A., St. Louis, 1946. A study of the rate of growth of tax exempt 
property in the city of St. Louis from 1924 to 1947. 1949. St. Louis. 

LAWRENCE B. Myers, B.S., Temple, 1945; M.A., Wisconsin, 1947. Some aspects of Swedish 
public finance. 1950. Wisconsin. 

Rospert T. Parrerson, Federal debt management policies, 1861-1941: a critical review. 
1949. New York. 

SEYMOUR Sacks, B.S.S., College of City of New York, 1943; M.A., Columbia, 1948. Tax 
estimates and the business cycle. 1950. Columbia. 

Wim G. Scumetinc, B.A., Kansas, 1938; M.A., Columbia, 1940. Relationship of 
taxation to national income. 1949. Columbia. 

Eart F. Sueparp, B.A., Colorado, 1936; M.A.; 1938. Taxation and monetary control. 1950. 
Michigan. 

HERBERT A. Smuts, B.S., Pittsburgh, 1943; M.A., Columbia, 1947, A critique of federal 
subsidies to private enterprises. 1950. Columbia. 

Ricwarp K, Sruart, M.S., Rhode Island State, 1940. An analysis of the federal corporate 
income taxes in wartime. 1949. Pennsylvania. 

Wituiam F. Tauca, B.A., California, 1943. San Francisco: a case study in local finance. 
1949. California. 

LAWRENCE E. THompson, B.A., Dartmouth, 1941; M.P.A., Harvard, 1947; M.A., 1948. 
Personal income taxation and individuals’ saving-investment decisions. 1949, Harvard. 

Orsa F. Traynor, B.A., Western State Teachers, 1930; M.A., Kentucky, 1932. Taxation 
of distilled spirits in Kentucky and other states. 1948. Kentucky. 

Earr K. Turner, B.A., Berea, 1935; M.A., Kentucky, 1937. The tax assessor’s manual 
with special reference to Kentucky. 1949. Kentucky. 

Rorr A. Wet, B.A., Chicago, 1942; M.A., 1945. Federal aid to achieve state-local co- 
operation in a counter-cyclical fiscal policy. 1948. Chicago. 

Wus Winn, B.A., Central, 1939; M.A, Pennsylvania, 1940. Federal debt policies, 1949. 
Pennsylvania. 

Wintrrep H. Yano, B.S., St. John’s (Shanghai), 1942; M.A., 1944; M.A., Washington, 
1947. The causes and effects of hyper-inflation in China, 1945-1947. 1950. Columbia. 


m 


Money and Banking; Short-Term Credit 


Degrees Conferred 


Sisrer Mary A. Beatty, S.S.J., Ph.D., Catholic, 1948. Bank failures in the District of 
Columbia, 1900-1945, (Published by the Catholic University of America Press.) 

Hersert V. Procunow, Ph.D., Northwestern, 1947. Term loans in practice and their place 
in banking theory. 

R. Murer Upton, Ph.D., Northwestern, 1948. The importance of direct costs in the 
granting of consumer instalment credit. 


Theses in Preparation 


THeopore A. ANDERSON, B.S., Purdue, 1942; M.B.A., Harvard, 1943. Wisconsin banking 
1839-1948. 1950, Wisconsin. 

Wurm O. Anperson, B.S., Ohio State, 1938; M.A., 1941. An analysis of bank deposits. 
1949. Ohio State. 

Daniet K. Anprews, B.A., Wisconsin, 1935; M.A., 1942. A study of postwar national 
liquidity. 1948. Okio State. 

G. A. Bissor, B.A., British Columbia; M.A., Queen’s, 1942; M.A., Toronto, 1946. Studies 
in treasury control and banking policy with special reference to Canada. 1949. Toronto, 

Vance Burcu, M.S., Kansas State, 1933. The history, organization and policies of the 
California Savings ‘and Loan League. 1949. Southern California. 

C. K. Cow, B.A, Ohio Wesleyan, 1941; M.B.A., Ohio State, 1943. Factors determining 
the monetary unit. 1948. Ohio State. 


wo gr” 


LIST OF DOCTORAL DISSERTATIONS 759 


Hsrn-Min Crow, B.A. National Tsing-Hua (China), 1936; M.S., Columbia, 1945. Chinese 
monetary reform 1929-1948. 1951. Columbia. 

James M. Dawson, B.A., Wooster, 1937; M.B.A., Pennsylvania, 1940. Interest rate de- 
velopments, 1930-46, 1949. Pennsylvania. 

Patricia M. Dramonp, B.A., Hunter, 1937; M.A., Columbia, 1938. United States monetary 
policy, 1933-45. 1950. Columbia. 

Howard S. Dye, B.A., Cornell, 1941; M.A., 1942. Federal banking legislation from 1930 
to 1938. 1948, Cornell. 

Wintsrop E. Everett, B.S., Franklin and Marshall, 1927, Earnings of commercial banks, 
1948. Pennsylvania, 

Dowatp Fercusson, B.A., Dalhousie (Nova Scotia), 1932; M.B.A., Chicago, 1945. A recon- 
sideration of the functions and organization of the Federal Reserve System. 1949. 
Chicago. 

GreorcE B. Garvy, Dipl. as statistician, Paris, 1935; Licence és lettres, 1937. The use of 
debits and clearing statistics in economic analysis. 1949. Columbia. 

Burron H. GILDERSLEEVE, R.S., Iowa, 1926; M.B.A., New York, 1933. Problems involved 
in the financing of commercial banks. 1949. Okio State. 

Arsert E. Gorpnon, B.A., St. Charles Seminary, 1935; M.A., Catholic, 1945. Historical 
development of the weekly Federal Reserve statement and its interpretation. 1949. 
Catholic. 

Raymonp W. Heatwote, B.S., Virginia, 1939; M.A., 1947. Cash depositories in the South 
Carolina banking system. 1950. Virginia. 

Jacos R. Karp, B.A., Brooklyn, 1944; M.A., Princeton, 1947. Studies in the structure of 
interest rates. 1949. Princeton. 

AVRAM Kissencorr, Licence en droit, Toulouse, 1929; Diplômé de l'Institut de Statistique, 
Paris, 1938. Facts affecting the demand for installment sales credit. 1949. Columbia. 

Wurm E. Korenxer, B.A., North Dakota Teachers, 1934; M.B., 1938. A study of bank 
failures in North Dakota, 1920-35. 1949. Ohio State. 

Josx P. Lurz, B.A., Amherst, 1936; M.B.A., Pennsylvania, 1938. Some problems of com- 
mercial bank reserves. 1949. Pennsylvania. 

Raymonnp H. McEvoy, B.A., Chicago, 1942; M. A., 1947. Effects of Federal Reserve policies, 
1929-36. 1948. Chicago. 

Roranp N. McKean, B.A., Chicago, 1939; M.A., 1948. Private financial institutions and 
monetary policy. 1948. Chicago. 

Gorpnon W. McKinrey, B.A., McMaster, 1938; M.A., Ohio State, 1940. The Federal Re- 
serve System, 1930-1947. 1948. Okio State. 

Grorcre W. McKinney, Jr, B.A., Berea, 1941; M.A., Virginia, 1947. The impact of war 
financing on commercial banks in the Fifth Federal Reserve District. 1949. Virginia. 

Wrz1am L. Minter, B.B.A., Chattanooga, 1935; M.A. Duke, 1942. Some aspects of the 
income velocity of money. 1948. Duke. 

Frep W. Mover, B.S., Ohio State, 1938; M.A., 1946. The development of monetary theory 
since 1900. 1948. Ohio State. 

Kan C. Mut, B.A., Miami, 1944; M.A., Princeton, 1946. The effect upon commercial banks 
and bank policy of deficit yeas in World War IT. 1948. Princeton. 

Donato W. O’Connetr, B.A., Columbia, 1937; M.A., 1938, Government insurance of 
bank credit. 1949. Columbia. 

SAMUEL A. Rosenserc, B.B.A., Boston, 1929; M.B.A., 1931. Credit unions in North 
Carolina. 1949. North Carolina. 

ANTHONY L. Sancerra, B.A., Western Reserve, 1937; M.S., Columbia, 1939. The develop- 
ment of central banking in Ttaly. 1948. Columbia. 

Wiusert M. Scunemer, M.A., Oklahoma, 1947. The history, organization and policies of 
the American Bankers Association. 1949, Southern California. 

Davin Scerwartz, B.A., Columbia, 1938; M.A., California, 1941. Reorganization of the 
German banking system under Allied occupation, 1949. Columbia. 

Epwarp P. SHAw, M.S., Texas A. and M., 1947. The history, organization and policies of 
the Bank of America. 1949. Southern California. 


760 THE AMERICAN ECONOMIC REVIEW 


RoserT P. Say, B.S., Virginia, 1944; M.A., 1946. Effectiveness of consumer credit control 
during the war. 1949. Virginia. 

Grorce M. Taoxa, B.A., Stanford, 1940; M.A., Columbia, 1942. Control policies of the 
Bank of Japan, 1937-1945, 1950. Columbia. 

WILLIAM A. Vocety, B.A., Kenyon, 1945; M.A., Princeton, 1947. The commodity reserve 
standard—certain theoretical problems and a specific proposal for the United States. 
1949. Princeton. 

U. Tun War, B.A, Bombay, 1944; M.A., Yale, 1946. Theory and practice of money, credit 
and banking in Burma. 1950. Yale. 

Frep M. Wortey, B.S., Pennsylvania, 1921; M.A., 1924. Behavior of currency and demand 
deposits. 1950, Pennsylvania. 


International Trade, Finance and Economic Policy 


Degrees Conferred 


Wium C. Braprorp, Ph.D., Harvard, 1947. Studies in money velocity. 

Joun W. Srmurson, Ph.D., Ohio State, 1947. Balance of international payments of Mexico, 
1900-1947. 

Pays A. Warrace, Ph.D., Yale, 1948. International aspects of sugar control. 

CHEE H. Wu, Ph.D., Harvard, 1948. Two decades of Soviet foreign trade. 


Theses Completed and Accepted 


Boris C. Sweriinc, B.A., Toronto, 1941; M.A., Harvard, 1947. The international control 
of sugar. Harvard. 

MOTHER DEAN ELIZABETH Traynor, R.S.C.J., B.A., Barat, 1937; M.A., Marquette, 1942. 
International monetary and financial conferences, 1900-1945. 1948. Catholic. 


Theses in Preparation 


Jor, BERNSTEIN, B.A., Chicago, 1942; M.A., 1948. The economic significance of some 
British bulk purchasing agreements. 1950. Chicago. 

Georce G. BLAKE, B.A., McMaster, 1936; M.A., Toronto, 1947. Some aspects of Canadian 
commercial policy. 1950. Toronto. 

Goprrey E. Briers, M.A., Georgetown, 1941; M.P.A., Harvard, 1947. The role of the 
West in the economic development of eastern Europe, 1928-1938. 1948. Harvard. 

Jessie S. Bywum, B.A., Huntington, 1939; M.A., Chicago, 1941. The U. S. packing com- 
panies and the meat-packing industry of South America. 1949. Chicago. 

Ross D. Carver, B.A., Syracuse, 1943; M.A. Fletcher School of Law and Diplomacy, 1944. 
The pattern of trade between Canada and the British Isles (1919-1945). 1950, Columbia. 

James CurisTopHER, B.A., Chicago, 1944; M.A., 1945. United States aid to Japanese 
aggression. 1948. Chicago. 

Frournoy A. Cores, B.A., Xavier, 1941; M.A. Pennsylvania, 1942, Italian post-war 
economy and foreign trade. 1948, Pennsylvania. 

Mixuar V. Conpore, B.S., Ohio State, 1941; M.A., 1944. International trade and foreign 
policies of Soviet Russia. 1949. Ohio State. 

Maurice D’Arrin, M.B.A., Pennsylvania, 1945. Qualitative tariff classifications. 1949. 
New School for Social Research. 

LAURENCE P. Down, B.A, Washington, 1938; M.A., Hawaii, 1941. Japanese foreign ex- 
change policy, 1930-40. 1949. Michigan. 

New B. Dunrap, B.A., Alabama, 1941. Expansion of the Soviet-Asian economic frontier. 
1949. Chicago. 

Anna B. Durxa, B.A., Brooklyn, 1939; M.S.S., New School for Social Research, 1940. 
The role of Germany in Europe’s pre-war pattern of trade. 1949. Columbia. 

Epira Exsocen, M.A., Wellesley, 1942. Changes in industrial structure, affecting foreign 
trade, imposed by war and maintained by commercial policy—two cases: Bohemia- 
Moravia, Argentina. 1950. Columbia. 


LIST OF DOCTORAL DISSERTATIONS 761 


Isaac B. Goopman, B.Com., Toronto, 1945, Canadian commercial policy, 1930 to the 
present. 1949. California. 

Burton C. Harrower, B.A., Wesleyan, 1936; M.A., 1938. International tin contro] and 
some aspects of its applications to Bolivia. 1949. Princeton. 

W. Lawrence Hesparn, B.S., Northern State Teachers; M.A., Michigan, 1935. The Anglo- 
American financial agreement of 1945. 1949. Michigan. 

Ernest E. Hemmsacn, B.S., Chicago, 1928; M.S.Sc., New School for Social Research, 
1943; M.B.A., New York, 1946. Reciprocal trade policy of U. S. with Latin America. 
1949, New School for Social Research. 

Crype Hewirt, B.A., Aurora, 1937; M.A., Chicago, 1939. Venezuela and the origins of 
dollar diplomacy. 1949. Chicago. 

Matcorm W. Hoce, B.A., Ohio State, 1942; M.A., 1943. Full employment policies and 
international equilibrium. 1950. Chicago. 

Heren M. Hunter, B.A., Smith, 1943; M.A., Radcliffe, 1947. Wood pulp: a case study 
in international trade. 1949. Harvard. 

Rosert W. James, B.Com., Toronto, 1938; M.A., 1939. Canada’s wartime economic co- 
operation with the U. K. and the U. S. 1949. Chicago. 

Heinz Javes, B.S., College of City of New York, 1942; M.A., New York, 1947. Rela- 
tionship of domestic monopolistic contro] to American foreign trade. 1950. Columbia. 

Henry I. Jorcensen, B.A., Stanford, 1937; M.A., Columbia, 1940. International shipping 
policy of the United States. 1950. Columbia. 

Wut E. Mason, B.A., Pacific, 1935; M.A., Washington, 1942, Analysis of the inductive 
“verifications” of the classical theory of adjustment to unilateral capital transfers. 1949. 
Princeton. 

Herpert K, May, B.A., Michigan, 1938; M.A., 1941. Stabilization funds. 1950. Michigan. 
Wum G. McCarrotz, B.A., Kansas, 1936; M.A., Wisconsin, 1939. The significance and 
the principles of compilation of the balance-of-payments statement. 1949. Wisconsin. 
Ervin Mutter, B.A., Pennsylvania, 1941. Criteria of exchange rate equilibrium. 1950, 

Pennsylvania. 

Inst Mintz, Dr. Econ., Vienna, 1927. The decline in quality of American foreign invest- 
ments. 1949. Columbia. 

ALFREDO NAVARRETTE, B.A., National University (Mexico), 1939; Licentiate in Econ., Na- 
tional School of Economics (Mexico), 1944; M.P.A., Harvard, 1947. Exchange stability, 
business cycles and economic development. 1948. Harvard. 

Juro Porx, B.A., Michigan, 1935; LL.B., 1935. External financial problems of the Middle 
East. 1950. Afichigan. 

SEYMOUR J. Pomrenze, B.S., Lewis, 1936; M.A., Chicago, 1938. The United States and 
Central America, 1893-1907. 1949. Chicago. 

Jouw P. Powetson, B.A., Harvard, 1941; M.B.A., Pennsylvania, 1942; M.A., Harvard, 
1947. The position of France in world trade since 1919. 1949. Harvard, 

ALFRED S. Rav, B.A., Michigan, 1945; M.A., 1946. Foreign investment in the production 
of petroleum in the Near East. 1950. Michigan. 

Epwin P. REusBENs, B.A., College of City of New York, 1935. Capital goods imports in 
industrialization. 1949. Columbia. 

GEoRGE Rosen, B.A., Brooklyn, 1940; M.A., Princeton, 1942. The long-run effects of the 
industrialization of under-developed areas—India and China—upon the United States. 
1949. Princeton. 

Francisco R. Saenz, B.S., Columbia, 1942; M.S., 1943. The problem of exchange stabiliza- 
tion. 1948. Columbia. 

Dovucras B. SMITH, B.A., Reed, 1942. The effects of foreign investment and industrializa- 
tion in undeveloped areas on the economy of the United States. 1950. Columbia. 

Jurus B. Semo, B.A., Brooklyn, 1932; M.A., Columbia, 1934. The problem of exchange 
depreciation without the gold standard. 1950. Columbia. 

Rosert W. STEVENS, B.A., Ohio Wesleyan, 1940; M.A., Michigan, 1942, The concept of 
international equilibrium. 1949, Michigan. 

Joun A. StToveL, M.A., McGill, 1941; M.A., Harvard, 1943, The Canadian balance of 
payments. 1948. Harvard, 


762 THE AMERICAN ECONOMIC REVIEW 


Luz M. Torrvetras, B.A.E., Puerto Rico, 1941; M.A., Radcliffe, 1947. Puerto Rico— 
trade relations with the United States in the light of economic theéry. 1949. Harvard. 

Ruvorrn W. Trenton, Dr. Jr., Rome, 1936; Dr. Pol. Science, Turin, 1938. The export 
control system of the United States. 1950. Columbia. 

Joan T. Water, B.S., Drexel Institute of Technology, 1933; M.A., Columbia, 1939, The 
theory of competitive currency devaluation. 1949. Pittsburgh. 

Lours Wivnicx, B.A., Brooklyn, 1946; M.A., Columbia, 1947, United States dollar loans 
to Latin-America, 1920-1939. 1949. Columbia. 

Rara C. Woop, B.A., Wesleyan, 1934; M.A., 1935. The theory of international economic 
specialization and development. 1949. Columbia. 

W. Joun R. Wooptey, B.A., Saskatchewan, 1945; M.A., Toronto, 1946. The Canadian post- 
war balance of payments. 1949. Corneil. 


Business Finance; Insurance; Investments; Securities Markets 


Degrees Conferred 


Francis J. Carxins, Ph.D., Northwestern, 1947. The Securities and Exchange Commission 
and corporate reorganization. 

` Hans R. Fanum, Ph.D., Yale, 1948. Inventory analysis and economic implications. 

Joun D. Grover, Ph.D., Harvard, 1948. Public loans to private business. 

Frank M. Graner, Ph.D., Wisconsin, 1948. The sources of corporate funds and their uses. 

Joas T. O’Ner, Ph.D., North Carolina, 1948. Formation and application of financial 
policy: a case history of the Burlington system refinancing of 1944-1945. 

ReciwaAtp RusHinc, Ph.D., Texas, 1948. Corporate reorganizations under Chapter X of 
the Bankruptcy Act. 

Wintiram A. Scurac, Ph.D., New York, 1948. The American rayon industry—its financial 
aspects. 

NATHAN SEITELMAN, Ph.D., Fordham, 1948. Financing of corporate expansion for selected 
manufacturing industries, 1922-39. 

J. Frepertck Weston, Ph.D., Chicago, 1948. The meaning and measurement of excess 
profits. 

Thesis Completed and Accepied 


SAMUEL A. Reep, B.B.A., Minnesota, 1935; M.A., 1940. The investment company as an 
agency of financing new business enterprises. 1947. Chicago. 


Theses in Preparation 


Joun Apams, B.S., Linfield, 1940; M.A., Puget Sound, 1942. Comparison of English and 
American life insurance. 1949. Pennsylvania. 

Jorn S. Bicxrey, B.A., Wisconsin, 1939; M.B.A., 1947. The function of the reserve in 
social and private insurance. 1949. Wisconsin. 

T. Emerson Cammacx, B.S., Oklahoma, 1940; M.A., 1941. The rehabilitation of life 
insurance companies. 1949. Pennsylvania. 

Mariam K. CHAMBERLAIN, B.A., Radcliffe, 1939; M.A., 1948. The impact of investment 
policies of large corporations on full employment. 1949. Harvard. 

Raymonp R. Corton, B.S., College of City of New York, 1931; M.A., Columbia, 1932. 
Regulation of public securities as legal investments in New York State. 1950. Columbia. 

Epwin R. Corey, B.A., Amherst, 1941; M.B.A., Harvard, 1946; M.A., 1947. Insurance in- 
vestment and its effect on the capital market. Harvard. 

Arsert H. Denner, B.S., Ohio State, 1936; M.B.A., 1939, Relation of the speed of stock 
market movements and the extent of fluctuations in stock prices. 1949. Ohio State. 

Sercer P. Doprovorsxy, Dip]. Harbin, 1930; M.A., Columbia, 1942. Retention of corpor- 
ate earnings. 1949. Columbia. 

Herswon Freeman, B.A., Amherst, 1933; M.B.A., Michigan, 1936, Influence of life in- 
surance upon the U. S. labor union movement. 1949, Pennsylvania, 

Joun F. L. GHIARDI, B.A., Sacred Heart Seminary, 1939; M.A., Catholic, 1942. Some 


le 


LIST OF DOCTORAL DISSERTATIONS 763 


analytical considerations of recent trends in profits of manufacturing corporations in 
United States. 1949. Catholic. 

HERBERT GRAEBNER, B.S., Valparaiso, 1930; M.B.A., Northwestern, 1931. Appraising the 
economic value of the human life. 1949, Pennsylvania, 

Davis W. Grecc, B.B.A., Texas, 1939; M.B.A., Pennsylvania, 1940. An analysis of group 
life insurance. 1948. Pennsylvania. 

Davip Ivry, B.S., Johns Hopkins, 1944; M.B.A., Pennsylvania, 1945. A study of special 
policies in life insurance. 1949. Pennsylvania. 

Ropert W. Jounson, B.A., Harvard, 1943; M.B.A., 1946, Sources of funds of sales finance 
companies. 1949. Northwestern. 

Leonard Kent, B.S., South Georgia Teachers, 1935; M.B.A., Chicago, 1940. Effects of 
death taxes on the pattern of investment. 1949. Chicago. 

RicHarp DER. Kip, B.S., Pennsylvania, 1936. Fraternal insurance. 1949, Pennsylvania, 

PAUL KIRCHER. Accounting for investments. 1949. Michigan. 

Frank Lanc, B.B.A., Tulane, 1940; M.B.A.,, Ohio State, 1943. Public relations program 
for insurance. 1951. Columbia. 

ArtHur F. MESSENGER, B.A., Ohio Wesleyan, 1927. Liquidity in the security markets. 
1949. Ohio State. 

Davip B. Mover, B.A., Virginia, 1947. The corporate income statement. 1950. Virginia. 

FRANK J. Sasetra, B.S., Southern Illinois State Teachers, 1940; M.A., Washington, 1947. 
Common stocks in the life insurance portfolio. 1950. Pennsylvania. 

VIRGIL Scwarrer, B.A. DePauw, 1935; M.A., Chicago, 1944. Investment outlay, profit, 
and the rate of capital growth. 1948. Chicago. 

Donatp Scores, B.S., Northwestern, 1916; M.S., Pennsylvania, 1943. Development and 
application of the annuity principle by U. S. legal reserve life insurance companies. 
1949. Pennsylvania. 

Rottin Stmonps, B.S., Northwestern, 1935; M.A., 1936. Development of a method for 
estimating the cost to producers attributable to their industrial accidents. 1948. North- 
westerit, i 

STERLING Surrey, B.S.S., College of City of New York, 1932; M.B.A., Harvard, 1934. 
The development of the convention form of life insurance statements, 1949. Pennsylvania. 

Prnc-Hov Wans, B.A. Tsing-Hua, 1932; M.A., Columbia, 1941. Fair return on equity 
capital. 1949. Columbia. 

H. Lawrence Wiisey, B.S., Southern California, 1944; M.A., 1946. The Securities and 
Exchange Commission. 1949. Cornell. 

Frank A. Younc, B.B.S., Southern Methodist, 1942; M.A., Michigan, 1947. Reinsurance in 
life insurance. 1950. Pennsylvania. 


Public Control of Business; Public Administration; 
National Defense and War 


Degrees Conferred 


Kart A. Borpecxer, Ph.D., Wisconsin, 1948. A critical appraisal of the anti-trust policy 
of the United States government, 1933-1947. 

Leon A. Bosco, Ph.D., Northwestern, 1948. Meat rationing in World War II. 

James A, Coox, Ph.D., Columbia, 1947. The marketing of surplus war property. (Pub- 
lished by Public Affairs.) 

GrorcE W. Larrerty, Ph.D., Texas, 1948. The post-audit of state and local governments. 

S. SrertING McMirtan, Ph.D., Indiana, 1948, Adjustments of individual firm prices under 
wartime price control. (Portion published in volume on Pricing Standards, Office at Tem- 
porary Controls, Washington, D.C.) 

Kart Morrison, Ph.D., Texas, 1948. The state and the marketing of alcoholic beverages 
in the United States, 

Joun J. RELLABAN, Ph.D., New York, 1948. The interstate petroleum pipe lines before 
the legislature and the courts, 
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Ernest J. H. Spence, Ph.D., Northwestern, 1947. Canadian wartime price control, 1941- 
1947. 

Tuomas B. Worstey, Ph.D., Virginia, 1948. Wartime economic stabilization and the effi- 
ciency of military procurement. 


Theses in Preparation 


Rosert H. BrncHam, B.A., Ohio Wesleyan, 1939; M.A., Michigan, 1941. Basing point 
systems and public policy. 1950. Michigan, 

Ricwarp M. Bourne, B.S., Colorado Agricultural and Mechanical, 1931; M.S., Illinois, 
1932. The theory of price control under the OPA. 1948. Nebraska. 

James L. Durry, B.A., Boston, 1925; M.A., 1926. Anti-trust under Thurman Arnold. 1948. 
Clark. 

James M. Gwin, B.S., Connecticut State, 1931; M.A., American, 1941. An economic 
analysis of the methods used by the U. S. Army in securing and distributing its perish- 
able food. 1948. American. 

Rarrea C. Horner, B.A., Oregon, 1921; M.A., 1923; J.D., Stanford, 1927. Development 
of public utility regulation in Oregon. 1948. Wisconsin. 

Isaac T. McKrror, B.B.A., College of City of New York, 1939. Management program 
for Rural Electrification Administration. 1941. Columbia, 

N. H. Morse, M.A., Acadia; M.A., Toronto, 1942. An inquiry into the impact of the 
great depression upon Canadian laws relating to business practice. 1949. Toronto. 

Joun R. Norron, B.S., New York, 1930; M.A., 1934. State government and American 
business: New York, 1819-1846. 1949. New York. 

Jutrus Rotter, B.B.A., Washington, 1934. State price legislation and public policy. 1949. 
Michipun. 

Geert N. Sure, B.A., Oklahoma City, 1936; M.B.A., Boston, 1938. Changing policy 
of the federal government toward competition since 1911. 1950. Nebraska. 

Henry K. Stanrorp, B.A., Emory, 1936; M.A., 1940; M.S., Denver, 1943. The administra- 
tion of surplus property disposal. 1950. New York, 

Wurm J. Stanton, JR., B.S., Lewis, 1940; M.B.A., Northwestern, 1941. Business im- 
plications in the interpretations of the Robinson-Patman Act. 1948. Northwestern. 

James M. WALLER, B.A., Vanderhiit, 1922; M.A., 1927; LL.B., Yale, 1924. An evaluation 
of national policy on close combinations. 1949. North Carolina. 

BERNARD ZaGoRIN, B.A., Chicago, 1942; M.A., 1948. A study of the patent policy of the 
Alien Property Custodian and its effect on the American chemical industry (dyestuffs). 
1950. Chicago. 


Industrial Organization; Price and Production Policies; 
Business Methods 


Degrees Conferred 


Erron B, Hate, Ph.D., Texas, 1948. Predetermined industrial cost analysis and control. 
Harrrer J. Hormes, Ph.D., Harvard, 1948. Wartime profits in the woolen manufacture: 
a study of apparel fabric manufacturers in Massachusetts, 1940-1946. 


Thesis Completed and Accepted 


Cuartes H. Hesston, B.A., College of City of New York, 1932; M.A., Columbia, 1933, 
Competition in the metal food container industry, 1916-1946. 1948. Columbia. 


Theses in Preparation 


Morrts A. ADELMAN, B.S.S., College of City of New York, 1938. The dominant firm, 
with special reference to the A & P Tea Company. 1948. Harvard. 

Harotp J. Barnett, B.S., Arkansas, 1939; M.S., California, 1940; M.A., Harvard, 1948. 
Adaptation of the U. S. economy to innovation: atomic energy. 1948. Harvard. 
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Tomas E. M. Brann, B.A., Colorado, 1943; M.A., Harvard, 1944. The regulation of 
industrial location. 1950. Columbia. 

Ronarp C. CALLANDER, B.S., New York, 1933; M.B.A., Texas, 1936. Historical develop- 
ment and analysis of risks in hedging cotton, 1948. American. 

Miscua Comen, B.S., Hlinois, 1945; M.A., Chicago, 1946. Price policies and market con- 
trols in the farm equipment industry. 1950. Chicago. 

Rıcmaro M. Cyert, B.S., Minnesota, 1943. The effect of the business cycle on oligopoly 
pricing. 1950. Columbia. 

G. R. Extiorr, B.A. Saskatchewan, 1929; M.A., Toronto, 1947. Enterprise and scientific 
and industrial research. 1950. Toronto. 

Dascoms R. Forsuss, B.A., Oberlin; M.B.A. and M.A., Harvard. Economics of product 
line expansion. 1949. Harvard. 

Wittrmam W. Frasure, B.S., Bowling Green, 1939; M.B.A., Houston, 1942. An analysis 
of factors contributing to the longevity of manufacturing concerns located in Allegheny 
County, Pennsylvania. 1948. Pittsburgh. 

THomas G. Gres, B.A., Michigan, 1946, The effect of trade associations upon competition 
in American industry. 1950. Michigan. 

Wyrtz Gorter, B.A., Stanford, 1936. Some aspects of the production and market policies 
of the California orange industry. 1948. Stanford. 

Orris C. HERFINDAEL, B.B.A., Minnesota, 1939. Concentration in selected manufacturing 
industries. 1950. Columbia. 

Donato M. Lanpay, B.S., Pennsylvania, 1936; M.A., 1938, Rationalization in the men’s 
clothing industry. 1948. Chicage. 

Rosperr LEKACHMAN, B.A., Columbia, 1942, Equipment purchasing: some cases and a 
theoretical comparison. 1950. Columbia. 

Jesse W. Marxuam, B.A., Richmond, 1941; M.A., Harvard, 1947. Price and output be- 
havior in the U. S. rayon industry. 1948. Harvard. 

Seymour Merman, B.S.S., College of City of New York, 1939. Administrative overhead 
functions in manufacturing industry. 1949. Columbia. 

P. Bernarp Norrman, B.S.S., College of City of New York, 1934; M.A., Columbia, 1935. 
Economics of the scrap iron and steel industry: a study in oligopsony. 1949. Columbia. 

JoserH D. Pures, Jr, B.A., California, 1937. The position of small enterprise in the 
American economy. 1951. Columbia. 

Rayat H. Ray, B.A., DePauw, 1927; M.A., Wisconsin, 1935. Decline in the number of 
units and concentration of ownership and control in the American daily newspaper 
industry. 1948. Columbia. 

Wirrtam A. Reywotps, B.A., William and Mary, 1938; M.A., New York, 1940. The 
economics of demand for floor coverings, 1921-41. 1949. Columbia. 

Lioyp B. Savner, B.A., Pennsylvania, 1935; M.A., Columbia, 1936. Pricing methods in the 
gray-iron foundry industry. 1950. Columbia. 

THEODORE SumsBerc, B.S.S., College of City of New York, 1939. Strategic factors in 
industrialization. 1949. New School for Social Research. 

Harotp G. Varrer, B.A., Wisconsin, 1936; M.A., Columbia, 1938. Some problems of small 
enterprise as seen in four selected industries. 1949. California. 

Wrram V. Witmort, Jr., B.A., Syracuse, 1937; M.A. 1939. Some theoretical considera- 
tions of the restrictive practices of cartels. 1948. Wisconsin. 

Rogert A. Winters, B.A., Princeton, 1935; M.A., Tufts, 1927; M.A., Harvard, 1941. 
Price control in certain rubber industries 1942-1946. 1948. Harvard. 


Marketing; Domestic Trade 


Degrees Conferred 


Dorsey Forrest, Ph.D., Ohio State, 1948. The economic and technical aspects of small 
dealer advertising. 


766 THE AMERICAN ECONOMIC REVIEW 


Roy W. Jasrram, Ph.D., Stanford, 1948. Some aspects of the planning of large scale 
advertising. 

Davin J. Lucx, Ph.D., Texas, 1948. Merchandise control in departmentized Texas stores. 

SCHUYLER F. Orreson, Ph.D., Ohio State, 1948. Marketing research techniques. 

Minnie B. Tracey, Ph.D., Ohio State, 1948. The marketing of frozen food products. 


Theses in Preparation 


Francis A. BaBIoNE, B.S., Miami, 1931; M.A., Ohio State, 1932. Marketing equipment by 
leasing. 1949. Ohio State. 

GEORGE A. BALLENTINE, B.A., Colgate, 1922; M.B.A., Harvard, 1924, Sales quotas—their 
use in planning sales activities. 1948. Columbia. 

Seymour Banks, B.S., Iowa State Teachers, 1939; M.B.A., Chicago, 1942. Some applica- 
tions of psychological measurement of preferences and attitudes to market research. 
1948. Chicago. 

James F. Coocan, B.A., Harvard, 1942; M.A., 1947. Economics of Soviet marketing. 
1949. Harvard. 

Franx W. Gitcurist, B.A., Stanford, 1933; M.B.A., 1935. An analysis of prepackag- 
ing and selfservice as a means of lowering costs of retailing meat and delicatessen 
products with special reference to Southern California. 1948. Southern California. 

Kari-Ertk Hansson, M.S., Columbia, 1946, Trade area studies. 1950, Columbia. 

Harorp E. Harpy, B.A. Pomona, 1925. The integration of manufacturing and chain dis- 
tribution—with special reference to food products, 1948. Minnesota. 

Leranp E. Hess, B.A., Ripon, 1938; M.A. Chicago, 1940. Mail order business. 1949. 
Chicago. 

Nem T. Hovstos, B.A., Washington and Lee, 1939; M.A., Fletcher School of Law and 
Diplomacy, 1941; M.P.A., Harvard, 1948. The analysis of efficiency in marketing. 1948. 
Harvard. 

Mran R. Karas, B.A., Ohio Wesleyan, 1937; M.A., Kent State, 1942. The contribution 
of the wholesaler to the trading area of Cincinnati, 1949. Okio State. 

Israr R. Kostorr, B.A., Chicago, 1943; M.A., 1945. Gasoline marketing in Minnesota. 
1948. Chicago. 

Harry A. Livson, JR., B.S., Alabama, 1939; M.B.A., Northwestern, 1941. Analysis of 
department store ownership groups. Pennsylvania. 

Lewis F. Manuart, B.S., Bowling Green State, 1929; M.A., Ohio State, 1936. Depart- 
ment store credit management—a case study. 1948. Okio State. 

Marrainus D. Marais, M.A., South Africa, 1941; B.Comm., 1945. Parallelism in the 
dairy marketing problems of South Africa and the U.S.A. 1948. Harvard, 

James F. McRarry, B.S., Iowa, 1940; M.A., 1947. Wholesale trading areas of selected 
industries in the Middle West. 1950. Columbia. 

James F. Mires, B.A., South Carolina, 1938; M.A., 1939. Economic analysis of New 
England fluid milk marketing. 1948. American. 

F. Byers Mirrer, B.S., Baldwin Wallace, 1934; M.B.A., Ohio State, 1940. Contribution 
of wholesaling to the Richmond, Virginia trading area. 1949. Ohio State. 

Rosert B. Miner, B.S., Ohio, 1938; M.S., 1940. An analysis of marketing costs with spe- 
cial reference to variation in operating expenses in selected lines of business. 1948. Okio 
State. 

SAMUEL L. Mvers, B.A., Morgan State, 1940; M.A., Boston, 1942; M.A., Harvard, 1948. 
The principles of grade and informative labeling, especially as exemplified in textiles. 
1949. Harvard. 

Rosert M. STRAHL, B.A., Muskingum, 1935; M.B.A., Ohio State, 1939. Executive train- 
ing in department stores. 1948. Okio State. 

Epwarp R. Wixett, B.S., Northeastern, 1945; M.A., Harvard, 1947. A study of the radio 
parts distribution industry in New England with special emphasis on the wholesaler. 
1949. Harvard. 

Francis A. WINGATE, B.A., Bowdoin, 1931; M.B.A., Harvard, 1933. Principles and methods 
of price determination in retailing. 1949, Okio State. 
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“Mining; Manufacturing; Construction 


Degrees Conferred 


Georce H., Hosart, Ph.D., North Carolina, 1948. The dinner ware industry in the United 
States. 

Wuram T. Hocan, S.J., Ph.D., Fordham, 1948. Productivity in the blast furnace and 
open hearth segments of the steel industry, 1920-46. 

Harorp E. Kiontz, Ph.D., North Carolina, 1948. The southern furniture manufacturing 
industry. 

FREDERICK J. Kwicuts, Ph.D., Northwestern, 1947. The growth and technical efficiency of 
rubber manufacturing in the U. S. and the distribution of real income derived from their 
increase, 

Ricuarp B, Tennant, Ph.D., Yale, 1948. The American cigarette industry, 1927-1939, 


Theses in Preparation 


Epwarp L. Arren, B.S., Columbia, 1946; M.A., American, 1946. The aluminum industry 
as a case study in government controls of the aluminum producing industry. 1948. 
American. 

Louis E. Broeryes, B.S., Columbia, 1945; M.A., 1946. The evolution of rayon. 1948. 
Columbia. 

James H. Correr, B.A., West Texas State Teachers, 1925; M.A., Southern California, 
1936. The aluminum industry. 1949. Texas. 

MARSHALL R. CoLBERG, B.A., Chicago, 1934; M.A., 1938. Federal control of construction 
following World War II. 1950. Michigan. 

Wirtuam G. CUNNINGHAM, B.A., California, 1931; M.A., Pennsylvania, 1940. Location of 
aircraft manufacture in the United States. 1949. Pennsylvania, 

SIEGFRIED GARBUNY, Diplomvolkswirt, Berlin, 1936. The synthetic rubber industry. 1949. 
Columbia. 

ANNE P. Grosse, B.A., Queen’s, 1945; M.A., Radcliffe, 1946. Raw materials in the open 
hearth process. 1948. Harvard. 

Martin Masters, B.S.C., Temple, 1939. Stabilization of employment in the automobile 
industry. Pennsylvania. 

Herman E. Micut, B.S., Pennsylvania, 1929. Recent developments in the cotton-textile 
industry. Pennsylvania. 

Dean W. Morse, B.A., Harvard, 1941. The rubber industry—a case study of the invest- 
ment process, 1920-1930, 1950. Columbia. 

W. G. Puitries, B.A., Toronto, 1944; M.A., 1947. The farm implement industry in Canada. 
1950. Toronto. 

Martin M. Psary, B.A., California, 1939. Output and productivity in building construction. 
1949. New York. 

Feneton D. Smita, B.S.C., South Carolina, 1929; M.A., 1942. The history of the de- 
velopment of the cotton textile industry in Columbia, South Carolina. 1949. Kentucky. 

Marcus Vos, B.S., College of City of New York, 1929; M.A., Columbia, 1931. A con- 
tribution to the history of the machine industry. 1949. New School for Social Research. 


Transportation; Communication; Public Utilities 


Degrees Conferred 


Joan P. Carter, Ph.D., California, 1947. Transportation rates and their relation to the 
location of production. 

Harotp A. CONNER, Ph.D., New York, 1948. The contribution of sponsored radio to the 
public interest. 

FREDERICK A. EXEBLAD, Ph.D., Northwestern, 1947. Government lending to railroads in 
the decade of the 1930's. 
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Theses Completed and Accepted 


SISTER JANE M. Howarp, 1.H.M., Ph.B., Marygrove, 1940; M.A., Catholic, 1944. Eco- 
nomic aspects of St. Lawrence Power and Navigation Project. 1948. Catholic. 

Lucite S. Keves, B.A., Wellesley, 1940; M.A., Radcliffe, 1942. Federal control of entry 
into air transportation. Harvard. 

James NeLson, B.A., Oberlin, 1936; B.A., Oxford, 1938, Electricity prices. Harvard. 


Theses in Preparation 


Paur L. AMBELANG, B.A., Illinois, 1928; M.A., Catholic, 1942. A history of employment on 
railways of the United States to 1945. 1949. Catholic. : 

Forrest C. Broop, Jr., B.S., Nebraska, 1938; M.A., 1939. State production and distribu- 
tion of electrical power in Nebraska. 1950. Nebraska. 

Encar F. Bunce, JR., B.A., Duke, 1941; M.A., Wisconsin, 1946. The administration of the 
Public Utility Holding Company Act of 1935—a case study. 1948. 

THomas C. CAMPBELL, B.A., Lynchburg, 1942; M.A. Pittsburgh, 1947. An economic 
analysis of the Wabash-Pittsburgh Terminal Railway 1901-1916 and the Pittsburgh 
and West Virginia Railway, 1917-1947. 1948, Pittsburgh. 

Warno Crreren, B.A., Washburn, 1927; M.A., Chicago, 1932. The Kansas-Pacific Railroad: 
a cross section of an age of railroad building. 1949. Chicago. 

Joan H. Dares, M.A., Toronto, 1946; M.A., Harvard, 1948. Development of hydroelectric 
power industry in Canada. 1950. Harverd. 

James F. Doster, B.A, Alabama, 1932; M.A., Chicago, 1936. Railroad regulations in 
Alabama, 1949. Chicago. 

ALLEN R. Fercuson, B.A., Brown, 1941; M.A., 1943. A ichaia synthesis of airline costs. 
1949. Harvard. 

Joserm A. GREENE, JR., B.A., Berea, 1941; M.A., Virginia, 1943. Discrimination against cer- 
tain industries and regions in freight rate differentials. 1949. Virginia. 

Donato F. Heawy, B.A., and M.A. Georgetown; M.A., Harvard, The “chosen instrument” 
in international aviation. 1949. Harvard. 

Henry W. Hewetson, B.A., Toronto, 1924; M.A., British Columbia, 1925. An examination 
of the distance principle of railway freight making with references to Canadian condi- 
tions. 1950. Chicago. 

Hottanp Hunter, B.S., Haverford, 1943; M.A., Harvard, 1947. The Soviet railroad 
system: 1917-1947. 1948. Harvard. 

Harry P, B. Jenxins, B.A., Acadia, 1927; M.A., Chicago, 1947. Deficient public services 
in Nova Scotia. 1948. Chicago. 

Hersert F. Kurnenran, B.A., Wisconsin, 1929; M.A., 1930; M.B.A., Harvard, 1932. The 
physical integration requirements of the Public Utility Holding Company Act of 1935: 
development of SEC policy. 1949. Wisconsin. 

Joun B. Lansrnc, B.A., Hobart, 1940; M.A., Harvard, 1947. An investigation into the 
long run cost curve for central stations producing electricity by the use of steam. 1948. 
Harvard. 

Frepric P. Morrissey, B.Com., Toronto, 1943; M.Com., 1946. Economic study of the 
Ontario Hydro-Electric Power Commission. 1950, Columbia. 

Grorcr A. Scorr, B.A., Albilene Christian, 1945; B.S., 1946. Railroad trusteeship and 
receivership. 

Marto A. Sonnwino, Dr. Econ., Rome, 1939; M.A., George Washington, 1946. Cost ele- 
ments of international air transportation with special reference to the transatlantic air 
service. 1948, American. 

ALBERT G., SwEETSER, B.A., Harvard, 1937; M.B.A., New York, 1942. The economics of 
seaplane operations in scheduled air carrier service. 1948. American. 

Muron W. Tomer, B.A., Columbia, 1942; M.A., 1943. Rate of return in public utility 
regulation. 1949. Columbia. 

PHILIP Trezrse, B.A., Michigan, 1936; M.A., 1939. The role of modern transportation in 
China’s economic development. 1949, Michigan. 
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Epwarp T. P. Watson, B.A., Princeton, 1936; M.A, Harvard, 1941. Railroad reorganiza- 
tion under SEC 77. 1948. Harvard. 


Agriculture; Forestry; Fisheries 


Degrees Conferred 


Wuyrrep K. Burkett, Ph.D., Wisconsin, 1948. Acquiring farm ownership by 100% loans. 

Raymonp J. Dorr, Ph.D., Minnesota, 1948. Agricultural policy in relation to the beef 
cattle industry. 

EpmMuNpDo Frores, Ph.D., Wisconsin, 1948. Comparative analysis of the agrarian problems 
of Peru and Mexico. 

Beta Gorp, Ph.D., Columbia, 1948. Wartime economic planning in agriculture. (Columbia 
University Press.) 

R. C. Heaprycton, Ph.D., Ohio State, 1947. Father-son farming plans and arrangements. 

Erven J. Lone, Ph.D., Wisconsin, 1948. The labor foundation of the family farm. 

Cuartes W. Loomer, Ph.D., Wisconsin, 1947. Group tenure in the administration of 
public lands. 

James Lorie, Ph.D., Chicago, 1946. A consideration of the causes of annual fluctuations in 

_ the production of livestock and livestock products in the U.S., 1910-44. (Studies in 
Business Administration, Vol. XVII, No. 1, April, 1947, University of Chicago Press.) 

Wrrrep H. Pine, Ph.D., Minnesota, 1948. Methods of classifying Kansas land according 
to economic productivity. 

Wurm M. Pritoretr, Ph.D., Virginia, 1948. The sheep and wool industry in Texas. 

CHARLES F. REYNOLDS, Jr, Ph.D., Virginia, 1948. Socio-economic changes in the agri- 
cultural economy of the Yazoo-Mississippi Delta. 

SIDNEY SCHMUCKLER, Ph.D., Wisconsin, 1947. Wisconsin’ farmers in industry. 

Cuwa TsiAnc, Ph.D., Minnesota, 1948. An economic study of some problems of Chinese 
agriculture. 


Thesis Completed and Accepied 


WituiAm Brepo, B.A., Alberta, 1942; M.S., Iowa State, 1943; M.A., Harvard, 1946. 
Pricing problems in deficit milk markets with special reference to seasonal aspects. 
1948, Harvard. 


Theses in Preparation 


Ropert Austin, B.A., Tennessee, 1940; M.A., Harvard, 1942. Tobacco parity, 1948. 
Harvard. 

R. H. Baxer, B.S., Ohio State, 1930; M.S., 1938. The cost of producing milk in Ohio. 
1949, Okio State. 

Raymond R. Beneke, M.S., Iowa State, 1946. The economics of partnership farming 

__ agreements. 1949. Minnesota. 
ARNoLD BREKKE, B.S., Minnesota, 1942. American agriculture and the world economy. 
1949, Minnesota. 

VALENTINE J. BrensIKeE, B.A., Wisconsin, 1940; M.A., 1941. The A.A.A. and subsequent 
farm programs in Wisconsin. 1949. Wisconsin. 

W. Herserr Brown, B.S., Pennsylvania State, 1936; M.S., Connecticut, 1938. Postwar 
readjustments on dairy farm in southern New England. 1948. Harvard. 

Harop B. CLARK, B.A., Berea, 1937. The role of farmers’ cooperatives in market stabiliza- 
tion, with special reference to dark tobacco. 1950. Kentucky. 

WALTER P. Corron, M.S., Tennessee, 1933. A study of an economic adjustment of market 
milk supplies to needs in North Carolina. 1948. Minnesota. 

GERALD ENGELMaN, B.S., Iowa State, 1937. Problems involved in the sale of slaughter live- 
stock on the basis of carcass weight and grade. 1948. Minnesota. 

Marvin W. FARRELL, B.A., Queen’s, 1942; M.A., 1943. Agricultural land tenure in Canada. 
1948. Harvard. 

Epwarp D. Gruen, B.A., Dartmouth, 1931. An economic analysis of the softwood 
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(Douglas fir) plywood industry, with particular emphasis on the effects of government 
controls, wartime and emergency housing (1942-1947). 1950. Duke. 

Haroty G. Harcrow, B.S., North Dakota Agricultural, 1937; M.S., Montana State, 1938. 
Theory of crop insurance—plan of procedure. 1948. Chicago. 

Orvis J. Harr, M.S., Minnesota, 1928. Drying of Arkansas rice—economic considera- 
‘tions and consequences. 1949. Afinnesota. 

WurramĮm E. Henorrx, B.S., Tennessee, 1935; M.S., 1936. Capital productivity and ac- 
cumulation in agriculture in the Piedmont of Georgia. 1950. Wisconsin. 

Hans G. Hirscu, M.S., Minnesota, 1942. The effects of inheritance by testimentary disposi- 
tion and intestacy on farm land tenure. 1950. Minnesota. 

Herman B. James, B.S., North Carolina State, 1932; M.S., 1940. Mechanization problems 
in eastern North Carolina agriculture. 1949. Duke. 

Grenn L. Joxunson, B.S., Illinois, 1940; M.A., Michigan State, 1942. Allocative efficiency 
of agricultural prices—as affected by changes in the general level of employment. 1950. 
Chicago. 

Barpur H. Kristyanson, B.S.A,, Manitoba, 1939; M.Sc., Virginia Polytechnic, 1941. 
Land settlement in the forest fringes of Canada. 1950. Wisconsin. 

Joun L. Lurs, B.S., Alabama Polytechnic, 1936; M.S., Dlinois, 1937. The effect of state 
price control on changes in the dairy industry in Alabama. 1949. Wisconsin. 

S. S. Liou, M.S., Cornell, 1946. Possibilities of improving the Chinese agricultural situa- 
tion through industrialization. 1949. Minnesota. 

Suivrean G. Mapiman, B.S., Bombay, 1946. Land—use and institutions in India. 1949. 
Wisconsin. 

Les R. Martin, B.A. Arkansas, 1937; M.A., Harvard, 1947. The milk industry in the 
South. 1948. Harvard. 

Wirrram E. McDanter, M.S., Wlinois, 1943. Equitable farm leases. 1950. Minnesota. 

Rowatp L. Micuert, B.S., Iowa State, 1925; M.S., Minnesota, 1926. Interregional com- 
petition in agriculture in the United States. 1948. Harvard. 

Arvan D. Oprrxirx, M.S., Iowa State, 1928. An economic study of the egg quality 
problem of the midwest area. 1949. Minnesota. 

Wattace E. Occ, B.S., Iowa State, 1941; M.S., 1944; M.A., Chicago, 1948. A study of 
maladjustment of resources in southern Iowa. 1950. Chicago. 

Jacos Osrr, B.S., Illinois, 1935; M.A., Columbia, 1947. Price supports or compensatory 
payment for agriculture. 1950. Columbia. 

- Howarp L. Parsons, B.A., Wisconsin, 1940; M.A., 1940, A study of the impacts of changing 
national income on agricultural wages and employment. 1948. Harvard. 

Jurrus PERLSTEIN, B.A., Columbia, 1936. Trends toward self-sufficiency in food sup- 
plies and the integration of agriculture in Europe. 1950. New School for Social Re- 
search, 

ANTONIN J. Posapa-F., Faculted Nacional de Agronomia, Colombia (South America), 
1944; M.A., Wisconsin, 1947. Economics of Colombian agriculture. 1950. Wisconsin. 
Bryc-Kun Sao, B.A., National Peiping, 1936; M.S., Oregon State, 1944. Methodology 

in the development of agricultural economics in China. 1949. Wisconsin. 

Ricsrarp Srmerarr, M.B.A., Minnesota, 1944, Ready-to-eat cereal industry—an example of 
imperfect competition in agricultural processing. 1949. Minnesota. 

Procror THomson, B.A., Ohio State, 1940; M.A., 1941. The productivity of labor in 
agriculture: an international comparison. 1950. Chicago. 

Wiit1s D. WEATHERFORD, JR, B.A., Vanderbilt, 1937; B.D., Yale, 1940; M.A., Harvard, 
1943, Geographical differentials in agricultural wages. 1948. Harvard. 

FREDERICK A. WitiiAMs, B.S., Agricultural and Technical of North Carolina, 1931; M.A., 
Michigan State, 1937. Impediments to Negro land ownership in Louisiana. 1950. 
Wisconsin. 


Economic Geography; Regional Planning; Urban Land; Housing 


Degree Conferred 
Rocyer S. Nexson, Ph.D., California, 1948. Federal financial aid for urban rehousing. 
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THE PROBLEM OF CAPITAL ACCUMULATION 


By Evsey D. DoMAR* 


I 


Capital formation has now reached a gross annual rate of some thirty- 
six billion dollars. A somewhat smaller amount would have been less 
inflationary, but aside from this inconvenience which we still hope to 
be temporary, there should be every reason for congratulations: both 
the (not entirely expected) prosperity which this capital formation has 
given rise to and the resulting increase in our productive capacity should 
certainly be welcome. Yet looking at this remarkable amount, many an 
economist has wondered how much longer the economy will be able 
to absorb capital at this rapid rate, and what will happen when a 
drastic fall in capital formation takes place. 

Implicit in this worry is the belief that the possibilities of the so-called 
deepening of capital (in the sense of an increasing ratio of capital to 
output) are limited. Therefore the amount of capital that the economy 
can absorb, at a given income level and over a given period of time, 1s 
limited as well. The more rapidly it accumulates, the sooner invest- 
ment opportunities are exhausted and a depression ensues. 

This is the essence of a view, specifically rejected by Knight and 
Simons, but widely accepted in the economic literature, particularly in 
its Marxist, underconsumptionist and Keynesian branches.’ In its most 
definite and explicit form it is based on the assumption that there exists 
a fairly stable relationship between a given amount of (annual) out- 


* The author is associate professor of political economy at Johns Hopkins University. 

* Frank H. Knight, “Diminishing Returns from Investment,” Jour. Pol. Econ., Vol. 52 
(Mar., 1944), pp. 26-47; Henry C. Simons, “Hansen on Fiscal Policy,” Jour. Pol. Econ., 
Vol. 50 (Apr., 1942), pp. 161-96; Alvin H. Hansen, Fiscal Policy and Business Cycles (New 
York, 1941) and Economic Policy and Full Employment (New York, 1947); R. F. Harrod, 
The Trade Cycle (Oxford, 1936); Nicholas Kaldor, “Stability and Full Employment,” 
Econ, Jour., Vol. 48 (Dec., 1938), pp. 642-57; Michal Kalecki, “Full Employment by 
Stimulating Private Investment.” Oxford Econ. Papers, No. 7 (Mar., 1945), pp. 83-92, 
and “Three Ways to Full Employment,” in The Economics of Full Employment, published 
by the Oxford Institute of Statistics (Oxford, 1944), pp. 39-58. Paul M. Sweezy, The 
Theory of Capitalist Development (New York, 1942). These are just a few examples. 
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put (or income) and the stock of capital needed to produce it. This 
assumption (used also in connection with the acceleration principle) 
may be definitely stated, as by Paul Sweezy and Harrod, or merely im- 
plied, as in the case of Hansen, but in one form or another it is essential to 
all these apprehensions regarding the depressing effects of capital ac- 
cumulation.” For otherwise—if we join the company of Knight and 
Simons—investment opportunities are practically unlimited. While 
neither Knight nor Simons would guarantee a permanent prosperity, for 
an explanation of its end they would look to factors other than capital 
accumulation. Whether the latter should proceed at the rate of thirty- 
six billions or greater need not be of any great concern unless some other 
assumptions or some indirect effects are brought in.’. 

The reader now has a choice. If he accepts the Knight-Simons posi- 
tion, he can stop worrying about capital accumulation and spare him- 
self the trouble of reading this paper. I have no empirical information 
with which to settle the issue here. The other view, which I myself am 
inclined to take, is the more pessimistic of the two. Shouldn’t we—if 
only out of curiosity—look into it and see where it leads? 

Our journey will be perilous because we shall try, so to speak, to 
isolate capital accumulation from other economic factors. There will 
be an artificial flavor to it because (this being a paper in economics) 
we shall introduce several simplifying assumptions. We shall assume 
that we deal with a private capitalist economy in which the government 
plays a minor role;* that the relative distribution of income between 
labor and capital remains unchanged; that reasonably small changes 
in interest rate will not greatly stimulate investment (a major heretical 
step); that our terms—such as investment and saving—are defined 
net of depreciation and similar charges; and that saving includes 
undistributed corporate profits. We shall add a few more assumptions 

as we go along. But due to the kindness and power of persuasion of 
` the editor of this Review, our journey will not be as long as it might 
otherwise have been. 

We have thus assumed, at least for the purpose of this discussion, 
that there exists a fairly stable ratio between annual output (or national 
income) and the capital stock needed for its production, this ratio to 
be indicated by the letter s.* While, strictly speaking, we shall treat s 

* Not all capital formation represents accumulation. Depreciation, obsolescence, and similar 
charges should be subtracted. 


° Knight recognizes that, other things remaining the same, accumulation of capital will 
gradually reduce its marginal rate of return. But such a process would be very gradual 
and hardly have much cyclical significance. Its unfavorable effects on investment could be 
counteracted by reducing the interest rate. 


“This assumption will be removed when we come to questions of policy in Section III. 


5 + = . + X + = 
The term “national income” is used in this paper in a broad sense. National product 
or some variation of it could be used as well, 
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as a given constant, it need not be so. It is certainly not the same 
among various firms and industries. The national average (if such 
exists) can be made a function of time, interest rate, or of something 
else. But it must have some stability, because if s can be anything, 
our argument falls through and we are back at the Knight-Simons 
position. 

The assumption of a stable s is necessary but not sufficient for the 
purposes of the theory examined here. If, as investment opportunities 
disappear, the propensity to save obligingly drops as well, the fall 
in investment need not cause a reduction in income and employment. 
There is just a shift from a high investment to a high consumption 
economy. While such a shift requires considerable mobility of factors, 
and it is neither simple nor easy, the speed of the postwar reconversion 
has shown that it can be achieved without a major breakdown. A 
stable propensity to save, to be indicated by a, again need not imply 
a permanent constancy; it could also be made a function of certain 
variables. All we need here is its refusal to adjust itself to changes 
in the volume of investment, so as to assure continuous full employ- 
ment.° 

Granted a reasonable stability of s (the ratio of national income 
to capital stock), it follows that for any given level of income there 
exists some fairly determinable stock of capital needed to produce it, 
beyond which large scale investment will not be undertaken in order 
to increase output. It also follows that the faster capital accumulates, 
the sooner this saturation point will be reached (provided income 
remains the same). After it has been reached, investment will be 
undertaken only in response to various dynamic changes, such as the 
emergence of new methods of production and new products, population 
growth and movements, changes in tastes and habits, the appearance 
of new firms, etc-—which have been so well described by Hansen, 
Schumpeter, and others. These changes may alter the value of s, or 
more specifically may lower it and thus make more capital necessary. 
They may also break a “hole,” so to speak, in the existing stock of 
capital by rendering a part of it useless. In any case, a relative shortage 
of capital is created, and so long as it persists—prosperity lasts. When 
the needed capital has been constructed, investment drops and depres- 
sion begins. 

But it is also possible that the stream of investment will raise na- 
tional income (via the multiplier process) well above its original 
level. The gap between required and existing capital stock may then 
widen, at least for a while, before narrowing down, and thus give rise 

"For a discussion of s and a, see my paper “Expansion and Employment,” Am. Econ. 


Rev., Vol. 37 (Mar., 1947), particularly pp. 42-44. No distinction is made here between the 
average and marginal a. 
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to additional investment, via the acceleration principle. A strict dis- 
tinction between these two kinds of investment is hard to make even 
conceptually, let alone statistically. While some business cycle theories 
emphasize the spontaneous type (Hansen, Schumpeter), and others the 
induced one (Harrod), no one would deny the importance of either. 
It is possible to construct a theoretical model in which investment 
and income continuously re-enforce each other.’ But such a model 
is apt to be unstable, and can hardly be relied on as a means of 
achieving a continuous prosperity. 

This description of the end of prosperity, which has by now become 
fairly conventional, does not, however, answer one important question: 
could prosperity last longer? Suppose we are in a period when, due to 
a rapid accumulation of capital, investment opportunities are nearly 
exhausted and investment is about to drop off. And suppose also that 
investors are somehow (see Section III) persuaded to undertake 
sufficient investment to maintain the state of full employment for one 
more year (or some longer period). Will they be necessarily dis- 
appointed? Will they find themselves burdened with excessive and 
useless capital and therefore refuse to repeat the experiment once 
more? > 

Two cases should be distinguished here: (1) When income has 
remained constant. (2) When income has risen. 

1. If income has not risen, the situation is not very. cheerful. It is 
true that our economy does not consist of one industry in which 
only one firm produces one kind of a product. So it is possible that 
the newly constructed capital has somehow acquired the markets of 
older plants. The economy as a whole will possess excessive capital, 
but the resulting losses will not fall on “our” firms, who may be 
perfectly contented and therefore willing to try again. It is also possible 
that a change in s took place and that it was labor rather than capital 
that the new plants displaced.’ But if the new capital could do all this, 
why was there a shortage of investment opportunities in the first 
place? We are coming rather close to the violation of our original 
assumption. Therefore, while not necessarily denying that new capital 
might sometimes emerge unscathed even in the absence of dynamic 
changes, we still have to conclude that the situation described here is 
too optimistic to be relied upon. 

2. Our second case arises when income has increased. If this rise 
is sufficient (to be defined presently), there is no a priori reason why 

"See for ‘instance Case D in Paul A. Samuelson’s “Interactions between the Multiplier 


Analysis and the Principle of Acceleration,” Rev. Econ. Statistics, Vol. 21 (May, 1939), pp. 
75-78. 


8 This contradicts our original assumption that full employment is maintained. 
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our or any other investors must necessarily be disappointed, provided 
their investments were made in the proper fields. The income elasticity 
of demand for goods in general is certainly positive. Therefore there 
must always exist some level of income at which the new plants can 
be profitably used without displacing an unreasonably large number 
of older ones. Our next step is therefore to inquire how high this 
income level should be and how fast national income should increase. 

The reader has undoubtedly sensed already that this rate of growth 
is a function of two factors: the propensity to save—a and the ratio 
of output to capital—s. The higher is a, the larger must be the frac- 
tion of income invested (to maintain full employment), and the 
greater should be the subsequent rise in income. Similarly, the larger 
is s, the more output can be produced with a given amount of capital 
and the faster income should increase. Thus the required rate of growth 
of income is directly proportional to both a and s. If income is 
indicated by Y, the amount invested will be Ya. Since each dollar of 
new capital increases possible annual output by s, the total increase in 
output which is required to utilize the new investment fully is Yas. 
To get a relative rate of growth (which is more meaningful), we 
divide the absolute rise in income by Y and get as. as is the required 
rate of growth of income which is needed to prevent an excessive 
accumulation of capital.’ 

Before any use is made of this result, the following qualifications 
are In order: 

1. The problem was presented here in the simplest possible manner. 
No distinction was made between average and marginal propensities 
to save, and s was treated as an average applicable to the new invest- 
ment as a whole. Also the usual lag between the disbursement of income 
during the construction of capital assets and their completion, has 
been disregarded. Nothing was said about the possible effects of 
relative price changes (or other factors) on the magnitudes of s and a. 
The removal or modification of these assumptions can lead to the 
building of all sorts of models which can be made as fancy and as 
complex as the reader desires. My own feeling is that at this stage the 
problem of capital “accumulation needs more empirical data rather 
than further theorizing. 

2. as indicates the required rate of growth of income sovda 
that no large amounts of unused capital exist at the beginning, or at 


"If the reader is familiar with my earlier paper, loc. cit., he may wonder regarding the 
difference between the rate of growth given there—-ao and the as rate stated here in the 
text. ao indicates the rate of growth of income necessary for the maintenance of full 
employment of labor. as indicates that needed for a full utilization of capital. The essence 
of the problem is that s may be larger than o. 
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least that they do not interfere with investment. If this is not so, 
a higher rate will be required until all capital is fully utilized. 

3. In a large and complex economy like ours, existing capital is 
always replaced to some extent by newer plants (over and above 
depreciation), and some new investment is misdirected. This premature 
junking of undepreciated capital, if proceeding on a large scale, is 
socially wasteful and is likely to inhibit new investment. But a com- 
plete avoidance of this process in a dynamic society is both impossible 
and undesirable. To this extent and provided that new investment 
is not inhibited, some downward adjustment should be made in the 
required rate of growth (as), but the magnitude of this adjustment 
is unfortunately unknown. 


II 


In the preceding section it was established that if national income 
grows at a (relative annual) rate of as, no excessive accumulation of 
capital should take place. This rate as should of course be interpreted 
as a very rough approximation, or still better as a range, both because 
of the qualifications just stated, and in view of the rather uncertain 
nature of s itself.*° Our next question is: can income grow at this rate? 

We should make a very clear distinction between can and wil, If 
income cannot grow at the required rate, it clearly will not. But if 
it can, there is no assurance that it will. The failure to distinguish 
between these two aspects of the problem has been a source of con- 
siderable confusion. 

Our question refers of course to real income; money income could 
' be made to grow at almost any rate. It is doubtful if our society would 
desire to solve the problem of capital accumulation by continuous 
inflation. It is not entirely clear whether a relatively mild rise of 
prices, such as 2-3 per cent per year, can be contained within these 
limits once it is expected by the public, and we are not entirely sure 
that inflation will solve the problem in the first place.“ For all these 
reasons, we shall reject the inflationary solution, and assume that a 
reasonably constant price level is maintained. 

In a sense, the answer to our question is extremely simple. All we 
need is to obtain reasonably reliable estimates of a and s, compute 
their product and then compare the result with the maximum rate of 
growth which, in our opinion, the economy can achieve. As for the 


We should also take into account that the propensity to save is a very rough ap- 
proximation of the fraction of national income invested in income-producing assets. The 
presence of government complicates the situation further. 


“This depends on the relative movements of prices of capital goods and of output 
taken as a whole, as well as upon the strictness with which the concept of s is interpreted. 


aa 
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magnitude of a, many estimates are available, though it is not easy to _ 
decide which one to take. Perhaps some 10-12 per cent (including 
corporate saving) would not appear unreasonable as some sort of an 
average. We really don’t know how the people will behave in a state of 
continuous full employment.” But very little information is available 
as yet regarding the value of s, both due to the inherent complexity 
and vagueness of this concept, but also because very few people have 
bothered to estimate it. A comprehensive study of capital requirements 
is now being conducted by W. W. Leontief.** Until his results become 
available, we have the ‘choice of dropping the matter completely, 
guessing, or taking some very rough estimates, such as the ratio be- 
tween national income and national wealth. An estimate of this ratio 
has been made recently by William J. Fellner for the period 1879- 
1938.** It has fluctuated from a high of some 39 per cent in the decade 
of 1879-86 to a low of some 30 per cent in 1909-18 (and also 1929-38) 
with a possible slight downward trend. These figures do not take 
into account, however, that throughout a good part of the period 
there were large amounts of unused capital. So an upward adjustment 
of an unknown magnitude has to be made, though it must be re- 
membered that the presence of some unemployed capital is perfectly 
normal. If s should be in the vicinity of 35-40 per cent, and a equal to 
10 or 12 per cent, the required rate of growth will be somewhere 
around 4 per cent and possibly higher. Over the same period of time, 
that is 1879-1938, the annual rate of growth of real income in the 
United States was something like 3.3 per cent. If full employment 
had been continuously maintained, it would have probably been higher. 
But, on the other hand, a good part of this period had the advantage 
of rapid population growth on which we evidently cannot count in 
the future. At first glance therefore we could conclude that the required 
rate of growth was beyond our reach. Yet the crudeness of our 
approach, both theoretically and most of all statistically, has been 
such that a definite conclusion cannot be reached. A compound interest 
rate of growth, even as low as 2 per cent, cannot be maintained for- 
ever, but we are interested here not in the millennium but in the 
prospects for the next twenty to thirty years. And over this short period 


“On the subject of a long-run propensity to save see the interesting essay by James S. 
Duesenberry, “Income-Consumption Relations and their Implications,” Income, Employ- 
ment and Public Policy, Essays in Honor of Alvin H. Hansen (New York, 1948), pp. 54-81. 

*T understand that the Council of Economic Advisers is also studying the problem. 

“See his Monetary Policies and Full Employment (Berkeley, 1946), p. 80. His figures 
were subsequently revised without affecting the main conclusions significantly. I am using 
here the reciprocals of his ratios. 


* See my paper “The ‘Burden’ of the Debt and the National Income,” Am. Econ. Rev., 
Vol. 34 (Dec., 1944), particularly pp. 816-27. 
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a 3 per cent rate of growth is clearly not out of question, and—who 
knows, with full employment and without depressions—even a higher 
one can be achieved as well. 

If these rough estimates do not provide us with a conclusive answer, 
a cursory examination of our business cycle history does not. help 
much either. If a prosperity came to an end because national income 
could not grow sufficiently fast to prevent an excessive accumulation 
of capital, we should observe a severe shortage of labor and rapidly 
rising prices, a phenomenon apparently absent in 1907, 1929 and 1937. 
It is possible to argue that had those prosperities lasted another year 
or two, such a situation would have arisen, and that the entrepreneurs 
had foreseen that and therefore reduced their commitments before- 
hand. But without some proof, almost anything could be said just as 
well. The severe shortage of labor and rising prices do not seem to 
clip the wings of our present prosperity at all, though the easy money ` 
and credit situation may be a contributing factor here. 

If we should decide that national income can grow at the required 
rate, it does not at all follow that it wil actually do so. To confuse 
the two issues would show a sad lack of understanding of the nature 
of the capitalist society. The fact (if it is a fact) that if sufficient 
investment is forthcoming, national income will not be prevented by 
physical limitations from rising sufficiently high to make this investment 
profitable, is not a proof that the required investment will be under- 
taken in the first place. In a capitalist society, investment is influenced 
by a number of factors, some rational, others not. It depends to a 
great extent on various dynamic changes, because the most simple 
and obvious purpose of investment—the expansion of capacity in 
order to produce more goods—-cannot be always relied upon, since 
there is no assurance that the demand of tomorrow will be greater than 
the demand of today. 


II 


Qur approach to matters of policy will depend on our choice between 
the “can” and the “will” hypotheses. If we should decided that, with 
given a and s, the required rate of growth cannot be achieved because 
of physical limitations, the prospects of maintaining full employment 
over a prolonged period of time become bleak indeed. If saving is not 
invested, we have a depression today. If it is invested, there will be 
an excessive accumulation of capital tomorrow, and a depression the 
day after. It should be recognized, however, that the presence of 
frequent and sharp dynamic changes make excessive accumulation 
-of capital less important: some firms and industries expand at the 
expense of others. Yet it is doubtful if a prosperity so based could 
last for more than a few years. 
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Under these circumstances, the most obvious and radical remedy 
consists in investing less and—if this is not to result in an immediate 
slump——in saving less; that is, in reducing the propensity to save. 
This by itself will of course not guarantee stability—witness the situ- 
ation today when a lower propensity to save would intensify the 
inflation—but it would at least eliminate one source of trouble. The 
measures designed to reduce the propensity to save need not be 
discussed here. It is important to note, however, that a “pure” capitalist 
society is rather helpless in this respect and that government in- 
terference would be necessary. l 

The other alternative would be a reduction in s, that is, in devloping 
those industries which require much capital and little labor per unit 
of output. This is, I believe, essentially a question of technology, and 
such industries may or may not appear, though relatively high wages 
and low interest rates should serve as encouraging factors. The utiliza- 
tion of atomic power seems to be an industry of this kind. On the 
other hand, the increasing demand for services points in the opposite 
direction.”® 

If, on the other hand, we decide that the required rate of growth 
can be achieved, new possibilities open up. As before, a reduction of 
propensity to save will be helpful: whatever investment happens to be 
available, a lower a will result in a higher national income. But the 
fundamental difference between the two cases should be clearly under- 
stood: in the present case, the excessive propensity to save, of which we 
have heard so much lately, is not excessive any more in relation to the 
capital requirements and to the growth potential of the economy, but 
only to the volume of investment as determined by existing institutional 
conditions. It is extremely regrettable, therefore, to solve the problem by 
a reduction of the propensity to save: if the public is willing to save 
a certain part of their income, and the required rate of growth can 
be achieved, why not concentrate our efforts to make this growth 
potential real?” This would be the path that any socialist society would 
undoubtedly take, but must we wait for that? The depression becomes 
now nothing else but a vast psychological phenomenon and any effort 
to “talk ourselves into prosperity” will help. The various plans for 
encouraging investment, such as incentive taxation, liberal loss offsets, 
accelerated depreciation, scientific and industrial research, etc., are 
undoubtedly familiar to the reader. There is also a somewhat different 
approach, proposed from time to time, which I hesitate to mention 


** There is of course a third solution—to raise the maximum rate of growth to the as 
level by speeding up the rate of technological progress. To the extent that this is possible it 
appears to me as the best solution of all, except that it would contradict the case discussed 
in the text. i 


1" This is of course a value judgment. 
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because it can be so easily misunderstood. This approach deals with 
a guaranteed growth of income.** 


Theoretically speaking, the issue is this: we have found that if firms 


were “somehow” induced to invest a sufficient amount, so that national 
income rose at the required rate, no disappointments would follow. 
Suppose now that it was possible to guarantee, presumably by the 
government, that income would actually grow at this rate for some 
time to come. Would not this guarantee, if taken seriously by the 
business public, call forth sufficient investment and thus make income 
grow at the required rate? This is full employment by magic! Yet as 
one reads Leo Barnes’ most interesting note describing how the C.E.D., 
‘by making a few (undoubtedly unintentional) errors, managed to 
“persuade industry into a prosperity,” one gets a feeling that magic 
sometimes works.’? We do not know, however, how seriously these 
C.E.D. forecasts were actually taken; still the idea is highly suggestive. 

On a more serious and practical level, this much can be said for 
the argument. Past depressions do exert a profound influence on 
business thinking, and an assurance that they will not recur would 
undoubtedly brighten up the future and make many marginal projects 
worth undertaking. If, in addition, businessmen could confidently 
expect a growing economy, this effect would be so much stronger. The 
recent publication by the American Iron and Steel Institute, Back- 
ground Memoranda—Steel Capacity, is an excellent demonstration 
of this point. The purpose of this memorandum is to show that the 
country possesses sufficient steel capacity, both relative to the peak 
(peacetime) year of 1929, and to the peak demands of the most 
important users of steel taken individually. And the only growth 
admitted into these prognostications was the growth of population. 
. If a sufficient number of our industries make their plans along these 
lines, we will end up with some fifteen or more million unemployed.” 
But so long as the probability of future depressions is great, can we 
expect different plans to be made? And the sad joke about all this is 
that after the depression does come, these planners will justly con- 
gratulate themselves on their remarkable foresight! 

It is realized, of course, that optimistic expectations cannot be 
created by a mere act of Congress. For several years at least the 
government would have to stabilize the economy on its own. We are 

1 See, for instance, John H. G. Pierson, Full Employment and Free Enterprise (Wash- 
ington, 1947). It appears to me, however, that he lays undue stress on the level of con- 


sumption rather than on its rate of growth. See also the debate between A. R. Sweezy 
and E. Benoit-Smullyan, Am. Econ. Rev., Vol. 34 (Dec., 1944), pp. 871-79. 


Leo Barnes, “How Sound Were Private Postwar Forecasts?” Jour. Pol. Econ., Vol. 56 
(Apr., 1948), pp. 161-65. ' 


* This is not necessarily an argument for increasing steel capacity at present. 
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painfully aware of the magnitude of this task. But only after this 
has been achieved and the government has shown sufficient determina- 
tion for carrying out its program, can any argument of this nature 
be made. Here we run into paradoxes. Thus if the government acts 
timidly, perhaps due to fear of a deficit, and business expectations are 
therefore low, little will be invested and a large deficit may in fact 
become necessary to prevent mass unemployment. On the other hand, 
a bold announcement of government objectives accompanied with a 
determination to carry them out, may call forth sufficient investment 
to make a deficit unnecessary. But these paradoxes, besides providing 
us with intellectual amusement, also show how difficult the stabilization 
problem really is.” 
IV 


The problem of capital accumulation has been fairly popular among 
economists, particularly among those with underconsumptionist lean- 
ings, such as Marxists and Keynesians. In recent literature, the most 
interesting and explicit formulation belongs to Paul M. Sweezy, to 
whom the main part of the present section will be devoted.” A good 
theoretical exposition belongs to R. F. Harrod, in a paper published 
in 1939,.?* Similar views can be found also, in one form or another, in 
the writings of Hansen, Kaldor, Kalecki and others.” 

The idea that a smooth functioning of a capitalist society requires 
its continuous growth is of course not new. All of these writers have 
stated, more or less explicity, that the failure of income to grow at some 
required (defined in one way or another) rate will result in an excessive 
accumulation of capital, and—most probably—in a subsequent fall in 
investment. Looking over our past performances, they saw the obvious 
fact that income did not grow (for more than a few years, if at all) 
at this rate. And from this they concluded that the required rate of 
growth of income simply could not be achieved. 

A clear statement of this position is given by Kaldor: 


Sooner or later, however, the point is reached where all the available labour is 
absorbed in production. Even if the installation of additional equipment goes 


2 There are grounds for believing that an economy whose investment is mainly of 
the induced type (ie. depending directly on income growth) may be particularly un- 
stable. See T. S. Schelling, “Capital Growth and Equilibrium,” Am. Econ. Rev., Vol. 37 
(Dec., 1947), pp. 864-76. It should be pointed out, however, that my discussion in the text 
does not assume in the least the absence of spontaneous investment, though the latter 
may be insufficient from a full employment point of view. 

“The Theory of Capitalist Development (New York, 1942), pp. 180-89 and Chap. XII. 

“R, F. Harrod, “An Essay in Dynamic Theory,” Econ. Jour., Vol. 49 (Apr., 1939), 
pp. 14-33. See also his recent book Towards a Dynamic Economics (London, 1948), partic- 
ularly lecture three, 


4 See note 1. 
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on still further, current production cannot be increased much further. .. . It 
is this factor (labor shortage) that is ultimately responsible for that ‘temporary 
exhaustion of investment opportunities” with which several economists explain 
the breakdown of the boom.” | 


Similar quotations can be found in Kalecki, Harrod and Hansen. 
The latter states: 


... Put in another way, the amount of investment needed to maintain full 
employment has historically far exceeded the amount needed for growth and 
progress. Yet only in full-employment boom years has the amount of investment 
been adequate to provide full employment. But this amount of investment could 
not be maintained continuously without exceeding by far the requirements of 
growth and progress. This is the essential cause of depressions and unemploy- 


ment.?° 


An excessive accumulation of capital, however, takes place when 
income does not grow at the required rate for any reason whatsoever. 
Therefore the mere presence of unused capital is not a proof of the 
inability of income so to grow. As we saw in Section II, the settlement 
of the issue depends on an empirical verification, and the latter is 
neither given nor referred to by the authors mentioned.” This may 
of course be the case of keen intuitions swiftly running ahead of the 
slowly moving empirical wagon, and indeed they may be proved to 
be right in perceiving the fundamental cause of instability in a capitalist 
society. Yet. in the absence of the requisite information, one hypothesis 
may be as attractive as another, and the reader will be perfectly 
justified in withholding his judgment. 

The remaining part of this paper is concerned with Paul Sweezy’s 
theory of underconsumption. It is based on two premises: 

1. As national income grows, an increasing proportion of it is 
saved. To maintain full employment, increasing fractions of national 
income must therefore be invested. l 

2. In a well-developed capitalist economy, there exists a fairly 
constant relationship between the stock of capital and the output of 
consumption goods. 

The first premise—the increasing proportion of income invested— 
is derived by Sweezy from what he calls “a fundamental feature of 


= Kaldor, op. cit., pp. 651-54. Thereupon he proceeds to give his practical recommenda- 
tions—that investment should be prevented from “reaching beyond a certain moderate 
level,” which is perfectly consistent with his theory. 

” Economic Policy and Full Employment (New York, 1947), pp. 177-78. 

“Mr. Kalecki has indeed tried to give an empirical demonstration in his essay in Ox- 
ford Economic Papers, mentioned in note 1. With all the high respect that I entertain 
for him, I cannot agree that this demonstration proved his point. 


~ 
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capitalism,” (p. 187) and is based on the increasing ratios between 
surplus value and income, accumulation and surplus value, and invest- 
ment and accumulation. I am not aware that capitalism does possess 
such a feature, at least in the secular sense, but let us take this premise 
as an assumption. Besides, Sweezy treats it as a tendency which may 
be, or may have been, counteracted by other forces (Chap. XII). 

The second premise is based on a study by Carl Snyder,” and is 
subject, I believe, to the following correction: as was argued in Section 
I, a case can perhaps be made for the usefulness and possible stability 
of the ratio between the stock of capital and the volume of its (annual) 
output, but what is the meaning of the ratio betwéen the stock of 
capital and that part of its output which is sold to consumers? 
Surely the whole plant and equipment of General Motors is not used 
for the production of passenger automobiles (more correctly—only 
those to be used for non-business purposes), while trucks and Diesel 
engines are produced in mid-air. It hardly makes any difference to the 
management from the point of view of utilization of capital, its profit- 
ability, investment prospects, etc., whether the capital is used to produce 
consumption goods, materials to be used for further production, or 
investment goods. Indeed, not an insignificant part of investment is 
made in order to produce further investment goods, and there is 
nothing unusual in this process.” I hope I do not violate the spirit 
of Sweezy’s theory by substituting “income” for consumption. As a 
matter of fact, Snyder’s study to which Sweezy refers is expressed 
in terms of a ratio between capital and income. 

To come back to the two premises. On the basis of the first premise, 
Sweezy tries to show that capital will grow faster (in relative terms) 
than income (he uses consumption), so that the ratio of capital to 
income will rise. This development will contradict the second premise. 
As a result, there will be a crisis, or—if the result had been foreseen— 
a long period of chronic unemployment. 

To substantiate this conclusion, Sweezy presents two separate proofs 
—one in the text (pp. 180-86) and the other in an appendix to 
Chapter X (pp. 186-89). With the latter I have several quarrels, 
but since it is mathematical, let us delegate its examination into a 
similar appendix to this paper. 


“Carl Snyder, “Capital Supply and National Well-Being,” Am. Econ. Rev., Vol. 26 
(June, 1936), pp. 195-224. 

” This point was also made by Fellner, op. cit., Chap. IT. This error of thinking in terms 
of a ratio between capital and consumption rather than that between capital and total 
output or income is very frequent in economic literature. It probably goes back to the 
idea that consumption is the final aim of production and that therefore all capital is used 
for the production of consumer goods, This is true in a stationary society. 
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Let us turn to the proof given by Sweezy in his text. It does follow 
from the first premise that investment will grow at a faster relative 
rate than income. But from this we cannot yet conclude that capital 
will grow faster than income. In Sweezy’s treatment, capital is the 
integral (sum) of investment. But the fact that one function (invest- 
ment) grows relatively faster than another (income) does not neces- 
sarily mean that the integral of the first function (#.e., capital) must 
grow faster than the second function itself. The exact relationship 
between this integral and income will depend on the actual behavior 
of investment and income, or more precisely on their respective rates 
of growth. The rate of growth is the missing link in Sweezy’s argu- 
ment.*° 

It can be shown that if income grows at the rate of 7 per cent per 
unit of time (year), and if a per cent of it is annually invested, 
the ratio of capital to income will approach as a limit the expression 
a/r where « and 7 need not necessarily be constant. Now Sweezy’s 
contention that an increasing a will result in an increasing ratio of 
capital to Income emerges as a special case where 7 is constant. By 
itself an increasing a is neither a necessary nor a sufficient condition 
for determining the ratio of capital to income. 

That this is so can be seen more or less intuitively, without going 
through mathematical derivations. Suppose Sweezy were right, and 
an increasing a by itself led towards excess accumulation of capital. 
Wouldn’t we expect then that a constant a would automatically give 
- the correct ratio of capital to income, while a falling a would result 
in a chronic shortage of capital? The last case is not at all improbable, 
yet we would intuitively refuse to believe that if some country’s 
propensity to save (all this net, over and above depreciation) was 
reduced, say, from 15 to 10 per cent, that country would necessarily 
suffer from a shortage of capital. 

By committing this logical error and by insisting that a rising a is 
a “fundamental feature of capitalism,” Sweezy unnecessarily weakens 
his own position. Even if a is constant, the problem of excess accumu- 
lation of capital is by no means solved. We saw in Section.I that such 
a solution would require income to grow at the rate of as per cent 
per year, and this is by no means an easy requirement. For that 
matter, even a falling « will not necessarily eliminate excessive 
accumulation of capital. 

In Sweezy’s appendix the conclusion is more restricted. Here it 


“Tt is, however, explicitly taken into account in his appendix. 


ĉi See my paper “Capital Expansion, Rate of Growth, and Employment,” Econometrica, 
Vol. 14 (Apr., 1946), pp. 137-47. 
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appears that excess accumulation of capital will develop only if income 
does not grow at an accelerated absolute rate. (If it does, the answer 
is inconclusive.) But this is a very modest requirement indeed. Surely 
we can make our national income increase the first year by $1 billion, 
the second, by $1.1 billion, then $1.2 billion, and so on for the 
next thirty or even fifty years. From the point of view of practical 
achievement, it is not so much the mathematical character of the rate 
of growth that matters, but its actual magnitude, a question to which 
Sweezy pays no attention at all. 

` Be that as it may, Sweezy believes that his requirement—that income 
grow at an accelerated absolute rate-—cannot be achieved in an “old” 
capitalist society such as the United States. And the clarity of his 
exposition (p. 189 and Chapter XII) leaves no doubt to which of the 
two of our hypotheses he subscribes: it is the physical limitation, 
and more precisely—the insufficient rate of population growth—that 
prevents the economy from growing at the required rate. For this 
reason he concluded (p. 189) that “So far as capitalism is concerned 
we are undoubtedly justified in calling underconsumption a disease 
of old age.” 


x ok x 


Yet, as one meditates about the problem of capital accumulation, one 
still has the feeling that between the views of those economists who do - 
not bother with the problem at all and who see a wide road to continued 
prosperity once a few adjustments (particularly in regard to labor 
unions) are made, and the opinions of those who assure us that in a 
capitalist society this road is closed altogether, there may exist a path 
which winds its way around both extremes. But it is a narrow path. 


Appendix to Section IV 


We examine here the appendix to Sweezy’s Chapter X, which, 
according to him, is based on Otto Bauer’s book Zwischen zwet 
Weltkriegen?, published in 1936. Perhaps a direct quotation would 
be the best way to start (pp. 186-87). 


If Z is the net national income in value terms, w the total wage bill ( = worker’s 
consumption), / the part of surplus value consumed by capitalists, and & the - 


part of surplus value added to constant capital ( = investment), then we have 
the following equation: 


(1) =wtIi+k 


All of these concepts, of course, represent rates of flow per unit of time . . . if 
K is the total stock of means of production, then k = dK/dt. We assume that 
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the national income steadily rises and that each of its three component parts 
also rises. Thus if we regard w and / as functions of &, it will always be true 
that as k increases, w and } will also increase. But since it is a fundamental 
feature of capitalism that an increasing proportion of surplus value tends to be 
accumulated, and an increasing proportion of accumulation tends to be in- 
vested, both w and / must grow less rapidly than k. Hence we have: 


(2) w = f(k) such that 0 < f’(k) < Land f"(k) <0 
and similarly: 
(3) l = 9(k) such that 0 < 9’(k) < Jand9”(k) < 0. 


But expressions (2) and (3) do not necessarily follow from the 
“fundamental feature of capitalism” as described in the preceding 
paragraph. If surplus value is a non-diminishing part of national 
income (as shown in Sweezy’s discussion), and ‘an increasing fraction 
of surplus value is accumulated, and finally if an increasing proportion 
of accumulation is invested, then what does follow is that the ratio of 
investment to accumulation, to surplus value, to consumption and 
to national income rises. In other words, what is given by the “funda- 
mental feature of capitalism” is that 








0 
(4) di ji 
or that 
k 
al) 
5) * so 
; 


where m = w + l= total consumption.” But it does not at all follow 
that f(k) < 1 (or that ¢’(2) < 1). As a matter of fact, from what 
we know about the magnitude of & and w, there is a very good 
presumption in favor of f(k) > 1. There is a confusion here between 
absolute and relative rates of growth. Fortunately, the assumption that 
f’(Rk) < 1 is not needed for his proof. But the other one—f” (k) < 0 
is needed; yet it cannot be said that it necessarily follows from (4) 
in the general case. Some additional assumptions would be necessary. 

Let us try to re-work the problem. Our first assumption will be that 

dk l _ dil 
“We can also say that —~— > ——, he., that k will grow at a greater relative rate 


dt k” dtl 
than J. Mathematically, it amounts to the same thing. The same holds true for m. 
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the ratio of investment to income remains constant or increases, 7.¢., 
that 





(6) di 


The second one is our familiar s, which, or rather the inverse of which, 
Sweezy also uses as the required ratio between capital and income. 
(Though he uses it as the ratio between capital and consumption.) If 


(7) I= Ks, 
(8) — = —-5 = ks. 


The expression (7) is the equilibrium condition from the point of 
view of this problem. Differentiating (6) we get 





dk dI 
(9) Doe E 
di dt 
From (8) we obtain 
dI ak 
(10) g 
d? dt 
and the substitution of (8) and (10) into (9) gives us 
dI dI\? 
(11) I—-2 (5). 
d? di 


We shall now prove that the expression (11) is equivalent to the 
statement that the relative rate of growth will be constant or will 
increase. For 


al 
, (2) 
(12) 


= 0 
di 
immediately gives 
dI (= ) 
at? di 
= 0, 
J2 


which is identical to (11). 

We can conclude that: 

1. If the ratio of investment to income is constant, the preservation 
of equilibrium requires that income grow at a constant relative rate. 


™ 
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2. If that ratio is, as Sweezy assumes, increasing, national income 
should grow at an increasing relative rate. 

Comparing our results with Sweezy’s, we find that: 

1. His assumption that an increasing fraction of national income is 
invested is not necessary for kis conclusion that income must grow 
at an increasing absolute rate. A constant, and under some conditions 
even a falling, fraction of income invested will give the same result. 

2. Even a constant fraction of income invested yields a stronger 
result here than an increasing fraction does in his appendix. 


` 


ce 


PLANNED ECONOMY IN NORWAY 


By LAWRENCE R. KLEIN*® 


Postwar reconstruction in Europe has been confronted with many 
problems, necessitating the adoption of a variety of techniques in 
order to overcome the obstacles. These techniques range all the way 
from those associated with free markets to those associated with 
complete planning. The Norwegian reconstruction program has been 
based on planning techniques which can be classified among the most 
positive programs in Western Europe. National economic planning 
in Norway should be of particular interest to professional economists 
because of its modern character which is a result of the influence 
of Norwegian economists in the drafting of the program. In this 
paper, the new experiments in economic planning now taking place 
in postwar Norway will be closely examined. The basic material is 
not yet generally available in the English language, but it should not 
be neglected. 


Some Background Information 


Without going very deeply into the matter, we shall try to point 
out a few salient features of the structure of the Norwegian economy 
that are indispensable to a clear understanding of the present plans. 

As one of the smaller capitalist democracies of Europe (population 
3,123,338), Norway enjoyed a relatively high standard of living before 
the war. The excess (as compared with domestic requirements) out- 
put of fish products, forest products, mineral products, shipping 
services, and other types of production was used to supplement 
domestic output by trading for agricultural products, textile manu- 
factures, machinery, steel, other durable manufactures, oil, coal, and 
other metals. The supply of cheap water power within the country 
has been a major factor enabling Norway to develop industrially. 

A good idea of the relative importance of different industrial sectors: 
in the prewar economy can be obtained from Table II on the national 
product originating in each sector of the economy. In Table I, it 

* The author, a member of the staff of the National Bureau of Economic Research, 
wrote this paper during the tenure of a fellowship of the Social Science Research Council, 
It will be circulated as publication No. 26 from the University Institute of Economics, 
Oslo. The author is indebted to Mr. Gunnar Böe, Mr. Eivind Erichsen and Professor 


Trygve Haavelmo for helpful criticism. He is also indebted to Mr. Erik Brofoss, Nor- 
wegian Minister of Trade, for discussions on the subject of Norwegian planning. 
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can be seen how foreign trade was used to meet the demand over 
and above home production. 
On the whole, industrial development of prewar Norway was based 


on private enterprise. Only the railroads, power stations, and other . 


public services were state owned. This characteristic carries over into 
the planned economy of today, for only one-fourth of the gross 


TABLE I.—NeET NATIONAL PRODUCT oF Norway 
(millions of current kroner) 


1946 1947 1947 1948 
1935 1939 | Prelim- | Budg- | Prelim- | Budg- 


inary eted inary eted 
Net national product 3,376 | 4,952 | 7,937 | 8,600 | 8,739 | 8,608 
Imports of goods and services 1,064 | 1,704 | 3,063 | 3,840 | 4,727 | 4,260 


es | ee | | | TS | 


Total supply of goods and services | 4,440 | 6,656 | 11,000 | 12,440 | 13,466 | 12,868 - 


| |S | M 


Exports of goods and services 1,154 | 1,745 | 2,316 | 2,940 | 3,350 | 3,650 
Public net investment 








Public consumption 372 | 456| 1,438 | 1,000] 1,129] 1,002 
Private net investment 214 555 | 1,000; 1,550] 1,586| 1,084 
Private consumption 2,700 | 3,850 | 6,021 | 6,500 | 6,830 | 6,704 
Total disposition of goods and i 

services 4,440 | 6,656 | 11,000 | 12,440 | 13,466 | 12,868 
Export surplus for goods and 

services 90 41 | —747 | —900 |—1,377 | —610 
Net interest and dividend income 

from abroad —70 —57 —25 —55 — 35 —45 
Surplus on balance of payments 20 —16 | —772 |} —955 |—1,412 | —655 


Sources: St. meld. nr. 10 (1947), Om nasjonalbudsjettet 1947, Oslo, p. 86. Tariff receipts have 
been added to the national product figures given here. St. meld nr. 1 (1948), Nasjonalbudsjettet 
1948, Oslo, pp. 5, 7, 35-46, 81, 82. 


investment planned in the 1948 National Budget is to be undertaken 
by the state. But in the immediate postwar period the economy was 
changed from one of relatively free private enterprise to one of 
controlled and planned private enterprise. It is this controlled and 
planned economy that will form the basis of our present investigation. 
It must be stressed, however, that controls and regulations were not 
entirely new phenomena confronting the Norwegian people after the 
liberation, for there was an acquaintance with such methods in the 
prewar era. The people were psychologically prepared for the new 
development as a result of their familiarity with the milk marketing 
control system, the state grain monopoly, other laws or regulations 


ro 
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applying to the marketing of agricultural and fishing products, and 
the well-established system of social services. 

The conditions under which economic planning was introduced to 
Norway are not fully reflected in the peacetime structural character- 
istics as discussed above. During the occupation, the nazis slaughtered 
the live stock, prohibited the maintenance of the peacetime capital 


TABLE JI.—NeEt NATIONAL PRopuct—DIstRIBUTED BY INDUSTRY OF ORIGIN 
(millions of current kroner) 


1946 1947 1947 1948 
1935 1939 | Prelim-| Budg- | Prelim-; Budg- 











inary eted inary eted 
Agriculture 288 364 614 633 530 571 
Forestry 97 101 305 374 362 422 
Fishing 54 60 146 150 226 198 
Whaling 4} 36 92 178 209 ‘161 
Industry: Building and construc- 
tion 165 296 623 716 801 739 
Manufacturing, mining and 
handicraft 973 1464 2075 2290 2508 2658 
Transportation: Shipping 157 449 440 531 554 606 
‘Inland 130 177 323 351 350 355 
Trade 385 | 571 1050 1150 1243 1051 
Finance 97 117 125 125 125 125 
Hotels, boarding houses and res- 
taurants 54 77 105 110 120 120 
Paid and imputed net rents 199 268 264 264 264 269 
Unpaid housework 512 655 1155 1165 1165 1165 
Public administration 70 107 230 210 230 230 
Sundry services 224 288 420 475 475 475 
Total 3446 5030 7967 8722 9162 9145 
Expenses not allocated 70 78 30 122 423 537 
Net national product 3376 | 4952 | 7937 | s6oo | 8739 | 8608 


Source: Same as Table I. 


equipment, sunk ships on the high seas, disorganized transportation - 
facilities, used up stocks of finished commodities, and generally 
depleted Norway’s stock of capital. Moreover, certain areas were 
destroyed by sabotage and military bombing. It has been estimated 
that the total national wealth embodied in productive capital and 
household property was reduced by 18.5 per cent from 1939 to 1945.’ 
The capital destruction was particularly high in some of those in- 
dustries most strategic to the well functioning of the economy, such 


* Saerskilt dedice nr. 11 til statsbudsjettet (1945-46), Nasjonalregnskapet og nasjonal- 
budsjettet, Oslo, p. 26. 
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as.the fishing and shipping fleets. A further insight into the war costs 
is obtained from the data on the flow of goods going to the occupation 
authorities. Much more than one-third of the total real supply of 
goods was earmarked as occupation costs, and private consumption 
and investment fell to one-half the 1939 level by 1944.” 

The liberated state of the Norwegian economy was an economy 
of shortages. There were shortages of the supplies of many types of 
important goods, shortages of productive equipment, shortages of 
labor, and shortages of foreign exchange. In this situation a very 
wise use of scarce resources was called for, much wiser than the uses 
that would be dictated by the free-market mechanism. It was im- 
mediately realized that rational progress could be made only through 
a system of direct controls. During the occupation, a system of war- 
time controls had been instituted; thus the problem was to retain the 
desirable aspects of these controls, do away with the undesirable 
aspects, and develop new controls that would facilitate the rebuilding 
of the economy. The shortages of consumer goods called for rationing 
and price controls; the shortages of industrial goods for rationing, 
priorities and licensing; the shortages of labor for wage-price formulas; 
the shortages of foreign exchange for import-export licensing and 
exchange controls. The labor party government, voted into power 
with an absolute majority in 1945 and receiving other working-class 
votes on domestic policy, set out upon the rebuilding of the country 
on the basis of a national budget. designed to coordinate all the different 
policies into a comprehensive plan. 


National Budgeting 


- The National Budget for 1947, which may be looked upon as a 
one-year plan for the Norwegian economy, was composed of the follow- 
ing sub-budgets: (1) The manpower budget; (2) the materials budget; 
(3) the budget for the exchange of goods and services with foreign coun- 
tries; (4) the foreign exchange budget; (5) the production budget; 
(6) the consumption budget; (7) the investment budget; (8) the 
budget for the public sector; (9) the general budget. This formidable 
list of subheadings gives the reader a good idea of the comprehensive 
character of the national budget, and the titles by themselves indicate 
_ the general content of each section of the complete program. At a 
later stage we shall go more deeply into the specific content of each 
sub-budget. 

All the cabinet ministries and some other government agencies 
have participated as specialists on the part of the National Budget 


2 Ibid., p. 24. 
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touching upon their own affairs. The work of all the specialists has 
been properly coordinated into a consistent pattern by the Committee 
of the National Budget, made up of technical experts from the several 
government departments. The governing political agency in this work 
is the cabinet committee on economic matters,’ one of whose members, 
the Minister of Trade, has a secretariat office that drafts the final 
document. The bureau chief of the Office of the National Budget is 
chairman of the Committee of the National Budget. 

The Norwegian National Budgets are definitely intended to be 
programs for the one-year development of economic affairs. It is 
being debated within the country whether or not the budget is actually 
a program, but the statements of policy in the 1947 budget leave 
no doubt that the intention is for the budget to be a program. By 
a program budget the Norwegians mean a budget that is not purely 
one of diagnosis or prognosis, but one that determines quantities and 
prices at levels that are considered in advance to be in the social 
interest. A diagnosis merely analyses the economic situation and 
characterizes it as of a certain type, say inflation, deflation, full 
employment, underemployment, etc. A diagnosis proposes no specific 
cures for unhealthy economic situations. A prognosis attempts to 
forecast the course of developments in the economic system, especially 
in the free sectors of the economy. A prognosis makes no statements 
as to where prices and quantities should be, only as to where they 
will probably be. The reports of the President’s Council of Economic 
Advisers and the reports of the President to the Congress in the 
United States are largely diagnoses and prognoses; they are not 
programs. It is only through the system of direct and indirect controls 
in the Norwegian economy that the national budgets can be made. 
into true programs. 

The first part of the program is to set up the goals for the different 
branches of economic activity on the basis of the population’s prefer- 
ences for different types of goods. One might say that the public 
authorities try to construct alternative social valuations by considering 
whether to import consumer goods now or to restrict consumption 
and first build up the productive capital; whether to construct dwellings 
to meet the housing shortage or to extend the facilities for public 
services; whether to invest in ships or in new industries that produce 
goods at home; and so forth. 

After the social goals have been set up, the next step is to analyze 
the control mechanism that will be necessary to realize the goals. 


? The members are now the Prime Minister, the Minister of Finance, the Minister of 
Trade, the Minister of Social Affairs, the Minister of Supply, the Minister of Industry and 
Shipping. 
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The plan is finally realized in each of the sub-budgets, where available 
resources are fully utilized by means of the controls in order to achieve 
the stated goals. In passing, it might be remarked that the logic of 
this scheme could easily be fitted in with the modern theory of 
welfare economics which envisages a maximum of social welfare 
(defined by a social valuation function) subject to the constraints 
of the society such as the technology, the free supply of labor services, 
and possibly others. 

The goals are put forward as an investment policy, an employment 
policy, an export-import policy, and a policy for each producing 
sector of the economy. In some cases the last named policies overlap 
the others. Merely as an example of the form in which the goals 
are stated, we present a summary of the investment policy for 
1947. 

Stocks of building materials were seriously reduced during the war 
and were too low at the beginning of 1947. The goal was to rebuild 
stocks and to increase building activity as compared with 1946 but with 
unchanged employment. Community and state building projects were to 
be limited and reduced as compared with the preceding year, with the 
exception of power projects. A program of 18,000 new dwelling units 
was set up for 1947, and a part of this program was to limit repair 
and maintenance of existing dwellings so as to channelize all efforts 
into the building of new units. Construction for finance, trade, hotels, 
restaurants, churches, schools, hospitals, and all inessential activity was 
to be limited as far as possible. It was thought that Norway had gone 
far enough in the past in the construction of facilities for social services 
such as churches, hospitals, and schools and that such projects ought 
` not to be resumed in their old proportions again before the postwar 
reconstruction period was completed. Construction activity and invest- 
ment in new capital was to be regulated so as to expand the production 
of exports (especially to hard currency areas) and producer goods. 
Many specific principles were put forth to restrict investment in in- 
efficient or inessential industries. 

In a similar way, policies were designed for employment and foreign 
trade. These three policies together implied a policy for consumption. 
In each of eight productive sectors of the economy, the peacetime and 
immediate postwar problems of the industry were analyzed, leading 
to the conclusion that the industry should be rationalized through the 
introduction of larger producing units, labor-saving machinery, and 
more capital per worker. Policies were advocated for a better co- 
ordination of the seasonal and geographical location patterns of several 
interrelated industries. In connection with the ocean shipping industry, 
the longer range policies having to do with the rebuilding of the fleet 
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were presented. It also stated which industries were to be given a lower 
priority rating in the early years of the postwar construction program. 

The system of direct and indirect controls should be looked upon as 
the means of achieving the stated aims of planning. The most important 
set of means is obviously the direct controls in the real sector of the 
economy—controls on the quantities produced and distributed either 
at home or abroad. Among the quantity-regulating controls, import and 
export licensing are the most important because Norwegian imports 
are an essential factor of production; hence import regulation gives the 
authorities control over production plans. Short of nationalization, this 
is one of the few ways that true planning can be achieved in Norway. 
Imports are further controlled through the rationing of foreign ex- 
change. The export licensing system has strategic importance because 
the proceeds of exports are major sources of the vitally needed- im- 
ports. These controls are carried out by the Bank of Norway, the 
Directorate for Export and Import Regulations in the Ministry of 
Trade, and other agencies concerned with particular products. 

The quantity-regulating controls carry over into the domestic econ- 
omy through the rationing system imposed upon consumers and in- 
dustrial users of scarce goods. Much food, clothing, and housing space 
are rationed to consumers, while strategic materials such as lumber, 
iron, steel, cement and bricks are rationed to producers. These controls 
serve to implement the consumption, investment and production bud- 
gets. 

Other direct controls of lesser importance are those on the permission 
to start new firms and that on the use of manpower. Since the strength 
of the planning government lies in its trade-union support, it is unlikely 
that direct controls will be tolerated in the labor market as long as 
workers retain their present suspicious attitude. Such mild measures 
as propaganda and employment offices to guide unemployed workers 
to job opportunities are the most powerful means applicable at this 
stage of development. The only exception has been the manpower con- 
trols in the construction industry where permits are required for proj- 
ects using more than a certain small number of workers. 

In addition to the direct controls, the authorities have used various 
indirect measures with much success. Manipulation of relative or abso- 
lute prices, wages, interest rates and taxes have often brought about 
the desired results. These controls are used to limit or encourage the 
starting of new firms, fight inflation, regulate investment or consump- 
tion, etc. Wage policy has been used as a substitute for direct controls 
in the labor market. The whole government fiscal policy, including 
subsidies and expenditure as well as taxes, has been designed so as to 
achieve the planned goals. 
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The National Budget for 1947 


A condensed version giving a summary of each of the main sub- 
budgets in the National Budget is very useful at this stage in giving 
the reader an impression of the magnitude of the task undertaken. 
Because of its summary character, this condensed version cannot do 
justice to an exposition of the total complexity of the work involved 
in drawing up the National Budget. 

1. The manpower budget gives an analysis of the supply and demand 


TABLE [II.—-NuMBER OF PERSONS EMPLOYED 








Budgeted 
Summer 1946 Summer 1947 
Building and construction 110,000 104,000 
Of which: 
State 35,000 31,000 
Community 20,000 18,000 
Private industry 55.000 11,000 
Other private , . 44 000 
-Agriculture 450,000 435,000 
Other industries 778,000 817,000 
Total 1,338,000 | 1,356,000 
Available manpower 1,338,000 1,356,000 


Source: St. meld. nr. 10 (1947), Om nasjonalbudsjetiet 1947, Bilag 1, p. 52. 


for labor in each of the several sectors of the economy. Table III shows 
an over-all picture of the budgeted state of employment for the summer 
of 1947 as compared with the summer of 1946. 

It is interesting to point out that a preliminary budget showed a 
greater use of manpower than was available in the labor force. As a 
result of this contradiction, a new budget was drawn up in which the 
use of manpower was scaled down and redistributed. In addition to the 
budget of the state of employment as of certain dates in the year, there 
was presented a budget of the shifts in manpower during six-month 
periods among industries, to and from Norway, in and out of the labor 
force, and in and out of the ranks of the unemployed. The main detail 
of the manpower budget lay in the figures for employment in particular 
industries according to a very refined breakdown. 

2. The materials budget considers the supply and utilization of 
strategic materials, mainly those for construction such as lumber, 
bricks, and cement. These were considered as the main limitational 
materials for 1947, although this assumption later proved to be in- 
correct. The statistical data of this budget (not presented here) gives 
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figures, in physical units, of the supply of building materials and the 
associated area of floor space that can be provided from these materials. 
These data are then transformed into aggregate construction costs. 

3. The foreign trade budget shows the annual operations that have 
to do with the importing or exporting of goods and services. A sum- 
mary of the 1947 plans for ships, other goods, and services is shown 
in Table IV. 


TABLE [V.—Import AND Export oF GOODS AND SERVICES 
(millions of current kroner) É 





1946 . Budgeted 1947 
Imports: 
Goods (excluding ships) 1942 2450 
Defense imports i 160 170 
Ships (net) 416 565 
Whaling expenditures overseas 10 10 
Shipping expenditures overseas 400 450 
Expenditures for other serviccs 100 120 
3028 3765 
Exports: 
Goods 1164 1500 
Direct sale of whale oil 35 65 
Shipping income from overseas 1000 1200 
Other services 80 100 
Import surplus _ 749 900 
3028 3765 


Source: Same as Table ITI, p. 65. 


Since the import of ships is reckoned net instead of gross, the figures 
for imports and exports differ slightly from those of Table I; how- 
ever, the import surplus is not affected. 

4. The foreign exchange budget serves to close the accounts be- 
tween Norway and the outside world showing how the import surplus 
and overseas interest payments must be covered by capital items rep- 
resenting debits and credits with foreigners. On balance, the figures 
showed the familiar Western European phenomenon of the use of 
foreign loans and credits and accumulated exchange balances to meet 
the deficit in the balance of payments. An attempt was made to allocate 
the use of exchange balances among various hard and soft currencies. 

5. In each of the several industries comprising the total economy, 
the national product is determined according to the amount originating 
in each industry. This is the production budget. For each sector, calcu- 
lations are made for the gross value of production, expenditures on 
materials from other industries, depreciation of capital, and government 
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subsidies. These calculations are made in both current and 1939 kroner. 
The planned figures, in current prices, can be read from Table II. 
These production figures must be in correspondence with the amount 
of labor allocated to each industry in the manpower budget and also 
with parts of other sub-budgets. 

6. The consumption budget considers the amounts of each of several 
types of consumer goods that will flow to households in accordance with 
the output schedules of the production budget, the import budget, and 
the behavior patterns of households in disposing of their means of pay- 
ment. The designers of this budget must also consider such things as 


TABLE V.—THE CONSUMPTION BUDGET 
(millions of current kroner) 








1946 | neces 11947 
Expenditure on consumer goods® 4015 a 
Housework 1155 1165 
Housing services (gross) 450 450 
Miscellaneous 600 625 
Total private consumption 6220 ar ae 
Public consumption 1100 1000 
Total 7320 | 7498 7498 


a Includes only the goods listed in the preceding text. 
Source: Same as Table ITI, pp. 92 and 95. 


minimum consumption standards, rationing, price controls, and other 
factors that limit behavior patterns. 

There are very detailed figures on the consumption of specific com- 
modities such as food, tobacco, liquor, clothing, shoes, fuel, furniture, 
radios, house furnishings, and bicycles. The goal was to let consumption 
of these goods approach prewar levels as nearly as possible without 
interfering with other aspects of the plan. The consumption budget is 
given in Table V. 

It was reckoned in the National Budget for 1947 that planned ex- 
penditures on consumer goods of 4,258 million kroner would bring 
national consumption to 97.2 per cent of the prewar normal figure. 
However, the distribution of consumption among different commodities 
has been radically changed since the war, and this comparison must not 
be interpreted too literally. 

7. The investment budget essentially completes the picture by show- 
ing that part of the available stream of goods and services that does 
not flow to households or foreigners. For each industry, detailed calcula- 
tions are made of investment plans covering gross investment, mainte- 
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nance, repair, depreciation, inventory changes, and net investment. 
In Table VI investment is divided into private, state and communal, to 
give a rough idea of the structure of ownership of the means of produc- 
tion in the Norwegian economy. 

8. The remaining two sub-budgets are implied largely by the data 
in the other budgets and need not be considered in any detail here. 
The expenditure items in the budget for the public sector are given 
in Tables V and VI in the figures for public consumption and public 
investment. Subsidies are treated in the production budgets, and govern- 
ment employment is covered in the manpower budget. The revenue 


TABLE VI.—TuHE INVESTMENT BupceT—Bupcertep, 1947 
(millions of current kroner) 








j Gross 
Invest- State naa Private 
ment 

Agriculture 135.8 0.8 0.8 134.2 
Forestry 18.2 2.0 0.4 15.8 
Fishing 39.4 des — 32.1 
Whaling and other catching operations 97.0 mm — 97.0 
Industry: 

Manufacturing, mining, and handicraft 458.3 23.7 2.4 432.2 

Electric power plants i 160.0 30.0 113.0 17.0 
Transportation and communication: 

Shipping 665.0 — — 665.0 

Inland "609.4 | 310.5 75.8 | 223.1 
Trade . 111.0 — — 111.0 
Finance 1.0 me —- 1.0 
Hotels, boarding houses and restaurants : 17.0 1.0 — 16.0 
Housing 595.0 5.0 11.0 579.0 
Public administration and defense 198.0 195.0 3.0 — 
Miscellaneous 73.0 28.7 34.9 9.4 
Total 3178.1 604.0 241.3 | 2332.8 


Source: Same as Table ITI, pp. 98-99. 


side of the public accounts is not explicitly treated in the National 
Budget for 1947 although it is adequately taken into account. This 
matter is better handled in the National Budget for 1948. Obviously 
the general budget, the other remaining sub-budget, is only a combina- 
tion of figures from the other separate budgets. 


Fulfillment of Goals 


Many preliminary estimates have already been published for data 
pertaining to 1947; ‘hence it is possible to compare the first laid plans 
with reality. During the course of the year, as new developments oc- 
curred, plans were revised accordingly. Flexibility is an essential fea- 
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ture of a smooth-working planned economy. But it is nevertheless 
fruitful to compare the original plans with results to see how effectively 
one can look ahead for one year within the framework of a controlled 
economy of the Norwegian type. 

The most favorable comparison of the plans with results should be 
in the most aggregative national accounts where the possibilities of 
compensating errors can be more fully realized. It is commonly known 
that economic policy makers often commit their biggest errors (at least 
percentagewise) in the more specific rather than the more general 
spheres of activity. 

From the data for budgeted 1947 and preliminary 1947 in Table I, 
it is readily seen that the only real errors occurred in imports and to a 
lesser extent in exports. Those activities having to do only with home 
production were much better controlled and hence agreed much better 
with the plans. While it must frankly be admitted that a mistake 
was made and that the import surplus was larger than desired, it should 
be stressed that this error in no way caused an economic crisis. People 
ended up the year’s activity with a larger supply of goods available than 
had been reckoned, and this, in itself, is not necessarily a bad thing. The 
undesirable features are that some of the imports can be considered 
as irrational in that they do not fit in perfectly with the plan for the 
economy and that a liquidity crisis was caused in the foreign exchange 
reserve accounts. The excessive imports of 1947 lead to attempts to cut 
down imports for 1948. . 

The value of Norwegian exports is largely determined by factors 
outside the control of Norwegian planners. This refers both to prices 
and quantities of exports. Clearly, the extraordinarily great demand for 
Norway’s exports was underestimated by the planners, but there is 
little that could have been done about this in advance. This type of 
forecasting error is not completely harmless, but in the present circum- 
stances did little damage. 

It is difficult to say whether or not the excessive imports represent 
an unavoidable error of planning. That part of the excessive im- 
ports that was due to inflationary price movements in the United States 
was obviously not controllable by the central planners in Norway. 
This shows up the difficulties of planning in an unplanned world. To 
a great extent this is an error of forecasting and is not any argument 
against the principles of planning since forecasts must always be made 
in any type of economy. Another important factor leading to excessive 
Norwegian imports was the time discrepancy between foreign orders 
and deliveries. Delivery dates were very uncertain, and the Norwegians 
found themselves suddenly confronted with several unexpected de- 
liveries, all requiring immediate payment. The import licenses for 
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these goods had already been issued so that nothing was doneto stop 
their inflow. Thus, another part of the error was caused by bad fore- 
casts of the delivery date of imports. However, the central government 
does have a strong control over imports and exchange reserves through 
its licensing system. Some economists in the government claim that the 
issuance of import licenses was administered in a faulty manner and 
that proper administration ‘would have prevented the imports from 
‘becoming as large as they did when deliveries suddenly began to ap- 
pear. The faulty administration is an error of planning, but it is one 
that can be avoided in the future. 


TABLE VII.—-NumMBer or Persons EMPLOYED 














Budgeted 


Summer 1947 1947 





Building and construction 112,000 117,000 
Of which: 
State 31,000 30,000 
Community 23,000 24,000 
Private 58,900 63,000 
Agriculture 449 ,000 446,000 
Other industries 817,250 811,000 
Total 1,378,250 1,374,000 


Sources: St. meld. nr. 10 (1947), Om nasjonalbudsjettet 1947, Oslo, Bilag 1, p. 52. Some of 
the figures have been changed to make them comparable with the definitions used now. The 
original planned figures are given in Table ITI above. St. meld. nr. 1 (1948), Nasjonalbudsjet- 
tet 1948, Oslo, pp. 47—48. 


Production and employment are two variables more subject to con- 
trol and influenced largely by the course of events in the domestic 
economy. Here the record of the planners is not so bad. 

The tables on employment and production (in constant kroner) refer 
to the real sphere of the economy, and are not obscured by price 
movements that occur even with the strong price controls (ceilings). 
The exact correspondence between some of the items in each of the two 
columns of Table VIII is, of course, purely a result of the fact that 
they are both estimated in the same way. However, this reservation does 
not negate the fulfilment of the plan. 

A further comparison of production plans and results in terms of 
unadjusted (for definition changes) figures in current kroner can be 
made from the data in Table II. . 

In the materials budget, the year’s production of lumber, bricks, 
and cement was practically as planned. Production was 300,000 stand- 
ards of lumber, 100,000,000 bricks, and 450,000 tons of cement as 
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compared with plans of 330,000, 100,000,000, and 450,000 respectively. 
The disappointments surrounding the housing program were not that 
the three strategic limitational factors were unavailable; it was that 
other factors were actually the true limitational factors. Norway re- 
ceived the lumber, bricks, and cement as planned, but she did not have 
adequate supplies of other essential materials for house building. As a 
result, the very ambitious housing program adopted after the end of the 


TABLE VITI.—~Net NATIONAL Propuct DISTRIBUTED BY INDUSTRY OF ORIGIN 


(millions of 1939 kroner) 
1947 1947 
Budgeted Preliminary 
Agriculture 298 269.0 
Forestry 168 152.5 
Fishing 52 60.0 
Whaling 31 40.1 
Industry: 
‘Building and construction 415 460.0 
Manufacturing, mining, and handicraft 1476 1476.0 
Transportation: 
Shipping 251 263.0 
Inland ` 217 217.0 
Trade 715 737.0 
Finance 79 79.0 
Hotels, boarding houses and restaurants 70 70.0 
Paid and imputed net rents 275 275.0 
. Unpaid housework 682 682.0 
Public administration 150 150.0 
Sundry services l 300 300.0 
Total 5179 5230.6 
Expenses not allocated Sl §1.0 
Net national product 5128 5179.6 





Sources: St. meld. nr. 10 (1947), Om nasjonalbudsjettet 1947, Oslo, p. 87. Some of the figures 
have been changed to make them comparable with the definitions used now. St. meld. nr. 1 
(1948), Nasjonalbudsjettet 1948, Oslo, p. 46. 


war was scaled down to be more consistent with present facilities. 
The fantastically large housing program of 100,000 units for the four- 
year period 1946 through 1949 will probably be only half-fulfilled. In 
the year 1947, only about 12,000 units were completed while the 
budgeted goal was more.* At the end of the year, there were 17,000 


“The National Budget is vague on the number of completed housing units, It calls for 
18,000 units but hedges to an indefinite extent by saying that al] may not be completed 
because some materials may not be available before the latter part of the year. See Om 
nasjonalbudsjettet, 1947, p. 111. 
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units under construction outside the war-devastated areas of Finnmark 
and Nord-Troms. The poor showing of the housing program during 
1947 is, of course, attributable to faulty planning, but the four-year 
program adopted after the war (in the fall of 1945) was not a care- 
fully thought-out plan developed within the framework of national 
budgeting. 


The National Budget for 1948 


The previous discussion has considered the National Budget for 
1947 in some detail because that particular document went very far 
in explaining the means, ends, and principles of Norwegian planning 
and also because the actual plans can at this time be checked against 
the results. The planning activity continues in full force although the 
form of the National Budget for 1948 has changed somewhat as com- 
pared with 1947. There is not the same detailed discussion of ends, 
means, and the general principles of planning. The program remains 
much the same, however, and the work is continuing according to simi- 
lar ends, essentially the same means and the same set of guiding 
principles. . 

In its form, the National Budget for 1948 is more elegant and man- 
ages to say as much as in 1947 with fewer pages; this represents 
administrative progress in planning. The budget is now published 
without the technical appendices that contain many of the detailed 
plans. The appendices follow in separate publications. Since the as- 
sumptions pertaining to the international level of economic activity play 
such an important role in determining exports, imports, and internal 
Norwegian variables, several pages are devoted to a discussion of this 
problem in the latest budget. This particular analysis represents an 
improvement in the budgeting techniques and should lead to the result 
that the foreign accounts for 1948 will agree more closely with the 
plan than was the case for 1947. 

In the new document there are some desirable consolidations in the 
discussion of the sub-budgets, these consolidations obviously being 
made in the light of structural characteristics of the economy. A major 
consolidation occurs between the manpower and production budgets. 
One of the most important structural Characteristics restricting the 
planners’ decisions is the technological input-output possibilities. Since 
labor is the most important variable production factor within a one- 
year period, the production and manpower budget should be intimately 
related and even combined into something like a technological budget. 
The combination of these two budgets is a very desirable feature of 
the newer work. — 
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The budget for the public sector contains accounts that appear in 
other budgets; hence this particular budget may very well be omitted, 
as was done in the National Budget for 1948. The public expenditures 
on goods and services appear in the consumption and investment budg- 
ets. Production originating in the public sector of the economy appears 
in the production budget, and the tax-subsidy-transfer items are 
covered in various parts of other accounts. Finally, the new budget 
contains a useful discussion of the national income (as distinct from 
expenditure or production) and its distribution. 

The main features of the National Budget for 1948 are the follow- 
ing: (1) Imports and the import surplus are cut substantially. (2) 
The housing program is cut to a more reasonable size as compared with 
the productive abilities. (3) Investment is reduced largely as a result 
of the reduced imports. (4) Total consumption is kept on approximately 
the same level as in 1947 but with a changed distribution. Two of the 
principal errors of planning in connection with the 1947 budget were 
the underestimate of the import surplus and the overestimate of the 
housing program. In constructing the new budget, both these errors 
were taken into account by restricting imports more severely and by 
‘adopting a more modest housing program. The investment which re- 
sults entirely from Norwegian production is to rise rather than fall in 
1948, but the import restrictions are so severe that total investment 
will be substantially cut. The figures for consumption show an apparent 
fall from 1947 to 1948, but if reductions of sales taxes during the latter 
part of 1947 which carry over to all of 1948 are taken into account, it 
can be seen that aggregate consumption will remain essentially un- 
changed. Population growth, however, is such that per capita consump- 
tion in 1947 was 95 per cent of the prewar normal, while in 1948 it 
is planned to be only 91 per cent. Among the items of consumption, 
clothing, textiles, and shoes are planned to be much less abundant in 
1948 than in 1947. A summary of the 1948 budget can be seen from the 
figures in Table I. 


$ An Appraisal of Norwegian Economic Planning 


One of the most evident and most striking features of the Norwegian 
economy is its stability since 1945—a stability achieved in the midst 
of inflations and deflations in other economies of the world that have 
tried the unplanned, free-market solutions." The stabilization program 
has been achieved only through the application of strong price controls 
and subsidies along with a wage-price formula and all the other elements 
of the whole national plan. In this way, workers’ real incomes have 
been protected—much more so than in most unplanned economies 


The official cost-of-living index was at 156 for 1945, 159 for 1946, 160 for 1947, and at 
158, 159, and 160 for the first three months of 1948. 
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where wages have lagged behind inflationary price movements. The 
important consequence of this stabilization is that reconstruction has 
proceeded continuously without the occurrence of a single major strike 
thus far.** It will be hard to find a parallel example in the unplanned 
economies where labor’s real income was not protected. The success 
in avoiding a major postwar strike is not a result of apathy among 
Norwegian workers, for they have a prewar record of great militancy. 
It does point to the stability of an economy which has a labor govern- 
ment working in the interest of the laboring class. 

Most Norwegian economists agree that wages and prices have been 
relatively stabilized at such levels that income is much more evenly 
distributed than was the case before the war. This remark applies not 
only to workers and capitalists but also to farmers, foresters and fisher- 
men. Something that is left entirely unclear, however, is the future 
course of the income distribution. The government has not yet laid 
down its future policy on the wage-price ratio, but it hardly seems 
possible that a labor government can make a case for anything but an 
eventual redistribution more in favor of the workers. 

Taking into account the fact that the war-destroyed capital is being 
reconstructed and that former living conditions are being restored 
on a self-supporting basis, we can still find significant grounds on which 
to criticize Norwegian planning. In the first place, the general planning 
has been too much on a short-run basis of one year. In specific indus- 
tries (notably shipbuilding and housing) long-run plans have been 
made, but all these separate plans have not been integrated and pub- 
lished as a comprehensive national budget for, say, four years in ad- 
vance. However, recent developments in connection with the Marshall 
Plan indicate that a complete four-year program is to be, or already 
has been, drawn up. Most other countries which have employed meth- 
ods of economic planning, either in Eastern or Western Europe, have 
found it extremely useful to lay plans for as long as four or five years. 
The Dutch plans, which probably resemble Norway’s as much as most 
others in Europe, have been very largely influenced and helped by the 
construction of the “raamplan” extending over a period of five years.® 

A danger which besets all planned economies may be called the 
problem of “the number of degrees of freedom.” There is always the 
possibility that central planners will try to control too many things 
at once. Given the technological possibilities of the economy and given 
the markets that are to be left free, there is only a fixed number of 
variables at the disposal of the authorities. In the National Budget 


* There have been some isolated strikes in the autumn of 1948, but no dominant strike 
wave throughout the country. 

€ See Centraal Economisch Plan: Eerste Nota (Globaal Plan) 1947, Centraal Planbureau, 
’s-Gravenhage, Sept., 1946, esp. bijlage II, p. 18. 
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for 1947, a rather complete national accounting system was utilized 
to bring about mutual consistency among all the plans, but the defini- 
tional relations contained in the national accounting systems are not 
enough by themselves. In addition, such things as the production func- 
tions, consumer demand for unrationed goods, tax laws, the supply 
of labor, etc., must all be systematically taken care of as side condi- 
tions. 

This aspect of the planning problem was not completely thought out 
in the first Norwegian plans, mainly as a result of the urgency of the 
situation, requiring quick decisions. But the latest National Budget 
gives a much more systematic treatment so that the authorities are 
well aware of the available degrees of freedom. The final section of the 
National Budget for 1948 deals with an “aktiviseringsplan” (activisa- 
tion plan) in which the planning problem is properly stated in terms 
of welfare economics. The continuing work along this line is certain to 
lead to a more satisfactory theoretical basis for Norwegian planning 
and to contribute to a solution of the problem of the number of degrees 
of freedom. 

Even if the authorities have not tried to control too many things 
at once, regulations may become unnecessarily burdensome in another. 
way. There has been a tendency in Norway to prefer more indirect 
controls on the assumption that they are less of a burden than direct 
controls. For this reason, taxes have become quite oppressive. Although 


taxes are an indirect control, they are criticized more by the general. 


public than many forms of direct, quantity-regulating controls. The 
government is only fooling itself and not the people if it thinks that 
indirect controls are not felt. One gets the impression that certain 
types of taxes have become altogether too burdensome and oppressive 
and that other measures (direct and indirect) should be substituted. 

A general criticism of Norwegian planning is that it has remained 
too much in the government offices and too much on paper. The average 
citizen knows very little about the government plans and has certainly 
not read the National Budgets. Public relations have been conducted 
very poorly in the sense that no popularly readable version of the Na- 
tional Budget has ever been presented to the population. Moreover, 
the government has not aggressively carried out many features that 
are written into the plan. Two examples worth pointing out are the 
programs for recruiting women into the labor force and increasing 
tourist income. A vigorous approach towards the furthering of these 
programs would help to overcome two of the main shortages in the © 
present economy—the shortage of labor power and the shortage of 
foreign exchange. The inducement of women out of the home into paid 
work rests on the supply of social amenities such as cheap laundries, 
Mending services, nurseries, etc., by the government, but this has not 
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been done. The attraction of more tourist income rests upon the diver- 
sion of construction and other resources into comforts that hard-cur- 
rency tourists demand, but it seems to many travellers that Norwegian 
tourist facilities and information lag behind those of other Western 
European countries. 

Thus far, this critique has concentrated on things that could be ac- 
complished without too much difficulty within the present political frame- 
work, but we should not close without going more deeply into the funda- 
mental problems that must be faced in the future if planning in Norway 
is to be successful in the longer run. Usually, planning is identified with 
socialization or nationalization of industry. This is true throughout 
Eastern Europe and extends to the British labor government in West- 
ern Europe. The Norwegian Labor Party is committed to a long-run 
policy of nationalization, but as yet nothing of consequence has been 
done along these lines.” However, it seems essential to many economists 
that nationalization must be considered as the key to the solution of 
some important present and future problems. These problems may be 
entitled “Planning in a Partially Planned Economy” and “Planning in 
an Unplanned World.” 

In the partially planned economy, actions in the private sector often 
run counter to the plan and even have a tendency to defeat it. One of 
the principal Norwegian examples of this phenomenon occurs in do- 
mestic trade and commerce. The national product originating in the 
trading sector of the economy has been above the amount planned, and 
it is also known that the 1947 National Budget even made an allow- 
ance for an expansion of employment in trade, undesirable though this 
expansion may have been. If trade and commerce were nationalized, 
exchange could be carried out in larger and more efficient establish- 
ments with a conservation of scarce manpower. Furthermore, the central 
authorities would then have a direct control over the employment de- 
manded in this sector of the economy. 

In many other sectors of the Norwegian economy, production and 
employment are controlled by the allocation of scarce raw materials, 
especially those which are imported. Nationalization is not immediately 
the main issue in industries which can be so regulated, but there is an 
unfortunate clause in the Bretton Woods Agreements, of which Norway 
is a signer, that calls for the abolition of all import and exchange con- 
trols by 1952. If this is taken to mean that Norway must cease to 


"Since the end of the war, some public utilities have been nationalized, and some new 
plants have been built in whch the state is the owner. Also enemy interests in Norwegian 
industry were in many cases taken over by the state. This in large part is the extent of 
the move toward nationalization. The establishment of joint production boards (workers 
and employers in single firms) and industrial boards (workers, employers, and the state 
for a total industry) has served to give the workers some voice in the operation of the 
productive resources in addition to the direct nationalization. 


` 
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license imports and ration foreign exchange, it also means that she 
will have to give up much of her planning in the future. 

In retrospect, it seems that this requirement is particularly unsatis- 
factory and will do more harm than good in the world economy. As 
was remarked above, the price-wage stabilization and economic re- 
covery were part of the entire plan. If imports were to be admitted 
freely into Norway, and if subsidies were to be prohibited (also as a 
part of the Bretton Woods Agreements), the only way to prevent a 
rapid exhaustion of exchange reserves would be to allow very large 
increases in the prices of imports. This would raise the cost-of-living 
and break the entire domestic wage-price stabilization program that has 
worked so admirably already. Not only would the unplanned economies’ 
inflation be imported to N orway, but also many trivial and luxury goods 
would be imported that are in no way related to a plan for rational eco- 
nomic development. 

The licensing system, as it has been a out so far, has represented 
a workable cooperation between private enterprise and the government 
leading to a highly satisfactory allocation of scarce resources.® Either 
the Bretton Woods Agreements must be modified (or ignored) or some 
roundabout method adopted to circumvent the Agreements. One method 
would be to nationalize all foreign trade. This is a further reason why 
the Norwegian planners must go further with the techniques of plan- 
ning and consider already the possibilities of nationalization of a larger 
sector of the economy. 

The most refreshing aspect of Norwegian economic planning has been 
the attitude of the guiding economic theoreticians to disregard all pre- 
conceived notions about the supposedly optimal properties of a free- 
market economy and to look for direct or indirect controls that will 
lead to an even higher level of economic welfare. They have done this 
work entirely in the democratic spirit so that one cannot find the 
slightest trace of the suppression of any fundamental human right 
in present-day Norway. It is not known though what the future political 
developments will do to Norwegian economic- planning; its fate de- 
pends on the results of the next elections in 1949. It is certain, how- 
ever, that the matter will be decided in a democratic environment. 


* Compare the recent Swedish experience in which the postwar importing spree resulted 
in a rapid and unexpected depletion of exchange reserves along with the importation of 
many umnessential or luxury goods that represented an unwise use of scarce resources. 
Another example of the unsatisfactory character of the uncontrolled system is the Nor- 
wegian experience of 1919-1921. At that time Norway came out of the first World War 
with large liquid assets coupled with a dearth of consumer goods. The foreign exchange 
was rapidly used up, and Norway was forced to take a loan from the United States at an 
extraordinarily high interest rate. The result was a drastic curtailment of essential imports 
and an employment crisis following. 


EXIT BASING POINT PRICING 


By FRANK ALBERT FETTER* 


I. Background of the Recent Cement Decision 


Sixty-eight years ago three steel mills in New Jersey and eastern 
Pennsylvania, the only considerable producers of steel bars in the 
United States at that time outside of Pittsburgh, stopped quoting the 
price of steel bars f.0.b. mill and began quoting only delivered prices 
identical at every destination with those of the Carnegie plant in 
Pittsburgh. This followed the example of the German steel cartel 
founded in the ’70’s. Thus began the so-called “natural evolution” of 
the basing point practice in the United States. 

In the next twenty years this practice was extended to all branches 
of the steel industry and to the cement industry which was already 
connected with steel by various bonds of ownership. Then the practice 
was gradually extended to the sale of many standardized heavy basic 
products, including most building materials, and became the chief 
instrument by which American cartels have exercised a control over 
prices. 

For forty years this pricing practice largely escaped notice, and, 
when it was glimpsed, its real nature was misrepresented by the in- 
dustries and misunderstood by the public, the courts, the Congress, 
and the exécutive agencies. This was notably so in the dissolution suit 
against the United States Steel Corporation which ended in 1920 with 
the vindication of the Corporation, and also in the Cement Manu- 
facturers’ Protective Association case concluded in confusion and 
failure in 1925. 

Meantime, however, the practice had been dragged out into the 
open and its real nature partially disclosed by the complaint against 
the U. S. Steel Corporation in 1920 by the Federal Trade Commission 
on the petition of numerous manufacturers in the Chicago region who 
had to pay Pittsburgh-Plus prices for the basic steel which they used 
in fabricating agricultural implements and other finished products. The 
Commission’s order to cease and desist, issued in 1924, was mockingly 
accepted by the Corporation, and was negligently left unenforced, but 
it marked the beginning of a quarter century of open and intense legal 
and economic discussion, concluding with the decision of the Supreme 
Court April 26, 1948 in the case against the Cement Institute and 
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others, definitely outlawing the practice. This decision, the most’ 


thorough-going ever rendered under the anti-trust laws, cleared away 
all doubt as to the jurisdiction and competence of the Federal Trade 
Commission in such matters, as to the meaning of various economic 
terms in the statutes, and as to various legal technicalities which had 
long been pleaded in defense of the basing point practice. The Supreme 
Court which, with successive changes in membership had long groped 
its way painfully through misleading evidence and confusing argu- 
ments of counsel, attained, in the studious opinion read by Justice 
Black, the high point of understanding of competitive and monopolistic 
practices. The cement industry and the steel industry, the elder ally in 
the defense of the basing point practice, acknowledged that they were 
at the end of the judicial rope. Financial writers declared the change 
to be “epochal” and that “an industrial revolution is under way.” 


s 


II. Legal and Economic Issues 


Among the various aspects of the basing point practice—historical, 
biographical, anecdotal, economic, legal and practical in effects on 
profits, on the location of industries, and on the welfare of particular 
communities and of the nation as a whole, the most significant are the 
economic theories which have been offered to justify the practice as 
competitive. The practice may be attacked in the courts as unlawful 
under the Sherman Act, or under the Clayton Act, or under the Federal 
Trade Commission Act. Suits and complaints were, in fact, brought 
against it at various times under all three statutes, but cases under 
the Sherman Act came to nothing, and those in which the practice met 
disaster in 1945 and 1948 were brought by the Federal Trade Com- 
mission under the two later acts. The more prominent of the two is the 
Clayton Act making it “unlawful to discriminate in price,” with the 
puzzling proviso in the original act permitting discrimination when 

“made in good faith to meet competition,” or in the Robinson-Patman 
Amendment, Section 2(b), when “made in good faith to meet an 
equally low price of a competitor.” Practices which have not yet 
“grown into Sherman Act dimensions” may be restrained under the 
Federal Trade Commission Act as unfair competition (dictum in the 
recent decision). To a most unusual degree, if not entirely, the legal 
decision whether the practice is lawful or unlawful depends in all cases 
on the economic decision whether the effect of the discrimination in- 
volved in the practice “may be substantially to lessen competition or 
tend to create a monopoly in any line of commerce, or to injure, 
destroy, or prevent competition,” etc., (language of the Robinson- 
Patman Amendment). 


”* 
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II. The Existence, or Reality, of the Basing Point 
Practice Long Denied 


The first argument in order of time advanced to justify the basing 
point practice was to deny its reality as anything different from f.o.b. 
mill pricing plus actual freight. It was claimed that sellers were com- 
pelled to quote delivered prices in that way because buyers wish to 
know'how much the commodity will cost delivered. The false im- 
plication was that sellers could not quote f.o.b. mill prices plus actual 
freight in that way, or that if a buyer is told the f.o.b. mill price, he 
cannot in a few minutes learn what the all-rail freight will be from 
any mill. To calculate the delivered cost of the commodity then would 
require no more than a knowledge of elementary arithmetic; yet this 
shallow fallacy was accepted by two of the three judges in the 7th 
Circuit Court of Appeals, in these words: “The reason buyers are 
so insistent that cement be sold at a destination price is their desire 
to know what it will cost them delivered,” (157F. 2nd-541). A delivered 
price in the generic sense of delivered cost quoted to buyers is the sum 
of two prices, the seller’s price for the commodity and the price of | 
transportation to the buyer’s destination. But there are two species 
of delivered prices, innocent f.o.b. mill “delivered prices” which are 
the sums of the shipping mill’s base price and actual freight to destina- 
tion, and basing point delivered prices (now declared to be unlawful) 
which are the sums of another mill’s base price plus what the freight 


would be if the commodity were shipped from that mill. In the one ~' 


case both prices in the so-called “delivered price” are real; in the other 
case both are fictitious and arbitrarily assumed. 


IV. Claim That It Was Not Regularly Maintained 


Closely related to the argument just analyzed, or virtually the same, 
is the claim often made by counsel for the cement industry that while 
basing point prices were quoted as a rule, genuine f.o.b. mill prices were 
quoted on request (with the implication that this was always done). 
Considerable testimony, pro and con, was heard on this subject. As 
late as 1946, two of the three judges in the 7th Circuit Court of Appeals 
repeatedly accepted this impossible claim at face value: “Some was 
sold on an f.o.b. plant basis, and the Commission made no finding of 
‘a refusal on the part of respondents to sell on the latter [f.o.b mill] 
basis” (157 F. 2nd 541. Also 575 and 577). To the same effect, as 
showing that no system of basing point prices was regularly maintained, 
this Circuit Court opinion declared that “some of the petitioners were 
pursuing one course and some another” (idem, p. 553). Yet anyone 
with an elementary understanding of the basing point practice must 
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know that if such an option were open to buyers, a basing point system 
of prices would be at once disrupted. There is here again the erroneous 
‘implication and belief that there is really no difference between 
` f.0.b. mill pricing and basing point pricing, or between the systems of 
prices which result from them. The testimony in this manner, given 
in vague phrases by hard-pressed company employees, could mean no 
more than that the prices quoted by a base mill within its “natural 
territory’ are f.o.b. delivered prices; or, as was shown by other 
evidence, that alleged f.o.b. mill quotations given on government pur- 
chases were counterfeits, being the discriminatory mill net price re- 
sulting from the basing point rule; or in rare cases that the f.o.b. 
prices were quoted in brief periods by recalcitrant mills when the 
basing point system had temporarily broken down. 

Moreover, a great body of evidence in the record exposed the various 
measures taken to police the system by specific job contracts, by re- 
fusing to permit the use of trucks or other cheaper means of trans- 
portation, by imposing punitive bases upon recalcitrant mills, etc.,— 
all to prevent the slightest departure from the basing point formula by 
the use of f.0.b. mill prices or in any other way. All this would have been 
useless effort if basing point delivered prices had been merely f.o.b. 
mill prices plus actual freight. 


V. The Surplus-Deficit Argument in the Pittsburgh-Plus Case 


Next in order of time came the surplus-deficit argument to justify 
the basing point practice. It was born in academic halls and made a 
modest appearance first in the steel dissolution suit. It was said that 
an undefined area around Pittsburgh, where a large part of the na- 
tion’s steel-producing capacity was concentrated, was the one surplus 
area of steel production, and every other region was a deficit area, 
producing less steel than it consumed. The natural market for Pitts- 
burgh steel, it was said, was all over the country, and the delivered 
cost at every destination was properly the Pittsburgh base price plus 
actual freight from Pittsburgh. This theory so impressed Justice Mc- 
Kenna and the majority of the Supreme Court that they gave it much 
weight, in their decision exculpating the U. S. Steel Corporation. 

The surplus-deficit argument appeared full grown in the proceedings 
under the Pittsburgh-Plus complaint against the U. S. Steel Corpora- 
tion issued by the Federal Trade Commission in 1920, the very year of 
the steel dissolution decision. On the same economic advice it was 
presented to justify the sale of steel produced at the Corporation’s 
plants in Chicago and at Gary at the delivered cost of the Pittsburgh 
base price plus full freight from Pittsburgh to Chicago. It was re- 
ported that economists of the Commission, overawed by the decision in 
the dissolution suit, pronounced this argument unanswerable, and it 
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was thought the complaint would therefore be dismissed by the Com- 
mission. It was at this stage that Judge Gary, president of the U. S. 
Steel Corporation, was quoted as saying confidently: “This case is 
95% economics and only 5% law.” Something like panic struck.the 
Associated States Opposing Pittsburgh-Plus, an organization of some 
Seventeen states which, backed strongly by public and political opinion 
in the midwest, was supporting the complaint. The proceedings were 
hastily halted, and Professor John R. Commons was persuaded to 
take a leave of absence from the University of Wisconsin to study the 
economics of the problem. He and two colleagues, one from Harvard 
and another from Princeton, made such a study, and in December, 
1923, gave in evidence their conclusions in refutation of the surplus- 
deficit theory. 

They called attention to the unquestioned fact that the mills in and 
near Chicago, including Gary, the new highly efficient mill in Indiana, 
were producing large quantities of steel and were supplying a large 
part of the steel bought in and near Chicago, while at the same time 
they were shipping large quantities eastward for a considerable distance, 
not infrequently as far as Pittsburgh and beyond. In the latter case 
these sales netted a price less than the Pittsburgh base by the amount 
of the freight from Chicago, whereas sales in Chicago netted the full 
Pittsburgh base price plus imaginary freight, called phantom freight, 
from Pittsburgh. There was thus a large amount of wasteful cross- 
hauling between the two regions. The so-called deficit in the Chicago 
region was largely, if not wholly, the result of shipping steel eastward 
into the Pittsburgh region, and Pittsburgh in turn became a deficit 
region by shipping too much of its steel to Chicago and elsewhere. 
The answer to the surplus-deficit area argument is “the economic law 
of market areas,” by which it is shown that when mills in any location 
sell independently and competitively without discrimination in price, 
they can sell a gradually increasing product only by decreasing their’ 
base prices so as to extend the area in which they can sell: The boundary 
between the sales areas of two mills really competing in price is de- 
termined by the comparative base prices and actual freights to each 
destination, the lower a mill’s comparative base price the larger its 
sales area. Since that time the surplus-deficit argument has not been 
seriously offered in court as a defense of the basing point practice, but 
it has never fully lost its popular appeal. It sounds plausible. 


VI. Claim that Discriminatory Basing Point Prices Are Uniform 
Prices in a Normal Market 


Next in order of time came the bogus uniform-price theory, presented 
in the old Cement case decided in March, 1925. An economic witness 
testified that the identical delivered prices for cement quoted by all 
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sellers at each destination are what is meant by uniform prices in a 
normal market as defined by seventeen “distinguished economists” 
whom he named. The witness was not cross-examined and no other 
economic testimony was heard. Strangely in conflict with usual rules 
of evidence and misled by this testimony, Justice Stone, speaking for 
a majority of the Court, said: “A great volume of testimony was also 
given by distinguished economists ... that . . . uniformity of prices 
will inevitably result from active, free, and unrestrained competition,” 
(as the context shows) “in a normal market” (268 U. S. 605-606). 

Each destination is not a normal market where numerous buyers 
and sellers assemble and where there is “active, free, and unrestrained 
competition,” as the necessary conditions of a truly competitive price. 
To assume these conditions as present is to beg the whole question. 
Yet from this distorted evidence the Court inferred (6 to 3) that the 
basing point pricing system is competitive and lawful. For twenty 
years this decision was the main legal defense of the basing point 
practice. During this periòd economic witnesses employed by the 
cement and other industries developed to the farthest extreme the 
claim that every basing point destination is a normal market in which 
the delivered price is determined by the free play of demand and 
supply, independently of the price at any other destination. Ex parte 
witnesses persisted in this claim when confronted with the evidence 
that the bids of numerous sellers for delivery at fifty or more destina- 
tions were identical and were all mathematically related to a single 
base price (that of the nearest mill) by the basing point formula. An 
expert in the theory of mathematics testified that if in those cases each 
of the independent bidders could bid only a cent below or above any 
of the others at each of these destinations, the chance that the bids 
would all be identical would be equivalent to picking one particular 
dime out of the space between the earth and the sun filled with dimes 
placed on edge. No one has ever ventured to question this mathematical 
disproof of the bogus economic claim that each destination is a normal 
market. 


‘VII. Argument that the Price of a Commodity Means Delivered 
Price Which Includes Freight 


The meaning of the term price in the phrases of the statute referring 
to a discriminatory price became a prominent issue during the con- 
sideration of the Robinson-Patman bill to amend the Clayton Act in 
1936. At the outset, undoubtedly, the sole purpose of the sponsors of 
this bill was to relieve independent retail merchants from the unfair . 
competitive disadvantage under which they were believed to suffer 
because chain stores could buy at excessive discounts. However, in the 
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course of the year-long discussion, this purpose became increasingly 
confused. Fairly late, a definition of price as the net realized amount 
received by the seller of a commodity was inadvisedly introduced into 
the House bill with the avowed object of facilitating the prosecution of 
the basing point practice. This aroused the bitter ‘hostility of the 
basing point lobby, and the sponsors of the bill eliminated it and other 
irrelevant matters in order not to endanger their real purpose. From ` 
that time until the recent Cement decision, counsel for the basing 
point industries have contended with more than doubtful logic that 
this negative action by the sponsors of the Robinson-Patman bill, 
without formal vote of the House, was equivalent to a positive vote by 
both houses of Congress to legalize the basing point practice. 


VIII. The Notorious Section 2(b) Argument 


The basing point interests in Congress did not overlook the oppor- 
tunity to carry the war into the enemy’s country. In a House Com- 
mittee report before the final vote there appeared in the bill a new 
subsection 2(b), ingeniously worded and smelling of the Corporation 
lawyer’s lamp, which read as follows: “Upon proof being made... 
that there has been discrimination in price ... the burden of rebutting 
the prima facie case thus made... shall be upon the person charged.” 
But to this is added the joker of the section: “Provided, however, that 
nothing herein contained shall prevent a seller rebutting the prima facie 
case thus made by showing that his lower price . . . was made in good 
faith to meet an equally low price of a competitor.” 

Who introduced this in Committee into the House bill, or just when, 
does not appear in the Record, but later a Senator from New Jersey 
moved the incorporation of this section into the Senate bill, disavowing 
any personal responsibility and explaining that he acted at the request 
of the milk producers of his State (Congressional Record, 74th Cong., 
2nd sess., Vol. 80, Part 6, p. 6435). However, the milk producers of 
New Jersey or of any other state have never made use of section 2(b), 
whereas the cement and other basing point industries, which did not 
appear openly in favor of this proviso, have always claimed that it 
legalized the basing point practice, as doubtless was the intention of 
those who somehow smuggled it into the bill. 

The sponsors of the Robinson-Patman bill evidently did not know 
what this subsection meant. They waived aside the repeated question 
with the vague assertion that it was “merely procedural.” When harder 
pressed, they suggested that it simply gave the seller the right of self- 
defense, that is,-the right to discriminate in price when a competitor 
had previously done so unlawfully. It is not clear whether they meant 
that unlawful discrimination by both parties should continue per- 


822 THE AMERICAN ECONOMIC REVIEW 


petually with no attempt on the part of either to invoke the protection 
of the law. “In good faith” is a mystic phrase whose interpretation 
calls for knowledge of men’s secret motives, and which has never, to 
date, been positively interpreted judicially. The prima facie case thus 
made is the fact that there has been discrimination. That fact is not 
rebutted by showing that this was “to meet an equally low price” 
previously made by a competitor, for this is always the motive of 
discrimination. How, then, or why, is that a justification of the un- 
questioned fact of discrimination? In the end, the Supreme Court 
spelled the riddle in the only sensible way, by recognizing that zo 
action which restrains competition and is an exercise of monopoly can 
be competition in good faith. To say that it can is self-contradictory. 


IX. The Overhead-Cost Argument that Dumping Decreases 
Producers’ and Consumers’ Costs 


When overhead-cost doctrine came into vogue, a plausible argument 
was derived from it to justify freight absorption and dumping by a 
mill into the territory of other mills. Thereby, it was argued, a mill may 
decrease “its unit cost of production at its factory” and may then 
decrease its base price and the delivered cost even to nearby buyers. 
There are two doubtful maybe’s in this argument. It is doubtful in 
any specific case whether a mill can decrease its unit cost of produc- 
tion by more than the cost of absorbing freight, and it is certain that 
it can do so only under exceptional conditions. It is still more doubtful 
that if a mill profits by freight absorption it will pass on the saving 
to its customers. Why should it? Moreover, freight absorption is 
rarely unilateral, but usually mutual, so that’what one mill reputedly 
gains in sales and profits, the other loses, and the reputed gains cancel. 
The industry as a whole can no more increase its sales and reduce 
consumers’ costs by mutual dumping than men can lift each other by 
pulling at each other’s boot straps. Although the argument was accepted 
at face value by two of the three judges of the Circuit Court of Appeals. 
(157 F. 2nd ser. 559), it did not impress Justice Black and his as- 
sociates. 

The overhead-cost argument has-been applied in a limited manner 
to the steel industry, and a whole book was written in the attempt to 
prove that, because of the very large investment in that industry, com- 
petition is impossible and monopolistic pricing is inevitable. This con- 
clusion is contradictory of all the other arguments to justify the basing 
point practice, for they insist that it is truly competitive. Moreover, as 
presented, it did not apply generally to other industries but to steel 
alone. 


z i 


FETTER: EXIT BASING POINT PRICING _ 823 


X. The Local-Monopoly Argument to Justify Freight Absorption 


The decisions in the two corn products cases in 1945 (the Corn 
Products and the Staley cases) seemed to opponents of the basing 
point practice to outlaw it in all its aspects; but defenders of the prac- 
tice persisted in the contention that these decisions outlawed only 
phantom freight, not freight absorption. In the final stages of the 
cement proceedings in the Circuit and in the Supreme Court, counsel 
for the industry focussed their efforts upon proving the two-fold thesis 
that departure from a uniform f.o.b. mill base price, so as to match 
the delivered prices of other mills, is real competition, whereas pre- 
venting freight absorption would make every mill a local monopoly 
having power to raise its base price indefinitely. Just how much was 
not indicated, but the alarming suggestion was that the sky would be 
the limit. 

Unless both propositions in this complex argument are proved, the 
whole argument fails. Two of the three Judges in the Circuit Court 
accepted both as valid, but the Supreme Court examined and rejected 
the first proposition in detail and passed over the second proposition 
as being evidently inconsistent with the decision of the first. Yet those ` 
who have announced their intention of persuading the next Congress to 
legalize the basing point practice found their contentions and their 
hopes mainly, if not entirely, on the local monopoly argument. The 
Court’s decision that the practice is monopolistic would still. be true- 
if Congress were to legalize it. Congress would merely be legalizing 
monopoly to the abandonment of the policy of the antitrust laws and 
of a system of free enterprise. 


XI. Comparison of the Effects of F.O.B. Mill Pricing with Those of 
Freight Absorption 


It is desirable, therefore, to compare in some detail the results of 
the two methods of pricing in respect to competition and monopoly. 
It may be taken as agreed that both competition and monopoly are 
rarely, if ever, perfect or complete.. Somewhere and somehow either 
is likely in practice to be somewhat limited. The real question is © 
whether freight absorption or f.o.b. mill pricing more nearly results in 
the fair and free competition which is the ideal of antitrust law policy. 
The list of contrasts here given is not exhaustive, but serves to indicate 
the main aspects of the subject, all more or less interrelated. 

1. F.o.b. mill prices are uniform to all buyers at the mill, and the 
delivered costs to the buyers at various destinations differ according 
to the actual freight from the shipping mill; whereas, when freight is 
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absorbed, the prices realized are not uniform and they vary according 
to the all-rail freight from some other mill. 

2. F.o.b. mill quotations of delivered costs are not identical as 
between different mills at most locations, but only at some points and 
marginal zones between mills; whereas the quotations of delivered 
costs by mills absorbing freight in a basing point system are identical 
at every destination on the map. 

3. F.o.b. mills sell to all their customers alike at one place as in a 
regular market; whereas mills absorbing freight treat each destination, 
by a legal and economic fiction, as a separate market. 

4, F.o.b. mills give all buyers access to the same place of sale as in a 
regular market, and treat them all without discrimination; whereas 
_ basing point mills deny buyers common access, but deal with them 
only at separate destinations; that is, mills absorbing freight refuse to 
quote genuine uniform mill prices, for to do so would destroy the 
basing point system. 

5. Each independently owned f.o.b. mill can determine its own base 

“price and thus its delivered cost to all destinations according to supply 
and demand conditions, and by lowering its base price can exclude 
other mills from its territory, thus making for the independent fixing of 
base prices and their more frequent variation as in a regular market; 
whereas mills which absorb freight have far more static base prices in 
disregard to changes in business conditions in their territories. 
- 6. F.o.b. mills realize the same net prices on sales to buyers from 
different destinations as in a regular market; whereas basing point 
mills, absorbing freight, collect higher net realized prices from buyers 
near the mill, thus reversing their geographical relations. 

7. F.o.b. mill pricing protects the smaller enterprises from coercion 
and discipline through freight absorption by the price leaders and 
stronger financial corporations; whereas freight absorption enables 
price leaders to coerce their smaller rivals not only by matching their 
delivered quotations, but by punitive bases, to the point of bank- 
ruptcy. 
| 8. Buyers on the boundaries around the market areas of f.0.b. mills 
- have a constant price motive to choose between sellers and to shift 
from one to another, thus taking part in the determination of base 
prices; whereas, since by means of freight absorption quoted destina- 
tion costs are identical, all buyers lack any price motive to choose 
between sellers. 

9. F.o.b. mills cannot raise their base prices in comparison with 
adjacent mills without restricting the area in which they can sell, and 
thus reducing their sales, so that their potential monopoly power is 
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strictly limited; whereas basing point mills can raise their mill base 
prices without restricting the area of their sales anywhere. 

10. F.o.b. mills having excess capacity can, by reducing their base 
prices, extend the areas in which they can sell to the exclusion of 
other mills; whereas basing point mills cannot exclude other mills in 
this way. 

11. F.o.b. mills having excess capacity have constantly the motive 
to reduce base prices in order to increase their sales area; whereas 
basing point mills have no such motive. 

12. F.o.b. mills are frequently under the pressure of geographical 
marginal competition not to raise their base prices but rather, in 
order to retain and attract buyers, to reduce base prices uniformly to 
all buyers as in a regular market, this being the one effective form of 
price competition possible, according to the f.o.b. rule, among isolated 
mills; whereas basing point mills, by absorbing freight, limit to the 
particular sale the effect of geographical marginal competition upon 
their net realized prices, while exploiting their monopoly power by 
continuing to collect higher prices from nearer buyers. 

13. F.o.b. mill base prices are thus largely determined by the forces 
of supply and demand in the territory surrounding each mill, as in a 
regular competitive market; whereas basing point base prices are de- 
termined by the price leaders solely by the monopolistic principle of 
charging what the traffic will bear in the absence of effective price 
competition. 

14. F.o.b. mill prices do not include freight, and the buyer is per- 
mitted to choose whatever cheaper means of transportation he prefers— 
it may be in his own trucks or by water carriage; whereas the freight 
element in basing point delivered prices arbitrarily includes the all- 
rail rate regardless of the buyers’ preference and of the actual freight. 
F.o.b. mills thus permit buyers to choose the most economical means 
of carriage, while basing point mills force the buyers to use and pay 
for wasteful and more costly transportation. 

15. F.o.b. mills do not engage in wasteful cross hauling which adds 
to their costs; whereas freight absorption leads to wasteful cross 
hauling and adds to the total costs of the industry. Unless the basing 
point industries can shift this wasteful cost to the consumers by charg- 
ing higher prices, it is reasonable to conclude that they would not favor 
the retention of freight absorption. 

16. F.o.b. mills leave buyers free to deal directly with common 
carriers; whereas basing point mills deprive shippers of this essential 
right in a free economic system. 

17, The one effective argument of an f.o.b. mill in selling a homo- 
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geneous product is a lower base price which results in uniformly lower 


delivered costs to buyers; whereas basing point mills do not offer- 


this inducement to buyers, but must resort to costly selling efforts, 
without price or cost inducements, which must be paid for in the long 
run by the consuming public. 

18. F.o.b. mill pricing is favorable to the establishment and sur- 
vival of small business in the zones between the older mills, where 
delivered costs to consumers are at the maximum, and where a small 
business, if secure against dumping, can begin with a limited line of 
products and sell them profitably at lower delivered costs and then 
gradually reduce its uniform base prices as its capacity increases; 
whereas the older mills can, by absorbing freight locally, at once strangle 
the young enterprise in its infancy without reducing prices to other 
buyers. 

19. F.o.b. mill pricing is therefore favorable to the geographical 
decentralization of the physical capacity in an industry, and tends to 
create and preserve a larger number of smaller plants; whereas freight 
absorption tends to centralize production in fewer large plants. 

20. F.o.b. mill pricing is more favorable, for the same reason, to 
the independent ownership of separate plants; whereas freight absorp- 
tion is favorable to financial merger and consolidation, which gives 
greater control over prices by price leaders, and eliminates completely 
whatever competitive influence the smaller enterprise may have exer- 
cised. 

21. F.o.b. mill pricing makes the task of administering and enforc- 
ing laws against unfair and discriminatory prices as simple and prac- 
tical as is possible; whereas if freight absorption is permitted, either 
sporadically or systematically, the task of enforcement agencies is 
practically impossible. 

22. Finally, it is apparent that there is in the situation of every 
more or less isolated enterprise an inherent possibility of monopoly, 
which becomes a certainty without geographical marginal price com- 
petition. F.o.b. mill pricing is the sole effective means of preserving 
and enforcing in large measure this kind of competition; whereas 
freight absorption exploits that monopoly power to the fullest extent 
that ingenuity has been able to devise. 


XII. The Supreme Court’s Verdict on the Arguments to Justify 
the Basing Point Practice 


All the arguments in favor of the basing point practice outlined 
above (Sections III to XI) were urged forcibly and in detail upon 
the Supreme Court, and all of them were unqualifiedly rejected. Leav- 
ing no loophole open, Justice Black concluded the opinion of the Court 
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with the broad statement: “Many other arguments have been presented 
by respondents. All have been examined, but we find them without 
merit.” Under present laws and present public policy the basing point 
practice is declared by our highest Court to be a form and method of 
monopoly. It is definitely out, according to accepted antitrust law 
policy. Moreover, this is fully recognized, under advice of counsel, by 
the leading basing point industries, and they have announced their 
intention to persuade the next Congress to legalize the practice, 
despite the judgment of the Supreme Court. Inded, they have already 
set in motion powerful forces to attain that end. It is clear, in the light 
of the recent decision as to the monopolistic nature of the practice, that 
this would be not simply a change in statute law, but a revolution in 
fundamental antitrust law policy and a long step toward the acceptance 
of a universal system of industrial monopoly. 


THE EFFECT OF RECENT BASING POINT DECISIONS 
UPON BUSINESS PRACTICES 


By Corwin D. Epwarps* 


i 


There has been a great deal of alarm and much confusion among 
businessmen about the anticipated effects of decisions by the Supreme 
Court in the basing point cases. So far as I know, nobody has asserted 
that these decisions will throw us into a major depression or deprive 
us of our foremost place in productivity among the nations of the 
world. But short of this, disastrous forebodings have been freely in- 
dulged. We are told that the centers of industrial production will be 
ruined because they will lose their business to producers who are 
nearer the consuming markets. At the same time, we are told that the 
buyers in these consuming markets will be ruined because they can- 
not get supplies close at hand and therefore must pay prohibitive 
prices or move to the centers of production. The Pittsburgh-Ohio area, 
New England, the Chicago area, the South, the West, each, we hear, 
is to lose business to competitors, though it is not indicated where the 
competitors are to be located who will take over this business. 

A picture so distorted is obviously the product of confusion, some 
of which may have been fostered by self-interested propaganda. My 
purpose is to offer what I believe is a more realistic account of the 
probable effect of the basing point decisions upon businessmen. 

The basing point cases which have been recently decided by the 
Supreme Court are the Staley, Corn Products, and Cement cases. In 
addition, the Circuit Court of Appeals has upheld the Federal Trade 
Commission in the Conduit case and the Commission has issued an 
order not yet reviewed by the courts in the Crown Bottle Cap case. 
Moreover, an order issued by the Commission in 1924 in the Pittsburgh 
Plus case was belatedly appealed by the respondents and is now pend- 
ing before the courts. These are the cases in which the Commission 
has found an illegal effect under competition and in which the courts 
have sustained or are being asked to sustain the findings. 

What were the facts in these cases? The Staley and Corn Products 

* The author is chief economist and director of the Bureau of Industrial Economics of 
the Federal Trade Commission. This article consists of the major parts of two speeches which 
he delivered before the New England Council at Dixville Notch, N.H., on September 18, 
1948, and before the Chicago Association of Commerce and Industry at Chicago, Illinois, 
on October 6, 1948. In these speeches, he indicated that he was expressing his own views 
and not necessarily those of the Federal Trade Commission. 


*On October 5, 1948 a consent order was entered by the court affirming the Commission’s 
order in this case. 
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cases involve price discriminations by two different concerns engaged 
in the sale of corn syrup and related products. The Corn Products Re- 
fining Company has plants in Chicago and Kansas City. The Com- 
mission found, however, that sales were made as though the product 
was all shipped from Chicago. The effect was that in Kansas City, when 
the delivered price was $2.49, 40¢ of this price consisted of a fictitious . 
freight charge for a shipment from Chicago which was not actually 
made. At Lincoln, Nebraska, when the delivered price was $2.54, the 
company actually expended 13¢ to ship the goods from Kansas City, 
but computed the price to include a 45¢ freight charge which repre- 
sented the cost of a fictitious shipment from Chicago, so that excess 
freight amounting to 32¢ was collected from the buyer. Similar prac- 
tices prevailed at other delivery points. The effect of these charges was 
to give buyers at Chicago a systematic advantage over their competi- 
tors located in the Kansas City area. Many of these buyers were 
candy manufacturers who used glucose as the chief ingredient of their 
candies and operated on very narrow margins of profit and under 
conditions of intense price competition. The difference in the cost of 
basic raw material was great enough to diminish the ability of those 
who paid the high prices to compete with those who paid the low prices. 
Accordingly, the Commission found that price discrimination by Corn 
Products Refining Company and its sales subsidiary was injurious to 
competition and that the differences in price could not be justified by 
differences in cost such as would have made them lawful under the 
Clayton Act as amended. The Supreme Court upheld the Commission. 

Staley Manufacturing Company is a producer of corn products lo- 
cated in Decatur, Illinois. It adopted the price system of Corn Products 
Refining Company so that it sold all its products as though they had 
originated in Chicago. Although it cost Staley 14¢ to ship a particular 
product to Chicago and only 10¢ to ship the same product to St. Louis, 
Staley charged the St. Louis customer 16¢ more than the Chicago 
customer because, if the goods had originated in Chicago, the freight 
charge to St. Louis would have been 16¢. The discriminations and the 
injury arising therefrom were similar to those shown in the Corn 
Products case. However, Staley offered as a defense the argument that 
it was merely meeting the prices already established by Corn Products 
and that it was authorized to do so under the law. The Supreme Court 
rejected this claim on the ground that it was not consistent with the 
facts. The court gave weight to such considerations as that Staley had 
not only absorbed freight in selling into territory which was near the 
Chicago plant of Corn Products but had also charged fictitious freight 
from Chicago in selling in territory which was nearer freightwise to 
Staley than to the basing point; that Staley had never tried to depart 
from the discriminatory pricing pattern established by Corn Products; 
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and that Staley had apparently not made any serious effort to determine 


whether it would encounter competition at any particular point before 
following the price formula at that point. The court said: “The Com- 
mission’s conclusion seems inescapable that respondents’ discrimina- 
tions, such as those between purchasers in Chicago and Decatur, were 
established not to meet equally low Chicago prices of competitors there, 
but in order to establish elsewhere the artificially high prices whose 
discriminatory effect permeates respondents’ entire pricing system.” 

It is noteworthy that in June, 1947, the Commission issued a com- 
plaint against Corn Products, Staley, and about ten other corporate 
interests, which together account for about 95 per cent of the corn 
derivatives made and sold in the United States, charging that these 
concerns have conspired to fix prices by various techniques, including 
the use of a Chicago basing point in computing delivered prices upon 
starch, corn oil, and corn sugar. If this complain is found to be correct, 
the previous Corn Products and Staley cases will be revealed as merely 
particular instances of the discrimination inherent in an industry-wide 
collusive plan. 

In the Cement case, the Supreme Court sustained the Commission’s 
finding that the Cement Institute and a large number of participating 
cement companies had conspired to fix prices by collectively using a 
multiple basing point formula. About half of the cement mills were 
located at basing points. The other mills sold their product as though 
it had originated at one of the base mills. In selling into the territory of 
any base mill, producers outside that territory, base mills and non- 
base mills alike, sold their product as though it had originated at the mill 
located at that particular base. In consequence, delivered prices at any 
destination were identical to the last decimal point, regardless of the 
origin of the cement or the distance it had travelled in reaching that 
locality. 

Rigid adherence to so complicated a pricing system is itself indica- 
tive of: a concerted plan. However, the Commission’s proof of con- 
spiracy did not rest merely upon analysis of the price structure. In 
1934, a trustee of the Cement Institute wrote to another trustee of the 
Institute: “The truth is, of course—and there can be no serious, re- 
spectable discussion of our case unless this is acknowledged—that ours is 
an industry above all others that can not stand free competition, that 
must systematically restrain competition or be ruined. . . .” This is 
only the most explicit of a considerable number of statements in which 
various members of the industry made clear their intention to avoid 
price competition. The Supreme Court summarized other parts of the 
evidence as follows: 


Among the collective methods used to accomplish these purposes, according 


a 
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to the findings, were boycotts; discharge of uncooperative employees; organ- 
ized opposition to the erection of new cement plants; selling cement in a 
recalcitrant price cutter’s sales territory at a price so low that the recalcitrant 
was forced to adhere to the established basing point prices; discouraging the 
shipment of cement by truck or barge; and preparing and distributing freight 
rate books which provided respondents with similar figures to use as actual 
or “phantom” freight factors, thus guaranteeing that their delivered prices 
(base prices plus freight factors) would be identical on all sales whether made 


to individual purchasers under open bids or to governmental agencies under 
sealed bids. 


The court also pointed out that recalcitrant producers were punished 
by punitive price wars localized in their home territory. In one in- 
stance, a new basing point was set up at the plant of the price cutter 
and was used to drive prices down to half of what they had previously 
been until he capitulated. 

The court also sustained the Commission’s finding that price dis- 
crimination was inherent in this conspiracy and that it had injured 
competition among those who had agreed not to compete with one 
another. The court rejected the contention of the respondents that they 
were merely acting in good faith to meet equally low prices of com- 
petitors; for an agreement to eliminate competition could not reason- 
ably be interpreted as a mere meeting of competition. 

In the Conduit case, the Commission’s order was sustained last April 
by the Circuit Court of Appeals but has not yet been reviewed by the 
Supreme Court. The Commission found that the Rigid Steel Conduit 
Association and various steel and electrical manufacturing companies 
were engaged in a conspiracy to fix prices, control distribution, and 
eliminate competition by various methods, which included use of a 
basing point system with bases at Pittsburgh and Chicago, use of 
uniform consignment contracts, fixation of trade discounts, joint 
classification of customers, investigation of prices in closed transac- 
tions, and various other concerted trade practices. Most of the con- 
stituent parts of this program were adopted concertedly through the 
trade association or in meetings of the manufacturers. For example, an 
agent of the Garland Manufacturing Company wrote in January, 1948: 


I attended another meeting of the labeled conduit manufacturers today at the 
New York Athletic Club. .. . Several projects were discussed as to prices and 
agreements that had been made but nothing was pinned on to any of those 
present, which was in accord with our agreement to maintain card 76 on any 
new projects that might come up after our first meeting. 


The place of the basing point system in this collusive arrangement was 
made evident in the association’s rate bulletin of January 1, 1937, which 
carried as a foreword the statement: 


`N 
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The freight rates listed herein are to be used to ascertain delivery charges 


in figuring f.o.b. destination prices to all points in the United States and their 
possessions. Where the freight rates shown are from Pittsburgh, Pa., the 
Pittsburgh basing prices must be used. If the freight rates shown are from 
Chicago or Evanston, Illinois, the Chicago or Evanston basing prices must 
be used. 


In this case the Commission not only found that the members of the 
industry had conspired to adhere to the basing point system, but also 
charged and found separately that each individual producer had adopted 
the system in the knowledge of the fact that the others were likewise 
doing so and that thereby price competition had been eliminated in 
violation of the Federal Trade Commission Act. This second count in 


the Commission’s case has been discussed by some commentators as 


though it meant that the FTC Act would be violated if a single company 
were to follow a basing point system, regardless of whether or not 
other concerns in the industry did so and regardless of the effect upon 
price competition in the industry. This charge rests upon a concert of 
action which brings about an economic effect indistinguishable from the 
collusion which is also charged in the same complaint. From a layman’s 
point of view, the difference between this charge and the ordinary 
charge of collusion consists in the kind of evidence needed to prove 
the case rather than in any change of the conditions under which a 
basing point system is open to attack. 

In the Crown Bottle Cap case the Commission found that the 
Crown Manufacturers Association and 12 member companies had 
conspired to fix prices and suppress competition in the sale of bottle 
caps by various methods, which included use of a standard sales 
contract; standardization of product; agreement on schedules of de- 
ductions, additions and differentials; and use of a freight equalization 


plan. Under the freight equalization plan every mill was a base, but 


adherence to the pricing formula was as rigid as in the systems previ- 
ously discussed. Moreover, the Commission found that the members 
of the industry agreed upon uniform base prices at their mills and 
thus managed to make delivered prices identical in all localities. The 
Commission’s findings and order in this case have not yet been re- 
viewed in the courts. 

In the Pittsburgh Plus case the Commission’s findings are more than 
twenty years old, but the respondents’ appeal is currently pending.’ 
The Commission found that U. S. Steel Corporation and its subsidi- 
aries were discriminating in price by quoting delivered prices consisting 
of a base price at Pittsburgh plus the freight from Pittsburgh to the 


"See footnote on p. 828. 
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destination, regardless of the points from which the steel was actually 
shipped. At Chicago, for example, a product which was made in 
Gary carried a fictitious freight charge of $7.60 a ton, which was the 
cost of an imaginary shipment from Pittsburgh. The fabricators of 
steel who paid the high prices were unable to compete toward Pittsburgh 
against the favored fabricators who were located in the Pittsburgh 
area, and conversely the Pittsburgh fabricators were enabled to com- 
pete in Chicago without any disadvantage due to their remoteness from 
the Chicago market. The discriminations arising from the imaginary 
freight included in the delivered prices were greater in many markets 
than the average net profit. which the consumers of the steel were 
likely to realize in their fabricating activities. The result, the Commis- 
sion found, was that some steel users had been forced to discontinue 
the manufacture of a variety of products and that the business of 
Western fabricators generally could not grow as could that of those 
located in the Pittsburgh area. The Commission rejected the conten- 
tion that the Pittsburgh Plus plan had been established in good faith 
to meet competition and in doing so concluded that the system had 
been established by collusive agreements and had been used from 
1909 to 1924 as a device to achieve uniform delivered prices. 

It should be noted that a proceeding is now under way in the Com- 
mission in which the American Iron and Steel Institute and the leading 
steel producers are charged with having conspired to fix prices by 
maintaining a price-fixing formula founded upon a multiple basing 
point system similar in many respects to that of the cement industry. 
After the Cement decision last spring, the principal steel producers 
announced their intention to abandon their basing point system and to 
substitute a system of f.o.b. mill pricing in order to bring their practices 
into line with what they understood to be the law in the Cement case, 
and changes in pricing methods have been made in the steel industry 
in accord with these announcements. Nevertheless, these same com- 
panies continued to resist.the Commission’s complaint in the steel 
case and to oppose the entry of an order which would prohibit the prac- 
tices they have abandoned. Various spokesmen for the industry ‘have 
stated that the law must be changed in order to avert the effect of the 
court decisions in the cases I have just described. 

In all of these cases, the central condition which gave the basing 
point system its character and produced the circumstances upon which 
the Commission relied in attacking that system was, according to the 
Commission’s findings or complaints, the existence of a conspiracy to fix 
prices, sometimes accompanied by a conspiracy to restrict competition 
in other ways. In the Staley, Corn Products and Pittsburgh Plus cases, 
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the Commission’s proceeding was not directed against the price-fixing 
conspiracy but against the discriminations which it produced. Even in 
these cases, however, there is strong reason to doubt that discrimina- 
tion so rigid and extreme could have been established and maintained 
had there not been a price-fixing arrangement to prevent the injured 
buyers from obtaining relief by taking their trade elsewhere. In these 
cases of discrimination, the injuries found by the Commission con- 
sisted in price differences large enough and important enough to the , 
buyer to prevent the high-price buyer from obtaining business from 
the low-price buyer. In each case there was evidence not only that 
such injury could be reasonably anticipated but also that it actually 
occurred on a significant scale, 

The Commission’s basing point cases lie directly along the main 
road of the antimonopoly policy of the United States; the practices 
which were found in these cases were injurious in the same way and 
to the same extent as any other conspiracies to fix prices and as any 
other discriminations which materially handicap competitors; and 
it would be impossible to give legal sanction to these practices without 
exempting the respondent companies from the FTC Act and the 
Robinson-Patman Act. 

The effect of the basing point decisions depends, of course, upon 
what was decided, what principles of law were determined or reaffirmed 
- in these cases. Public discussion of the probable effects has taken as its 
starting point the false surmises that under the decisions every business 
enterprise is required to adopt an f.o.b. mill. pricing system and that 
no enterprise may absorb any portion of the transportation charge 
which it incurs in serving its customers except in isolated and sporadic 
transactions. This particular formulation of the present state of the 
law is being so constantly repeated that some of those who have 
heard it now suppose that it is beyond question. 

Strangely enough, this misconception has appeared even in legal 
documents. Recently, eight companies filed with the Federal Trade 
Commission a motion to dismiss the Commission’s complaint in the 
Corn Derivatives case. The motion said: ` 


The fundamental issue in this proceeding is whether the Commission shall 
order the producers of corn derivatives to abandon any method of pricing 
other than one which will produce uniform mill nets after deduction of cost 
of transportation. This is the method of pricing imposed by the Commission 
in the Cement and Rigid Steel Conduit industries. . . . Whether or not this 
pricing method applied to some industries will have the salutary effect sought 
by the Commission, the Commission should not attempt to fit all industries 
into the inflexible pattern of a rigid and arbitrary economic theory. 


On the basis of this interpretation of the Corn Derivatives case, 
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these companies argued that to require uniform mill pricing would 
hand over American markets to foreign producers, would close the 
plants of small producers, would give the largest producer most of 
the business, would injure labor and farmers in the Middle West, and 
would raise food prices. They advanced the remarkable argument that 
they should not now be subjected to legal proceedings because most 
of them had previously been defendants in earlier cases involving 
similar breaches of law—specifically in a Department of Justice suit 
in 1932 which was settled by consent decree and in Commission pro- 
ceedings in 1938 and 1939 which were settled by consent order in the 
case of six respondents and by a victory for the Commission in the 
Supreme Court in the case of two other respondents. 

The attorneys in charge of the Commission’s case replied to the 
motion as follows: 


Respondents in their motion to dismiss have misstated the issue involved. 
The fundamental issue is not as stated by respondents. The issue raised under 
Count I of the complaint is whether respondents are restraining trade and 
maintaining monopolistic conditions through their maintenance of an unlawful 
price-fixing combination. Under Count II of the complaint the issue raises 
the question as to whether respondents are discriminating in price for the 
purpose and with the effect of eliminating price competition and promoting 
the maintenance of monopolistic conditions in violation of the Clayton Anti- 
trust Act as amended. No question is raised as to whether the Commission 
shall order the producers of corn derivatives to abandon any method of pricing 
than that of uniform mill nets. 


The Commission’s orders in the Cement and Rigid Steel Conduit 
cases, referred to in the motion which I have just discussed, do not 
justify the interpretation which was there put upon them. The order 
in the Cement case has been authoritatively interpreted by the Supreme 
Court. The Court used the following language: 


Most of the objections to the order appear to rest on the premise that its 
terms will bar an individual cement producer from selling cement at delivered 
prices such that its net return from one customer will be less than from another, 
even if the particular sale be made in good faith to meet the lower price of a 
competitor. The Commission disclaims that the order can possibly be so 
understood. Nor do we so understand it. As we read the order all of its 
separate prohibitive paragraphs and sub-paragraphs, which need not here 
be set out, are modified and limited by a preamble. This preamble directs 
that all of the respondents “do forthwith cease and desist from entering into, 
continuing, cooperating in, or carrying out any planned common course of 
action, understanding or agreement, combination or conspiracy between and 
among any two or more of said respondents, or between any one or more 
of said respondents and others not parties hereto, to do or perform any of 
the following things. .. .” Then follow the prohibitory sentences. It is thus 
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apparent that the order by its terms is directed solely at concerted not indi- 
vidual activity on the part of the respondents. 


The Commission’s order in the Conduit case has not yet reached 
the Supreme Court. Part of this order contains the same preamble 
which the court analyzed in the Cement case. Another part orders 
each of the corporate respondents individually to cease and desist from 
engaging in various pricing practices “for the purpose or with the 
effect of systematically matching delivered price quotations with other 
of said respondents or producing the equivalent of such matched de- 
livered prices through systematic discriminations in the mill nets re- 
ceived on sales to different purchasers.” The effect of this part of the 
order was to prevent the results of the previous conspiracy from being 
perpetuated by the momentum of the industry’s established practices. 
There was a danger that respondents might continue to use substan- 
tially the same pricing formulas as before and thus maintain an identity 
of delivered prices equivalent to that which the Commission had found 
was the result of collusion; and there was a possibility that if this 
were done, the participating concerns might argue that, though the 
same pricing practices were still used and the same effect was still 
achieved, this condition was now the result of individual action rather 
than collusion. Without this language, if the order against collusion 
were to be violated, the Commission could not prove the violation 
except by retrying the whole case. With this language included, the 
Commission would have to prove merely that a price structure still 
persisted equivalent to that which had been established in the con- 
spiracy. 

It is not my purpose to attempt a comprehensive analysis of the 
law of the basing point cases. These illustrations have been offered 
merely to make the point that a great deal of our public discussion 
has started from a false premise. The facts are that only three basing 
point cases have reached the Supreme Court. In one of these, the 
Cement case, the court sustained the Commission’s findings that mem- 
bers of the cement industry had conspired to fix prices by using a basing 
point formula and that price discriminations which impaired competi- 
tion among the conspirators were inherent in the formula used. In 
the other two—the Staley and Corn Products cases—the court sus- 
tained the Commission’s findings that competition among the customers 
of these companies had been injured by virtue of the fact that some of 
these customers had been charged substantially higher prices than 
others and thereby had been seriously handicapped in relative costs 
and in ability to sell their own products. In the Cement case, the 
Supreme Court reviewed the Staley and Corn Products cases and 
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offered the dictum that the combined effect of these cases “was to 
forbid the adoption for sales purposes of any basing point pricing 
system.” Neither this nor the other dicta of the court in these cases 
can fairly be taken as indicative of an intent to require f.o.b. mill 
pricing or as a condemnation of the various alternative forms of pric- 
ing, such as pricing c.i.f. central market, zone pricing, uniform or post- 
age stamp pricing, and pricing f.o.b. mill with various kinds and de- 
grees of freight absorption. 

In other words, realistic discussion of the effects of the Supreme 
Court decisions should be based on two starting points: First, that 
price-fixing conspiracies which rely upon common use of a basing point 
formula can now be reached under the law as readily as any other type 
of price-fixing; and second, that basing point systems which involve 
both freight absorption and phantom freight are likely to give rise to 
monopolistic conditions resulting from unlawful price discrimination 
and are unlawful if such conditions arise. Since use of such systems is 
hazardous, it may be that in practice they are likely to be abandoned 
even if they are not collusive in origin. 

The effects of the basing point decisions upon business practice may 
be divided into those which arise in the transitional period and those 
which may be expected later. 

Unfortunately, the transitional effects which are appropriate to an 
abandonment of basing point systems have not appeared alone. They 
have been distorted by two conditions. The first is the present shortage 
of supplies in industries such as steel and cement which are central in 
the change. As a result of this shortage, even before the basing point 
decisions various suppliers, unwilling to absorb the freight necessary 
to reach their more distant customers, were refusing to serve some of 
these customers if the entire output could be sold nearer home. Cus- 
tomers thus cut off by a distant supplier were often unable to turn to a 
nearby supplier because the entire capacity of the nearby mills was 
already committed to serve old customers. In spite of these conditions 
of shortage, suppliers were furnishing their products at prices often 
substantially lower than they could have realized. Had the basing 
point system been abandoned under more normal market conditions, the 
probability is that some customers would have turned from distant to 
nearby mills, that other customers would have been retained by their 
former suppliers through the use of various forms of freight absorption 
which did not involve the systematic matching of delivered prices of 
all competitors, and that prices at nonbase mills and in areas adjacent 
to these mills would have fallen. 

Under existing circumstances, however, this kind of transition ran 
contrary to the interests of the suppliers. Compliance with the law has 


838 THE AMERICAN ECONOMIC REVIEW 


been offered as an excuse for refusal to absorb any freight whatsoever, 
and thus delivered prices to those customers who before the basing 
point decisions were still being supplied by mills which absorbed 
freight have been substantialy increased. Although many mills had 
previously set prices high enough to permit net absorption of freight 
on their total volume of business, and although those which adopted 
rigid f.o.b. mill pricing were now rid of the cost of this net freight 
absorption, in various industries such mills did not reduce their mill 
prices when they made the change. Instead, some of them implied that 
higher prices and higher mill realizations were now required by law.. 
Buyers adversely affected by such practices have been unable to turn 
to nearby mills because of the shortage. The effect upon the interests 
of various buyers resulting from this way of handling the situation 
has been incorrectly described as the inevitable effect of compliance 
with the law. Indeed, a substantial price increase in the steel industry, 
which spokesmen of the industry themselves said was not connected 
with the basing point decisions, has somehow become associated with 
these decisions in some quarters. 

A second condition which has tended to reinforce the first has been 
the development of a vigorous campaign by certain respondents in the 
Commission’s basing point cases to induce the Congress to amend the 
law. Of course these respondents, like all citizens, have the right to urge 
a change in the public policy of the United States at any time. But a 
request that the Congress abandon its time-honored policies against 
collusive price fixing and price discriminations which injure competi- 
tion must necessarily encounter difficulties. The more extreme the 
application of the present law can be made to appear, the better is the 
chance for new legislation. The commercial self-interest in rigid f.o.b. 
mill pricing during this time of shortage, which I have described above, 
has been reinforced by political self-interest in making the law seem 
rigid, arbitrary, unreasonable, and highly inconvenient to buyers. I 
have heard of one case in which a seller refused to give his customer 
information as to the freight costs between mill and.,customer, claim- 
ing that to convey such information would be a violation of the FTC 
Act. Certain sellers of scarce materials have been urging their customers 
to join the campaign to get the law changed. 

There is nothing but business policy to require these sellers—both 
those who are under orders by the Commission and those who are 
respondents in cases not yet decided—to adhere to a rigid f.o.b. mill. 
pricing system. Neither is there anything in these orders by which in- 
dividual sellers who act without collusion and without an industry- 
wide systematic matching of prices are prevented from absorbing freight 
in order to reach customers in the considerable number of instances: 
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in which they can do so without illegally injuring competition. Similarly, 
nothing but business policy prevents sellers from reducing the level 
of their prices enough to offset the costs of freight absorption in so 
far as they no longer incur these costs. Nothing in the law requires an 
increase in the average mill net realization of the seller such as sellers 
have typically obtained in shifting from basing point systems to f.o.b. 
mill pricing systems. 

Even the adoption of f.o.b. mill pricing has, however, not been as 
uniformly injurious to buyers’ interests as has been alleged. Some 
buyers have reported that before the steel industry adopted f.o.b. 
mill pricing they were denied steel by their former suppliers, who were 
unwilling to absorb freight to serve them when the goods could be 
sold nearer home; but that after the f.o.b. mill pricing system was 
adopted, they were able to obtain steel from their old suppliers merely 
by paying the full freight cost of the shipment. According to economists 
for one business magazine who have made a study of the subject, the 
abandonment of freight absorption in the steel industry raised delivered 
prices on only about ten per cent of the industry’s total volume, and 
half of the business affected was concentrated in Detroit. According to 
a vice president of the Federal Reserve Bank of Boston, who reported 
to the New England Council the results of a careful study of the effects 
of the basing point decisions upon New England, these effects were 
negligible unless the orders either required f.o.b. mill pricing or pre- 
vented individual concerns from systematically absorbing freight. If 
f.o.b. mill pricing were required, the effect, according to this study, 
would be to deprive New England of about 35,000 jobs and to create 
the more than offsetting opportunity for almost 50,000 additional jobs. 
. The same study pointed out that the hardship to individual customers 
could be substantially reduced if suppliers were willing to exchange 
customers in cases in which the result would be to let each mill sell, 
and each customer buy, nearer home. 

So much for the present confused and transitional situation. Now 
let us look at the long-run effect of the basing point decision upon the 
economy. In what follows, I shall make the assumption, in order to have © 
a starting point for discussion, that the present confusion about the 
meaning of the law will disappear and that the present policy of the 
law will not be modified by the Congress. 

The most obvious point is that in the future, as in the past, there 
will be a wide variety of geographic pricing methods in use by different 
companies and different industries. No particular method of pricing will 
be prescribed. Businessmen will be prevented from acting together to 
use geographic formulas as price-fixing devices, and they will be ordered 
to abandon particular geographic price relationships which injure com- 
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petition within the meaning of the statute. Except as these limits cir- 
cumscribe their freedom, they will adopt such policies as they choose. 
Because of the diversity of their pricing practices, it is impossible to 
make charts and graphs which will show the types of industry structure 
and business behavior which these diverse practices will produce. 

It is safe to say, however, that collusion will be more difficult than 
before, particularly in the heavy industries. Since collusion typically, 
makes for relatively rigid prices and for a willingness to change output 
and employment rather than prices in response to a varying demand, 
it is to be expected that the price policies of the basing point industries 
will be less rigid than before. This is all the more probable, since it will 
be harder than before for competing enterprises to be sure that the 
buyer has nothing to gain price-wise by dealing with any of their 
rivals. ; 

The changes in the structure and location of industry which can be 
predicted from the basing point decisions are only those that grow 
directly out of the abandonment of the basing point system and that do 
not depend upon the particular pricing practices which take the place 
of the basing point system. The most obvious change is that the con- 
sumer is likely to be given the benefit of water rates and trucking rates 
for the delivery of goods where these forms of transportation are 
available as a satisfactory substitute for rail freight rates. In the past, 
when water shipments were used, the consumer, was typically charged 
the rail freight; and, since he was thus deprived of incentive to accept 
slower transportation by water, the barge lines have been under- 
utilized. There are already evidences at Pittsburgh that shipments of 
steel by water are picking up. With a chance to save transportation 
cost in good locations along highways and navigable waters, it is prob- 
able that in buying raw material, fabricators will be tied less closely 
than before to the railway network. It is already evident that sellers 
of basic raw materials who must rely upon rail transportation to reach 
markets which their competitors can reach by water will bring pressure 
to bear upon the railroads in an endeavor to reduce the cost of rail 
shipment. ` 


Transportation expense is also likely to be reduced by a decrease in 


the average length of shipments. Basing point systems encourage an 
extravagant interpenetration of markets, involving excessive cross- 
hauling and other unnecessary expenses of sale and delivery, by de- 
priving buyers of any incentive to purchase from nearby mills rather 
than distant mills. Charles M. Schwab wrote in 1928: 


It is manifestly uneconomic for a steel manufacturer in Chicago to ship 
100,000 tons of steel to Pittsburgh at a time when a Pittsburgh manufacturer 
is shipping a like quantity of like material from Pittsburgh to Chicago. ... 
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It must not be assumed that all the cost of this crosshauling is borne by the 
producer. It is obvious to everyone that there is an economic waste in per- 
mitting the crosshauling to exist and it should be obvious that this waste is 
paid for jointly although perhaps indirectly by the consumer as well as the 
producer of steel products. 


The Commission estimated in 1932 that unnecessary transporta- 
tion in the cement industry cost slightly more than 24 cents a barrel, 
which was about 20 per cent of the total costs of producing and selling. 
I do not wish to be understood as saying that the abandonment of the 
basing point system will eliminate all such transportation. I believe 
that an appreciable amount of interpenetration of markets will con- 
tinue; and so long as it expresses competition instead of collusive match- 
ing of delivered prices, I hope that it continues. However, once we get 
rid of the formulas which destroy the consumers’ incentive to economize 
transportation, it is reasonable to suppose that the amount of cross- 
hauling will be substantially reduced and the cost of distribution will 
decline correspondingly. 

Moreover, there will no longer be an incentive for suppliers and con- 
sumers of industrial products to ignore some of the advantages of 
being near one another. Under the basing point system, it pays the 
large consumer of the industry’s products to establish himself at the 
base rather than near a mill which is not at the base, since he thus 
obtains his supplies most cheaply. In the Pittsburgh-Plus case the 
Commission found that this had happened. On the other hand, it is 
advantageous to locate a new small supplying establishment near the 
edge of a basing point area for the sake of the phantom freight which 
can be charged in the adjacent territory. For example, the president 
of Laclede Steel Company testified in 1936 that his plant had been 
located in St. Louis because, “We had a wider margin of profit as we 
moved away from Pittsburgh.” New capacity is attracted to the edge 
of the base area while the development of new consumption there is 
retarded. New consumption is attracted to the basing point instead. It 
does not pay a consumer to be near a supplying mill unless that mill is 
also a basing point. It pays a mill better to be near a consumer who is 
away from the base than to be near one who is at the base. Such per- 
verse relationships will cease to distort the pattern of industrial loca- 
tion if basing point systems are abandoned. 

The abandonment of basing point systems should also do something 
to strengthen small business enterprises against their larger rivals. In 
general, basing points have been located at the plants of the larger 
producers and the smaller producers have frequently been located at a 
considerable distance from basing points. Under these circumstances, 
the big producer at the base has been able to sell as profitably. next 


842 THE AMERICAN ECONOMIC REVIEW ` 


door to his smaller rivals as at his own mill door, because at any point 
up to the edge of the basing point area the formula has enabled the 
base mill to recover its freight expenses in full. The small nonbase 
producer, on the other hand, has been able to sell profitably to any 
customers in his own territory who did not buy from the big base 
mill, but has been handicapped in selling toward the base by the fact 
that, as his transportation expense increased, the delivered price and 
his mill net as prescribed by the basing point formula fell lower and 
lower. In other words, all markets in the basing point area have been 
open to the producer at the base, and there has been no obstacle to his 
growth; but the producer away from the base has been dependent 
upon local markets which he shared with the basing point producer 
and has been handicapped in selling into the home territory of that 
producer. Aggrandizement of the base mills and limitation of the size 
of the nonbase mills has been inherent in the pattern. If the basing point 
system is abandoned, there is a substantial possibility that the practices 
which replace it will give the small producers who are now located away 
from basing points a better chance to enlarge their volume, both by 
improving their relative competitive strength in their home markets 
and by diminishing the cost which they incur in selling toward the sub- 
stantial home markets of their larger rivals. 

The basing point decisions are landmarks in an effort to preserve a 
free market in the United States and to give the outlying communities 
of America a fair chance to participate in our country’s economic 
development. These cases dealt with major industrial evils. The policy 
underlying them is concerned with similar problems. It need cause no 
difficulty for businessmen who do not fear price competition and who 
avoid discriminations which significantly injure competition among 
their customers. 


TAXATION AND INFLATION CONTROL 


By Lours SHERE* 


I shall attempt in this paper to indicate the limitations of taxation 
as an instrument of inflation control, and incidentally the limitations 
of some of the other control measures. I do not want to convey the 
impression of fatalistic acceptance of inflation. I know of no economic 
law which necessarily predetermines the outcome of the present situ- 
ation. It lies within the power of the people and government of this 
nation to prevent further inflation. Inflation is, however, a complex, 
dynamic problem which can be attacked successfully only by a well- 
coordinated program. It will take all the skill at our command to 
achieve economic stability. With wise management we can achieve 
that stability, not so much by rolling back prices, but rather by pre- 
venting further increases while rolling forward an ever-expanding 
production. The potential gross national product of this country is 
increasing at the annual rate of about 3 per cent or $7 billion a year 
(in 1947 prices). Ultimately, high production will bring relief from 
high prices and high taxes as well. The immediate hope for inflation 
control rests, however, upon our capacity to put into effect a combi- . 
nation of strong credit and tax policies. © 

The foundation of the present inflation was built during the war. 
For nearly four years, billions of income were generated by war produc- 
tion which did not add to civilian supplies. Out of this situation was 
created the backlog of demand.and the stockpile of liquid assets 
which are important factors in the current inflationary situation. 

At present the production of goods and services is high, but effective 
demand is relatively higher both because of the backlog of needs 
and because income derived from current production is being supple- 
mented by spending past savings and by drawing on vast reservoirs ` 
of credit. This excess of effective demand continues to be so large 
relative to the short-run capacity to produce that prices are under 
continual upward pressure. 

The usual way to measure inflation is by the rise in prices. By the 
middle of 1948 the wholesale price index was more than 115 per cent 
higher than the average for 1939. About two-thirds of the increase in 

* The author, now professor of economics and director of tax research at Indiana Uni- 
versity was formerly director of tax research, United States Treasury Department. The 


substance of this paper was given before the Graduate Economics Club of Yale Univer- 
sity, New Haven, Connecticut, April 15, 1948. 
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the index has occurred since the cessation of hostilities in September 
1945. During the second half of 1947, wholesale prices increased at 
the annual rate of 21 per cent.’ Prices declined somewhat in the 
first quarter of 1948, but in the second quarter they resumed their 
upward trend. 

The spectacular rise in the gross national product from about $90 
billion in 1939 to $232 billion in 1947, or 156 per cent, is due in 
considerable part to price increases. Consequently, to arrive at a 
reliable measure of the real growth in production, the gross national 
product figures must be adjusted for price changes. When this is done, 
it becomes clear that while inflation accounts for nearly two-thirds 
of the increase, we have nevertheless emerged from the war with a 
substantially higher level of production than we have ever achieved. 
In terms of the same price level, the gross national product increased 
53 per cent from 1939 to 1947.” This increase in the-gross national 
product, while achieved for the most part under war and extraordinary 
postwar conditions, is, I believe, an impressive demonstration of what 
this nation can accomplish.’ 

While most of the inflation has taken place since the termination 
of hostilities in 1945, the foundation for it, I repeat, was built during 
the war. If the economy had operated on a free competitive basis, 
prices would have risen with disastrous cumulative effects during the 
war period. Such an inflation would have been incompatible with the 

* Consumer prices increased 73 per cent from 1939 to the middle of 1948. Almost 60 
per cent of this rise followed the cessation of hostilities. During the second half of 1947, 
consumer prices increased at the annual rate of 13 per cent. Like wholesale prices, consumer 
prices decreased in the first quarter of 1948, but increased again in the second quarter. 

It is questionable whether changes in the price indices give an accurate portrayal of the 
movement of prices in periods when many of the priced items are not generally available 


or are available only at black-market prices which do not get reflected in the indices, It 
may well be that the indices underrate the extent of the wartime inflation. 


*The Economic Report of the President, January 1948, Table 11. More accurate com- 
parisons of gross national product in constant prices may soon be available but will not 
affect the drift of the discussion. The problem of expressing gross national product in 
terms of constant dollars involves technical pitfalls with which technicians are currently 
struggling. 


*In recent decades, productivity increased at the rate of approximately 2 per cent each 


year. Since 1939 this rate has been accelerated. In 1939, the civilian labor force averaged 
about 55 million; only 46 million, or 83.2 per cent, were employed. The gross national 
product per employed member of the labor force (in terms of first half of 1947 prices) 
was about $3,210. By 1947, the civilian labor force exceeded 60 million and employment 
averaged 58 million, or 96.4 per cent. The gross national product per employed member 
of the labor force (in terms of the same prices) was about $3,900. Thus, from 1939 to 1947 
the labor force increased by an average of 625,000 annually, average unemployment de- 
creased from 16.8 per cent to 3.6 per cent, and gross national product per employed 
member of the labor force increased at a compound average rate of 2.5 per cent per 
year. Even if the conservative prewar annual increases of 2 per cent in productivity and 
600,000 of labor force are assumed, the potential gross national product will grow at the 
annual rate of about 3 per cent, or by $7 hillion (in 1947 prices). Based on data in The 
Economic Report of the President, January 1948, Table 11, and Appendix Table VIII. 
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development and utilization of the full productive capacity of the 
nation. It would have been incompatible with our ideas of fair allocation 
of scarce goods and services to individual needs. It would have resulted 
in an intolerable financial cost. 

During the war, numerous control measures had to be adopted to 
prevent the disrupting consequences of inflation. Taxation and savings 
programs teamed up effectively with direct controls in the national 
effort to achieve stabilization. Some credit controls were instituted 
but they served in a lesser capacity. 

Direct controls played the leading role in the wartime stabilization 
‘program. They covered virtually every phase of the nation’s economic 
life—prices, wages, manpower, raw materials, production, inventories, 
transportation, shipping, construction, exports and imports. Rationing 
and subsidies were employed to make a tolerably equitable distribution 
of the scarce goods and services available for civilian consumption. 
These direct controls did not long survive victory. On the day following 
Japan’s surrender, the controls over manpower were dropped. Within 
a few weeks, many priority and production controls were abolished, 
_ price control was removed from several hundred items, restrictions 
on transportation and industrial construction were eased, and a large 
portion of export and import controls were lifted. By the end of 1945, 
rationing of all commodities except sugar had been lifted and most 
subsidies had been removed. Wage and price controls were gradually 
lifted during the first half of 1946 and, except for rent controls, were 
finally ended in November, 1946. By the beginning of 1947, nearly 
all the wartime direct controls had been removed. 

Credit controls necessarily played a relatively minor part in con- 
taining the wartime inflation. Consumer credit was restricted by 
Regulation W which went into effect three months before Pearl Harbor, 
and stock margin requirements, which were kept at their prewar 
level of 40 per cent during most of the war, were raised in February, 
1945, to 50 per cent and again in July, 1945, to 75 per cent. These 
limited credit restrictions were not lifted as quickly as the direct 
controls. Regulation W was terminated as of November 1947. Margin 
requirements were increased from 75 per cent to 100 per cent in ` 
January, 1946, but in February, 1947, were restored to the 75 per 
cent level. 

In general, however, credit was eased rather than tightened during 
the war. Some of the reserve requirements of banks were relaxed 
to facilitate the financing of the war. effort, and the government 
guaranteed almost 9,000 war production bank loans which resulted 
in making available to industry over $10 billion of credit.‘ 

Taxation served the wartime stabilization program directly by 

‘Under Regulation V. 


bs 
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drastically curtailing the amount of income available for consumption 
and indirectly by lending important support to the control system. 
Profiteering was minimized by high income and excess-profits taxes. 
Without such profit control, it would not have been practicable to 
control wages, prices, and the allocation of materials. 

Beginning with the enactment of the excess-profits tax in 1940, 
the federal tax system went through a series of significant adaptations 
to changing economic conditions. The excess-profits tax rate was 
increased three times until by the end of the war it was 85.5 per cent. 
In addition, profits from war contracts were made subject to renegoti- 
ation. The corporation income tax on normal profits was increased 
from 19 to 40 per cent. By 1945, receipts from corporate taxes were 
more than twelve and a half times the receipts in 1939. 
. Individual income taxes were also increased greatly. Exemptions were 

cut repeatedly. The starting rate on the first $2,000 of taxable income 
was increased from 4 per cent in 1939 to 23 per cent in 1944. Rates 
were pushed up all along the line, reaching a top of 94 per cent for 
taxable net incomes over $200,000, subject to a maximum ‘effective: 
rate limitation of 90 per cent. By 1945, receipts from individual in- 
come taxes were more than eighteen and a half times the receipts 
in 1939, 

Most excise taxes were increased and new excises were introduced. 
Special excises were imposed on consumer durables to help conserve 
materials more urgently needed for war production and to bolster 
price controls or to capture for the government a part of the extraor- 
dinary profits from the sale of limited supplies where price controls 
were ineffective or did not exist. By fiscal year 1945, receipts from 
excise taxes were about three and a half times the receipts in the 
fiscal year 1939. 

The entire federal revenue system was greatly strengthened through- 
out the defense and war years. At the peak of its productivity, in the 
fiscal year 1945, net budget receipts amounted to $46.5 billion, or 
nine times the receipts in fiscal year 1939. Taxes were reduced 
appreciably by the Revenue Acts of 1945 and 1948 but receipts for 
fiscal year 1949 are still estimated at $40.7 billion or almost 8 times 
as much as in 1939.5 

During the four war years, 1942-1945, receipts amounted to $126 
billion or 41 per cent of federal expenditures. Still some believe that 
the current inflationary problem could have been largely avoided if 

5A large part of the increase in receipts is of course due to the increase in the gross 
national product, but that the federal revenue system had been greatly strengthened during 
the war is evident from the relationship between federal receipts and gross national product. 


Federal receipts in calendar year 1945 were estimated at 20 per cent of gros national] product 
as against 7.5 per cent in 1939, In 1947, the per cent was 19, 
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only stronger tax measures had been adopted. In 1943, for example, 
many private and government economists advised the Administration 
to ask for tax increases ranging all the way up to $30 billion. When 
the Administration recommended that the Congress enact a $10.5 
billion increase in tax revenue, the response was an increase of less 
than $2 billion. While I do not agree that it would have been either 
desirable or practicable to attempt to impose taxes high enough to 
have prevented inflation, I believe, nevertheless, that those who toiled 
at measuring the inflationary gap did not toil in vain. They illuminated 
the danger signals and perhaps without their persistent urging for 
the imposition of higher taxes to close the gap, the federal wartime 
tax system would have been weaker. 

Throughout the war a vigorously promoted savings bond program 
supported the attack on inflation. Approximately $55 billion of Series 
E, F, and G savings bonds were sold from May 1, 1941 through 
January 2, 1946, the end of the Victory Loan. In the same period, 
redemptions amounted to $10 billion. 

The war loans were voluntary. The field of compulsory loans, an 
important area between voluntary loans and taxes, was allowed to 
remain fallow during the war years. Some felt that compulsory lending 
would have immobilized spending power as effectively as taxes, would 
have been more equitable, and also would have protected work incen- 
tives better than taxes, because workers would have been deprived 
of the fruits of their labor only temporarily. Advocates of compulsory 
lending pointed out also that the government could control the timing 
and speed of the release of compulsory loans more effectively than 
in the case of voluntary loans. Despite distinguished support, com- 
pulsory loans played almost no part in the war finance of this country.® 

It may be that neither tax nor savings loans were set high enough 
during the war..Critics of wartime fiscal policy sometimes fail to 
realize, however, that war requires a top priority for production. 
Financial incentives are necessary even in war to obtain the maximum 
output of goods and services. No nation has ever run the risk of . 
slackening production in wartime by undertaking to impose taxes or 


"In 1942, the Treasury recommended a spendings tax which was rejected by the Con- 
gress. The tax consisted of two parts, a flat rate tax plus a graduated surtax. The flat rate 
tax of 10 per cent was applicable to spendings in excess of $500, for a single person, 
$1000 for a married couple and $250 for each dependent. The surtax was to be levied at 
graduated rates ranging from 10 to 75 per cent on spending in excess of exemptions, which 
were twice as high as those under the flat rate tax. The flat rate tax was in the nature of 
a compulsory loan. It was estimated that the two parts of the tax would draw into the 
Treasury “6%4 billion dollars otherwise available for consumer spending. But of this total 
some $434 billions, although raised as a tax, will be treated not as revenue but as a debt 
to the individual from whom it was collected, to be repaid after the war.” Annual Report 
of the Secretary of the Treasury for the Fiscal Year Ended June 30, 1943, pp. 410-20. 
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forced loans sufficiently high to close the estimated inflationary gap. 

The failure to close the inflationary gap by imposing higher taxes 
during the war and transition years has resulted in the accumulation 
of unprecedented amounts of liquid assets in the hands of individuals 
and corporations and large holdings of government securities by banks 
and other financial institutions. 

In the seven-year period beginning January 1, 1941 and ending 
December 31, 1947, liquid assets of nonbank investors rose from 
$93 billion to $322 billion, an increase of $229 billion.’ The federal 
deficit was the principal source of growth in these liquid assets, 
accounting for $206 billion, and commercial bank loans and invest- 
ments were next in importance, accounting for $21 billion of the 
increase." 

Bank participation in financing the federal deficit made a. revo- 
lutionary change in the banking and monetary systems. The banks 
absorbed $51 billion of federal securities during this seven-year period, 
and the Federal Reserve Banks absorbed another $20 billion. 

On January 1, 1941, currency outside banks was $7 billion, demand 
deposits $35 billion, and time deposits $28 billion. At the close of 
the seven-year period ending December 31, 1947, currency outside the 
banks amounted to $26 billion, demand deposits $87 billion, and 
time deposits $56 billion.’ 

The relatively small amount of excess reserves at the present time 
superficially indicates limited potentialities for further credit ex- 


"These estimates were prepared by the Office of the Technical Staff, Treasury Depart- 
ment, The concept used here differs from Federal Reserve estimates of holdings of liquid 
assets by individuals and businesses by (1) inclusion of holdings of governmental accounts, 
insurance companies, mutual savings banks, savings and loan associations, foreigners, and 
nonprofit institutions; (2) exclusion of savings deposited in mutual savings banks and 
Postal Savings (since they are also nonbank investors); and (3) statement of deposit 
figures on basis of bank records rather than holder records. 

It is estimated that these assets amounted to $315 billion by the end of May, 1948. 


* Other items entering into the determination of the liquid asset figures accounted for 
the remaining $2 billion increase. 

° Member banks alone had demand deposits of $30 billion, time deposits of $12 billion 
and reserves of $14 billion on January 1, 1941 as against demand deposits of $74 billion, 
time deposits of $28 billion and reserves of $18 billion on December 31, 1947. 

The base for the credit supply was affected by a number of factors, the major one being 
the $20.3 billion increase in Federal Reserve Bank holdings of federal securities which 
made for a corresponding increase in bank reserves. A net inflow of $0.8 billion of gold 
also contributed toward an increase in bank reserves. Meanwhile, however, money in 
circulation increased $20.1 billion. This tended to draw down bank reserves and to offset 
the increase in Federal Reserve bank holdings of government securities. The net result 
of these and other factors affecting the credit base was to increase member bank reserves 
by $3.9 billion. The wartime deposit expansion was made possible by this increase in 
reserves and the utilization of pre-existing excess reserves to the extent of $5.1 billion. 
Excess reserves which amounted to $6.6 billion on January 1, 1941 were reduced to about 
$1.5 billion by December 31, 1947. 


? 
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pansion. However, it has been pointed out that if, for example, the 
commercial banks were to sell half of their federal security holdings 
and the Federal Reserve System were to buy them (to provide an 
ultimate market), the member banks would acquire enough additional 
reserves to expand credit (at the ratio of 6:1) by about $210 billion. 
This is nearly double the present money supply consisting of demand 
deposits and currency.” 

The importance of the money and credit factor in the problem of 
inflation control has also been pointed up by relating the money 
supply to gross national product. The total of adjusted demand deposits 
and currency outside banks was $113.6 billion at the end of 1947. 
The ratio of the nation’s total money supply to the annual rate of 
gross national production in the last quarter of 1947 was about 47 
per cent as against 38 per cent at the end of 1939. Thus, if the rate 
of money turnover in financing gross national production increased 
to its 1939 level, and the 1939 relationship between money and produc- 
tion were restored, the gross national product would be inflated by 
23 per cent. . 

I have given these startling figures on liquid assets, money, and 
credit to bring home the point that inflation is a complex problem 
which manifests itself in different economic fields and that it probably 
cannot be contained by single measures, such as a “wise” tax policy. 
To control inflation, the excess of money and credit must be controlled 
or else the excess will be more or less eliminated by price increases. 

While money and credit are important factors in the problem of 
controlling inflation and some have overemphasized them, others have 
placed almost exclusive emphasis on production. They hold that the 
inflationary situation would subside if production were stepped up 
sufficiently. Under conditions, such as the present, however, where 
practically the entire labor force and all available plant capacity and 
materials are being fully utilized, there is little real opportunity in 
the short run to increase production significantly. It is true that 
production can presently be increased or channelized to advantage 
by better allocation of the scarce materials and labor. To these and | 
other ends, the President has recommended to the Congress that 
selective controls be provided for dealing with the distribution of 
basic materials. But while these measures can increase production 
somewhat by more effectively deploying limited resources, they cannot 


® Statement of Mr. Marriner S. Eccles, Chairman of the Board of Governors of the Federal 
Reserve System, November 25, 1947, Hearings before the Joint Committee on the Economic 
Report, 80th Cong., 1st Sess., on Anti-Inflation Program, As Recommended by the President's 
Message of November 17, 1947, p. 140. 


“ Midyear Economic Report of the President, July, 1948, p. 7. 
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increase total production fast enough to provide an immediate or 
short-run cure for inflation. 

In the short run, it is unrealistic to expect great increases in output 
over the whole field of industry. Moreover, additional production by- 
means of longer hours or a larger labor force or more capital invest- 
ment creates spendable income. It tends to increase demand as well 
as the supply of goods and services. Increased production of consumers 
goods may alleviate relative scarcities, but in circumstances where the 
over-all supply is relatively short in terms of basic needs and effective 
demand, the retarding effect of the increase in production on prices 
is at least partially offset by the additional flow of spendable income 
created in the production process. Increased production of capital 
goods creates spendable income without any immediate increase in 
goods available for consumption and thus in the short run is inflationary. 

It is always a critical economic problem to maintain a proper balance 
between production of capital goods and consumption goods. In the 
present inflationary situation the problem becomes extremely difficult 
since each step in the direction of enlarging productive capacity 
aggravates the current inflation. The measures to control inflation and 
those specifically designed to retard current capital expenditures in 
the interest of controlling prices must be such as would not permanently 
interfere with the growth in our productive capacity. To achieve 
economic stabilization we must ultimately rely upon greater plant 
capacity and an ever-increasing volume of production. 

We may already have traveled a substantial piece along the road 
towards a stabilization goal, but there is no certainty that it will 
be reached by mere inaction or random fiscal policy. Inflationary 
pressures still constitute a dangerous and disturbing threat to full 
realization of this nation’s economic potentialities in the immediate 
future. The immediate need is still to decrease the aggregate expendi- 
tures of government, business, and individuals. 

Such are the requirements for inflation control. But private expendi- 
tures have been increasing and the federal government is finding it 
increasingly difficult to reduce its expenditures to levels which only 
a few brief years ago were fondly anticipated by everyone. We can all 
recall the days when it was the mark of an incurable expansionist 
to assume a postwar federal budget of $30 billion. Yet the estimated 
federal expenditures for the fiscal year 1949 are more than $12 billion 
higher, $42.2 billion, and in August, 1948, the President indicated 
that to bring our armed forces to proper strength and for various 
other specified reasons, additional expenditures will be required for 
the fiscal year 1950, These new programs will increase federal expendi- 
tures by perhaps another $2 billion or to a total of over $44 billion. 
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It is becoming increasingly clear that despite the most stringent efforts 
toward economy, any realistic hopes for stabilized and curtailed federal 
expenditures are ultimately tied to the achievement of greater stability 
in the international situation. 

Private expenditures are also increasing. 

Business has been making capital outlays at an unusually high 
rate. Under inflationary conditions, the immediate impact of an increase 
in business capital expenditures is to stimulate inflation. The expendi- 
tures compete for scarce materials and the incomes generated in the 
process of capital formation press against scarce and lagging supplies 
of consumer goods. 

In 1947, gross private domestic investment amounted to 30 billion 
or 13 per cent of gross national product. This compares with an average 
of 11.5 per cent in the period from 1919 to 1941. Loans by commercial 
banks, chiefly to incorporated and unincorporated business, increased 
about $7 billion in 1947. Corporations raised $4.3 billion new money 
from security issues in 1947. These financial data all point to a high 
level ‘of business expenditures. 

Increases in corporate profits have helped to push the inflation 
along. Corporate profits after taxes have grown from $5.0 billion in 
1939 to $8.7 billion in 1945 and have more than doubled again, 
amounting to $18.1 billion in 1947. These large profits after taxes 
have permitted payment of record amounts of dividends and have 
also left large sums available to be plowed back into capital expansion. 
Dividends have increased from $3.8 billion in 1939 to $4.7 billion in 
1945 and to $6.9 billion in 1947, Undistributed corporate profits have 
increased from $1.2 billion in 1939 to $4.0 billion in 1945, and $11.2 
billion in 1947. Total retained corporate profits for the nine years, 
1939-1947, amounted to over $48 billion, and have constituted the 
major source of corporate funds available to finance capital expendi- 
tures. Corporate accumulation of cash on hand and in banks and 
holdings of federal securities were estimated at $43 billion at the 
end of 1945 and $35 billion at the end of 1947, 

The fact that business profits have been high during the past 
several years has led some to the conclusion, retrospectively, that 
it would be easier now to contain the inflation if the taxes on business 
had been higher throughout the war and transition years. They appear 
to strike with telling force at the wisdom of the 1945 repeal of the 
excess-profits tax. The course of action seemed less clear, however, 
in 1945 when the emphasis everywhere was on the need to strengthen 
the financial reserves of business to accomplish a speedy reconversion 
of the economy from war to peace production. In 1945 it was extremely - 
difficult to forecast economic developments, but the situation in 1948 


~ 
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would seem to be more predictable. The outlook is for continued 
inflation. So long as inflationary forces continue, profits will be inflated 
and it would serve the requirements of both equity and stabilization 
to tax such inflated profits at relatively high rates. 

Individuals are also expanding their expenditures. Personal con- 
sumption expenditures increased by $17 billion in 1947 while disposable 
income of individuals increased by only $14 billion. Personal con- 
sumption expenditures are by far the most important part of the 
total expenditures for goods and services. In 1947, for example, these 
expenditures accounted for 71 per cent of the gross national expendi- 
ture. Clearly, the control of inflation in large part resolves itself into 
the problem of containing consumer expenditures. Recent data show 
that individuals have reduced their wartime rate of savings. Personal 
savings have decreased from.the wartime peak of $34 billion in 1944 
to $9 billion in 1947. Individuals saved 21 per cent of disposable 
income in the period 1942-1945 as compared with 7 per cent in 1946 
and 5 per cent in 1947, 

The tendencies on the part of business and of individuals to spend 
beyond the limits of current income must be reversed if the inflation 
is to be curtailed. They can be dampened to some extent by voluntary 
means. But if we are to combat inflation successfully, we must rely 
- heavily upon a restricted federal fiscal policy which is properly co- 
ordinated with monetary policy. The problem of curtailing expenditures 
in the private sector of the economy is complicated by the fact that 
current expenditures of business and individuals are partly determined 
by their capital and credit resources as well as by the amount of their 
current incomes. It is extremely difficult to curtail private expenditures 
if individuals and businesses can draw on accumulated liquid assets 
and credit to supplement their current income. 

In the circumstances which confront this nation, the government 
must realize a large surplus if economic stability is to be attained. 
Yet the recently enacted tax reduction comes at the very time when 
the Congress is simultaneously and inevitably increasing federal ex- 
penditures.` One is perhaps justified in viewing this peculiar scissor 
action with puzzling concern. 

In the fiscal year 1947 the federal government realized its first 
budgetary surplus in 17 years, although it amounted to only $754 
million. The surplus increased to an unprecedented $8.4 billion in 
the fiscal year 1948.77 In January of this year the fiscal outlook 
promised continued powerful support to the government’s stabilization 
program. It was estimated that the budgetary surplus for fiscal year 
1949 would be $4.8 billion and the cash surplus over $7 billion. Now, 


”? Before the adjustment for the Foreign Economic Cooperation Trust Fund. 
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as the result of new expenditure programs and the recently enacted 
tax reductions, the budgetary surplus for fiscal year 1949 has been 
converted to a deficit of $1.5 billion”? and the cash surplus has been 
reduced to $1.4 billion.** Our ammunition has, indeed, been dangerously 
depleted at the very time when the battle against inflation threatens 
again to become critical. 

A government surplus of receipts over expenditures can effectively 
influence aggregate expenditures of the entire economy. The over-all 
effectiveness of a budgetary surplus in combating inflation depends 
to an important degree, however, on how well money and credit policies 
are coordinated in the attack. The existence of a cash surplus indicates 
that the inflationary effects of the government’s expenditures are more 
than counterbalanced by the deflationary effects of the government’s 
receipts. However, the net inflationary impact upon the private sector 
of the economy also depends on the use made of the surplus. 

Where the proceeds of the surplus are used to retire bonds held 
by nonbank investors, the money supply is not directly affected, since 
the money collected from taxpayers is returned to bond investors. If 
the proceeds of the surplus are used to retire debt held by the com- 
mercial banking system, bank deposits are cancelled in payment of 
the bonds. Thus, the money supply is curtailed, but the reserve posi- 
tion of the banks is eased. 

While the retirement of bank-held debt which reduces bank deposits 
is generally considered more deflationary than the retirement of debt 
held by the nonbanking public, this superiority depends on the rate 
of turnover of the deposits which are extinguished. Low velocity bank 
deposits are not greatly different from government securities in that 
both are regarded by the owners as reserves of purchasing power. 
That is, both represent liquid assets which may be tapped for spending. 
Both exert an indirect inflationary influence by encouraging spending 
and investment out of current income or other available funds, in- 
cluding borrowed funds. 

The most deflationary method of using a government surplus is 
either to accumulate Treasury balances with the Federal Reserve 
Banks or to retire government securities held by the Federal Reserve 
Banks since either method will decrease the reserves of member banks. 
Under present reserve requirements, each dollar reduction in member 
bank reserves tends to result in a six-fold restriction of demand 
deposits. Clearly, if a large budgetary surplus extinguishes Federal . 
Reserve credit or reduces member banks’ reserves at a faster rate 
than is desirable, it must be offset by Federal Reserve Bank open- 


“These estimates assume personal incomes of $212 billion. No allowance is made for 
any Increase in receipts and expenditures which might result from additional inflation. 
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market purchases, A government surplus must be wisely managed 
and coordinated with credit policies; otherwise it can either lose much 
of its potential effectiveness as an anti-inflationary force or, at the 
other extreme, become a dangerously overly effective deflationary 
force. 

As I have indicated, the effectiveness óf taxation as an inflation 
control device is largely contingent upon its coordination with monetary 
and direct controls. As the direct wartime controls were lifted, taxation 
moved up from an auxiliary position to the front-line attack on 
inflation. Under the war economy, main reliance was placed on such 
direct stabilization measures as wage and price controls, rationing, 
allocation of scarce materials, and consumer credit restrictions. Taxes 
were increased to meet as large a part as practicable of the war ex- 
penditures and. were adjusted to buttress and supplement the other 
controls. However, the adjustments in the federal tax system did 
not constitute the primary elements in the over-all stabilization pro- 
gram. 

This was proved by our postwar experience. When the direct controls - 
and the excess-profits tax were lifted, inflation began to move. The 
termination of consumer credit restrictions in November, 1947, further 
weakened the barriers against inflation. The fedcral tax system became 
the primary bulwark in the way of inflation. The recent reduction, 
however, has weakened the tax system and it is recognized that if 
inflation is to be controlled, it may become necessary to restore it 
to something like its wartime strength. But even a stronger revenue 
system than we now have may prove inadequate unless supported by 
other stabilization measures, some of which played an important role 
during the war. Important support must come also from a source which 
did not play a significant role in thé wartime stabilization program. 
It must come from a carefully coordinated, restrictive credit policy, 
including tighter commercial credit, consumer credit controls, less 
credit support in the building trades and possibly also in the com- 
modity and security markets. l 

The use of taxation for inflation control would accomplish little 
if the government surplus were counteracted by a rising and more 
active use of credit throughout the economy. For example, during 1947 
the effect of the federal budget surplus was more than cancelled by 
an expansion of credit. In addition to the expansion of bank loans, 
the total amount of consumer credit outstanding increased in 1947 from 
- $10.2 billion. to $13.4 billion, a net increase of $3.2 billion as com- 
pared with a maximum annual increase of less than $1.5 billion from 
1929 to 1941. 

Some go so far as to maintain that the inflation control problem 
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is primarily not a fiscal problem; they inveigh also against direct 
controls or any governmental interference with the evolution of a free’ 
competitive economy. They hold that the whole of the inflation control 
problem can be satisfactorily disposed of by proper control of bank 
credit. 

The proponents of a tough credit policy hurdle in stride a few 
important obstacles. The first is that financial institutions and the 
public hold very large amounts of the federal government’s obligations. 
These obligations were issued at low interest rates and would decline 
sharply if credit conditions were appreciably tightened by open market 
operations, changes in reserve requirements or shifts in government 
balances from member banks to the Federal Reserve Banks. A decline 
in the price of the federal government securities to below par might 
shock the public confidence and might seriously embarrass many banks, 
insurance companies, and other financial institutions. A severe curtail- 
ment of bank credit could readily induce a full-fledged depression. 
General credit control measures are most effective if employed in 
anticipation of rather than in pursuit of inflation. Once inflation is well 
under way and credit is being employed to a substantial extent to 
meet high business financial requirements, it becomes well-nigh im- 
possible quickly to cut off the supply of credit without jeopardizing 
the economy. While a sharp cutback of credit is no longer practicable, 
it is nevertheless desirable to watch that the credit reins-be kept as 
tight as practicable. a 

Even if credit policy were properly coordinated with tax policy, 
taxation would have limitations for the purpose of controlling inflation. 
While taxation is broadly effective as an inflation control device, it 
is most effective when it presses hardest against expenditures of the 
low-income groups which account for most expenditures. That is 
precisely why it is not feasible to go all out in the use of taxation 
for the purpose of controlling inflation. Certain tax adjustments would 
make the tax system more effective for the purposes of inflation con- 
trol, but they would at the same time make it shocking to accepted 
concepts of equity. For example, consumption expenditures can be 
discouraged and savings encouraged by imposing higher excise taxes, 
taxing distributions of corporate profits, lowering income-tax exemp- 
tions, and increasing the rates at the bottom of the income scale. 
The resulting distribution of tax burdens may most effectively curb 
spending but it would not appeal to most persons as a reasonable 
approach to the inflation control problem. 

Once an inflation has developed considerable momentum, broad 
social, political and equity considerations impose important limitations 
on taxation as an inflation control measure. Under such conditions 


a 


856 THE AMERICAN ECONOMIC REVIEW 


the inflation has already made heavy inroads on the purchasing power 
of the low-income recipients and the effects are likely to be undesirable 
if additional tax burdens are heaped upon inflation burdens to further 
depress already modest living standards. To attempt to achieve an 
equivalent aggregate reduction in expenditures of the middle- and 
upper-income groups in order to hold the aggregate expenditures of 
individuals to stabilized amounts would, if at all possible, entail near- 
confiscatory taxes. 

There also are definite limits to the use of business taxes for the 
purpose of achieving economic stabilization. The concerns that are 
financially soundest have better access to both the capital markets 
and bank credit. Efforts to curtail business expenditures by imposing 
high taxes may be nullified by those that have easy access to credit, 
but might curb equally essential but new and financially weaker 
concerns. 

Taxation also has limitations as an inflation control device in the 
area of administered prices. It is generally recognized that many 
important industries have pursued such pricing policies with modera- 
tion and restraint. Where such price conditions prevail, tax increases 
may, however, be made the occasion for increasing prices closer to 
their current market potentialities. Similarly, some wage contracts 
may be affected by tax considerations, so that increases in individual 
income taxes may induce higher wage demands. 

All these limitations upon the use of taxation as an inflation control 
device, though important, do not warrant the conclusion that an 
easy tax policy is the surest way to stable prices. On the contrary, 
I believe that the preceding analysis has demonstrated the immediate 
need for a substantial government surplus. This means that the tax 
system must be kept strong and strengthened if prices should con- 
tinue to edge forward. The purchasing power of the people must not 
be permitted to be dissipated into inflation without benefit either to 
the public or the government. 


he 
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THE BURDEN OF IMPORT DUTIES: A COMMENT 
By ALFRED E, KAHN* 


In two challenging articles published in recent issues of the American 
Economic Review, Professor Earl R. Rolph has reached some ex- 
tremely interesting conclusions concerning the incidence of import 
duties. It is his thesis 


that the burden of import duties always rests upon a certain economic segment 
of the country levying the import duties and not upon foreigners, and second 
that this segment is noż the consumers of taxed imports. It is, on the contrary, 
those who own resources, both human and non-human, in the export industries 
and those who own resources competitive with resources located in export 
industries. These people bear the tax in the form of a reduction in their money 
incomes in a fashion analogous to a partial proportional income tax (with 
no exemptions) collected at the source. They must sacrifice money income 
equal to the yield of the tax to the Treasury (p. 790). 


This unequivocal statement (the stresses are the author’s) contradicts 
certain apparently universally accepted ideas,? and deserves careful 
examination. 

Professor Rolph does not deny that import duties may result in (a) 
a shift in terms of trade to the advantage of the country levying the 


‘tax (P) and to the disadvantage of the exporting country (E), and/or | 


(b) lower income for foreign exporters, and/or (c) a higher domestic ` 
price of imported products. He does, however, deny emphatically 
that even in these cases E’s consumers, E’s exporters, or P’s consumers, 
respectively, may properly be said to be paying the tax. These changes, 
he states, are only incidental effects, secondary consequences of the 
levy, and do not represent its incidence. In all cases it will be the factors 
of production in P’s export industries, and others with which these 
factors may come into competition if they respond to the reduced 
income by shifting into other lines of production, that will suffer 
a loss of income because of, and exactly equivalent to,® the net tax 
receipts of P’s treasury. 


* The author is assistant professor of economics at Cornell University. He acknowledges in- 
debtedness to his colleagues M. Slade Kendrick and D. Gordon Tyndall for helpful com- 
ments and criticisms, 

*“The Burden of Import Duties,” Vol. XXXVI, No. 5 (Dec., 1946), pp. 778-812; “The 
Burden of Import Duties with Fixed Exchange Rates,” Vol. XX XVII, No. 4 (Sept: 
1947}, pp. 604-32, Page references, interspersed throughout the text, above, are to these 
articles. 

*The reader is referred to the various citations in Rolph’s articles. 

®In certain circumstances, their total loss of income may be greater than the tax col- 
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This is not simply a terminological quarrel about the meaning of 
“incidence,” though Professor Rolph is sometimes forced, in defending: 
his thesis, to use the term in a fashion that seems to me absurd.* 
If it is true, as he maintains, that P exporters (and their domestic 
competitors) must always lose the dollars (assuming this to be P’s 
currency) which P’s Treasury gains, and that the latter’s customs 
revenues come entirely from the exporters, the accepted theories 
certainly require substantial amendment, if not abandonment. 

No summary can do justice to Professor Rolph’s thought-provoking, 
meticulous exposition, but the major argument is simple and readily 
summarized. In so doing, it is necessary to distinguish the two major 
situations of freely fluctuating and fixed exchange rates, as he does, 
beginning with the former. Assume the Marshallian example of only 
two countries in the world, the United States and Britain, their inter- 
national transactions consisting only of trade of $5 million of Ameri- 
can cotton for £1 million of British whiskey, American and British 
exporters exchanging their foreign exchange receipts at the equilibrium 
rate of $5 to the pound. If the United States imposes a 20 per cent: 
ad valorem import duty on whiskey, British exporters will suffer no 
direct injury. Even if their net dollar revenues fall from 5 million to 
4 million they will find their pound proceeds unchanged at 1 million: 
the rate of exchange will simply adjust to 4 to 1, mirroring the 
diminished offer of dollars for pounds. They will therefore have no 
incentive to raise their dollar prices, or to ship less whiskey to the 
United States. Therefore, neither British exporters nor U.S. whiskey 
consumers pay the tax. It is the American cotton exporters, turning 
in their £1 million proceeds, who find they have lost $1 million—the 
very dollars which the U. S. Treasury has collected. They can shift 
some of this loss, if they are mobile, only by turning to production 
for the domestic market, where (assuming no change in national 
money Income) the resultant increased supply reduces prices and hence 
the remuneration of competitive factors of production. 

The ensuing reduction in the supply of cotton for export may then 
have the indirect effects mentioned above: (a) an improvement of 
American terms of trade vis a vis Britain, (b) a decline in the pound 
income of British whiskey exporters, and hence, ‘as British factors 
lections. This additional income loss, however, like the loss of income of E exporters, or 
the deterioration in E’s terms of trade, is balanced by equivalent gains elsewhere rather 


than by P Treasury receipts, and is simply another possible indirect consequence of the 
duty (pp. 804-5). 

“See pp. 864-65 below. 

"If British demand for American cotton has more than unit elasticity, the rise in the 
price of cotton will cause total pound revenues of American exporters to decline. This will 
come out of the pockets of British exporters when they turn their dollar revenues in to 
the foreign exchange market against a reduced supply of pounds. 
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of production move out of whiskey production for export, (c) a rise of. 
the dollar price of whiskey. None of these represents incidence of the 
duty, for that is already entirely accounted for.’ 

The basis for this argument is the truism that the dollar income 
of American exporters, resulting from conversion of their pound re- 
ceipts, is the dollar income of British sellers in the American market. 
If there is no reason for British exporters to resist paying the entire 
tax—and there will be no reason under the assumed conditions, any 
reduction of dollar revenues simply resulting in a proportionate rise 
in the pound value of each dollar—the entire tax will come out of 
their dollar receipts and will hence be directly withheld from American 
exporters. 

Professor Rolph does not confine his conclusions to the case of 
a single British source of dollars, or a uniform, ad valorem tax on 
all sources. As we have seen, he says “the burden of import duties ' 
always rests ...” and the stress is his. I propose to discuss the validity 
of his argument first under the more realistic assumptions of multi- 
commodity trade, with selective treatment of imports, returning later 
to the case of uniform treatment.’ 

Unfortunately, Professor Rolph’s attempt to demonstrate that his 
thesis applies equally to the more complex situation is brief, and 
only suggestive (pp. 808-9). Differential tariffs will alter the com- 
position of U.S. imports, he says, thus inferentially recognizing the 
virtual certainty of a direct increase in the price of commodities 
subject to relatively heavy duty. For, clearly, with many commodities 
traded, and many other sources of dollars in Britain than merchandise 
exports, an import duty on one British export (or, indeed, on all 
British sources of dollars except one), resulting in reduced dollar 
revenues for particular British exporters, will not result in a fully 
compensatory alteration in the exchange rate. The whiskey exporters, 
in this case, will either demand higher dollar prices or shift into other 
lines of production, thus reducing the supply of whiskey for. export, 
with the same effect. 

Rolph apparently believes, however, that the resultant injury to 
American consumers of certain, heavily taxed foreign products will 


° Rolph offers two other reasons for refusing to consider these effects “incidence” of the 
duty. (1) There is no way, he says, for money payments from British exporters or con- 
sumers to reach the U. S. Treasury. (2) These gains and losses offset each other. Any 
possible deterioration in Britain’s terms of trade represents a corresponding gain for 
U. S. consumers, not for the U. S. Treasury, Similarly, any injury to British exporters, I 
presume he would say, is matched by the increased revenues of British factors producing 
for the domestic market. This follows because the decline in income of British exporters 
is the result of, and exactly equivalent to, the decline of total British expenditures for U. S. 
cotton, which frees funds for expenditure on domestic goods and services. 


1 See pp. 862-63 below. 
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be precisely offset by equivalent benefits to consumers of other imports, 
less heavily taxed. It is presumably on this basis that he maintains 
that U.S. consumers still do not bear the tax. As for foreign exporters: 
“differential rates take foreign exchange from foreign producers of 
items subject to high rates and give an equal sum to the foreign pro- 
ducers of commodities subject to low duties.” Thus, one infers, he is 
arguing that foreign exporters as a group still find their dollar receipts 
reduced by the full amount of tax collections, yet still, suffering no 
loss in terms of their own currency, have no incentive to curtail supply: 
hence, it will still be the American exporters who bear the entire loss. 

Doubtless, a non-uniform American tariff will ordinarily bring 
benefits to certain American consumers, benefits which may, in a 
sense, compensate for the injury to others. However, I seriously ques- 
tion the possibility of demonstrating that the gains—either real or 
monetary—precisely offset the losses. The presumption is that in real 
terms they will not; and one might readily visualize a situation where 
they could not in monetary terms either.’ I question also whether such 
indirect benefits of a tax to certain consumers justify the conclusion 
that other consumers are not bearing the burden, if they admittedly 
have to pay higher prices as a direct consequence of the tax. If 
American consumers of whiskey, whatever the elasticity of their 
demand, have to pay more dollars than they would previously have 
had to pay for the amount of product they now enjoy, these additional 
dollars going to the U. S. Treasury, they are certainly bearing part 
of the burden of the tax. Moreover, these compensatory gains of other 
American consumers represent a tendency toward improvement in 
‘US. terms of trade. Neo-classical economists have long ago demon- 
strated this to be a means of imposing part of the burden of a tax 
on foreigners; but Rolph considers such changes irrelevant to the 
problem of incidence.® 


Moreover, I see no reason why this compensatory effect will so 


? Assume, fur example, that Britain exports two commodities to the United States, 
whiskey and woollens, receiving $5 million from each, that whiskey alone is subjected to a 
20 per cent duty, and that the American demand for British whiskey is, within the 
relevant price range, completely inelastic. In this event, the price of whiskey can rise by 
the full amount of the tax, British dollar receipts need never fall, and the exchange rate 
never change. American consumers therefore enjoy no compensatory fall in the dollar price 
of British woollens, and American whiskey consumers pay the entire tax—the familiar 
conclusion of partial equilibrium analysis, under these assumptions, 


*Tf, in the illustration of footnote 8, above, American demand for whiskey is not com- 
pletely inelastic, net dollar revenues of British whiskey exporters will decline compared 
with the pre-tax level, the pound will depreciate in terms of the dollar, and Americans 
will therefore obtain British woollens at a lower dollar price. This, I presume, is the 
compensatory benefit which Rolph alleges. This change in the woollens market is an 
improvement in American terms of trade: Americans are by this change obtaining 2 
larger quantity of foreign goods than before, for a given quantity of exports. 
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operate that American import duties of varying weights will on balance 
invariably take away dollar revenues from foreign producers precisely 
equivalent to the money yield of the tax.” Certainly Rolph nowhere 
demonstrates that this is so. If it is not necessarily so, American 
exporters need not lose dollars precisely equivalent to the tax. 

However, it is clearly possible for American exporters to suffer such 
a loss. Elasticity of American demand for various imports may cer- 
tainly be such that total dollar expenditures for them, including tax, 
may remain the same, or decline, as a result of differential tariffs. Fol- 
lowing Rolph, then, net dollar revenues of British exporters may there- 
fore fall by the full amount of the tax, or more, and American exporters 
may therefore find their revenues correspondingly reduced on convert- 
ing their pounds into dollars. How can it be almost inevitable that cer- 
tain American consumers bear part of the tax in the form of higher 
“prices, while it remains quite possible for American exporters at the 
same time to bear the entire burden? 

The suspicion arises that it is inappropriate to regard any such loss 
of income on the part of American exporters as incidence of the tax. 
The levy of increased income taxes will undoubtedly result in decreased 
income in certain consumption goods industries. If the tax proceeds 
are not spent,** this decrease of earnings will not be compensated by 
corresponding gains elsewhere; the industries originally affected, there- 
fore, will be incapable of recouping their losses except by forcing 
them partially on others. However, it is not customary, and correctly 
so, to say that these industries are bearing the tax, or that the original 
taxpayer has in this case successfully shifted the burden by not spending 
what the government has taken away! On the contrary, since tax re- 
ceipts are ordinarily spent (and since there is no reason, ‘a priori, to 
assume that governments ordinarily permit the process of taxing and 
spending to have deflationary consequences), these secondary effects 
will offset each other: some factors of production will lose, others gain, 
and, with complete mobility of resources, none need lose or gain— 
except the original taxpayer. 

» Tt will not do so under the conditions postulated in footnote 8, above. Indeed, as long 
as American demand for the imports singled out for taxation is less elastic than for other 
imports, British dollar receipts need not fall by the entire amount of tax collections. This 


may leave American consumers with less to spend on other products, but provides no basis 


for the supposition that the outcome will be a precisely equivalent reduction of dollar 
expenditures on British goods. 


“Not to mention the possibility that certain British exporters may also suffer a decline 
in pound income. However, it is true that, with flexible exchange rates, British exporters 
as a group cannot lose pound revenues, except as a result of the process outlined by 
Rolph. See footnote 5, above. 


2 Or, if, even though spent, the net effect of the taxation-expenditure is deflationary. 


See Otto von Mering, The Shifting and Incidence of Taxation (Philadelphia, 1942), 
pp. 138-41. 
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The loss of income by American exporters in Professor Rolph’s argu- 
ment seems similar to these secondary effects of an income tax. It is a re- 
sult of the reduction in dollar earnings of British exporters, caused by the 
tax. Moreover, it need only be temporary. Since the American govern- 
ment presumably spends the tax proceeds, the reduced earnings of 
American export industries may be balanced by increased earnings 
elsewhere. To the extent that productive factors in those export in- 
dustries are mobile, they may avoid all loss, thus, without forcing any 
losses on others. 

Professor Rolph would protest consideration of government expendi- 
ture of the tax proceeds (pp. 809-12). He argues that it is necessary 
to consider, first and separately, who pays the tax, and this is his 
present concern. Although I would be inclined to agree that one need 
not, in a discussion of tax incidence, consider kow the government 
spends the tax proceeds, I insist that in a discussion of the incidental 
effects of a tax, as here, it is misleading to refuse to consider whether 
it does so. 

When Professor Rolph states categorically that American exporters 
will suffer a loss of dollar income, which they will be unable to escape 
except by shifting the burden to others, he is not merely refusing to 
consider the expenditure of the proceeds; he is instead really assum- 
ing that the tax revenues are zot spent! True, there is no simple causal 
connection between the level of taxes and of expenditures: governments 
do not spend because they tax. But it is certainly even more unrealistic, 
in a general theory of incidence, to assume that governments consist- 
ently hoard tax receipts. If the U. S. government ordinarily spends the 
proceeds of its import duties, or transfers them to others (whether 
Army veterans, or taxpayers whose taxes would be higher but for the 
customs revenues, or bondholders whom the government pays off with 
these funds) who will spend them, neither American exporters nor 
their competitors need suffer any loss, reduced dollar earnings from 
exports being matched by increased earnings from domestic sales." 

If the foregoing argument is correct, Professor Rolph’s conclusions 

* Of course the government may hoard tax receipts, or transfer them to others who 
will. In this event, U. S. exporters will be unable to transfer to other lines without de- 
pressing the general price and (money) income level. Again assuming mobility and full 
employment, however, they should suffer no loss of real income. The real loss falls on 
the consumers of the taxed imports. 

Professor Rolph may profess lack of interest in. real gaius or losses, since he is inter- 
ested in the source of the tax monies (p. 604). This would seem to follow also from his 
implication, elsewhere, that consumers of taxed products do not bear the burden if their 
total money expenditures on these products do not rise. See p. 865, below. I submit that 
such a conception of incidence is a useless one. 

This peculiarity of Rolph’s conception of incidence is pointed out by James N. Morgan 


in an earlier comment, which, I regret to say, escaped my attention until the present article 
was in galley proof. Am, Econ. Rev., Vol. XXXVI, No. 3 (June, 1947), pp. 407-9. 
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must be incorrect even in the event dollar prices of imports do not rise. 
This is the case under the conditions which he originally assumes—a 
uniform ad valorem United States tax on all British sources of dollars— 
to which situation we may now turn. In these circumstances British 
exporters suffer no loss of pound income, have no incentive to raise 
their dollar prices or restrict exports, and American exporters do, at 
the outset, lose income by the full amount of the tax. If American 
exporters can avoid this loss without imposing it on any one else in the 
United States, who, then is paying the tax? 

British exporters part with the dollars, in the first instance, but 
evade the consequences by selling each of their remaining dollars at a 
higher price. To whom? Either directly to U.S. exporters, with pounds 
to sell, or to British importers, with dollar payments to make for 
American goods. To the extent the former are mobile, they reduce 
their supply, or charge higher pound prices, thus in any case shifting the 
burden to the latter. The tax burden then rests in whole or in part on 
the British consumers of American goods, who have to pay more pounds 
for their dollars, or for American goods, because the American govern- 
ment has taken away part of their previous dollar supply.** 

Although Professor Rolph recognizes the possibility of such an 
unfavorable outcome for British consumers, he argues on three grounds 
that they may not “in any meaningful sense” be said to be bearing 
this tax (pp. 800-801). 

1. There is “no obvious medium” whereby money payments get 
from British consumers to the U. S. Treasury. Actually, the route, as 
outlined above, seems reasonably direct. British exporters, formerly 
receiving $5 million, now turn $1 million over to the U. S. Treasury. 
However, they suffer ‘no loss because British consumers may (assuming 
unit elasticity of British demand for American goods) continue to pay 
them £1 million for the reduced number of dollars. British consumers 
therefore lose the dollars that the U. S. Treasury gains. 

2. “All of the tax burden is accounted for domestically,” t.e., by 
American exporters or their competitors. However, it has been our 
contention that these factors need not suffer any loss in income. Nor, 
in our present example, are either American consumers or British ex- 
porters suffering any loss. 

3. This loss of British consumers is matched, not by U.S. tax re- 
ceipts, but by the corresponding real gain of American consumers, who 
enjoy the same volume of imports as before and additional products 
produced by the factors of production no longer required in export in- 

* However, it is impossible to avoid Professor Rolph’s conclusion in his case (1)— 
where the quantity of American exports is fixed, because of the immobility of export 


factors. In this situation, the pound price of American goods cannot change, and only 
American exporters bear any loss. 
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dustries. However, if, as we have maintained, prices in the American 
market need not fall, because of the expenditure of the tax receipts (or 
remission of other taxes, or repayment of debt), the gain accrues not 
to American consumers, as such, but to the beneficiaries of the new 
tax receipts: recipients of increased transfer income from the govern- 
ment, or of expanded government services, or taxpayers whose load is 
correspondingly lightened. Their gain does indeed offset the British 


loss, because they receive the benefits of the tax which (assuming mo- 
bility of American export factors and unit elasticity of foreign demand : 


for U.S. goods) the foreigner pays! 

Professor Rolph’s second article, which considers the burden of 
import duties under fixed exchange rates, reaches the same conclusion, 
with one exception. This exception arises from the possibility of a flow 
of gold making good the deficiency in E’s supply of P’s currency 
(dollars), created by the levy. In this event, P exporters need suffer no 
loss of income. To the extent that gold does flow, Professor Rolph 
avers, the duty is really paid, not by P exporters, not by P consumers, 
but by P’s Treasury itself. It purchases the gold, and in this way makes 
available the currency that it collects or has collected from E exporters. 
I find this conclusion a strange one, for several] reasons. 

Professor Rolph has a right to use whatever definitions of “incidence” 
he finds useful. But when P’s Treasury simply exchanges one kind of 
standard currency—gold certificates—for another, of equal value— 
gold—it is difficult to see how, in any useful sense, it may be said to be 
bearing any burden at all. Where, then, does the tax come to rest?” 

1. E exporters lose both dollars and pounds, when the tax is levied. 
Unless P’s demand is completely inelastic, they cannot entirely pass the 
tax on to P consumers. How does Rolph avoid the conclusion that they 
must pay part of the tax? Their immediate income loss is offset, first, 
he says, by diversion of their resources to production for the domestic 
market. This is the usual partial equilibrium conclusion: to the extent 
that E’s supply is elastic, E exporters can shift. most. of the burden to 
P consumers.** The remainder of their loss, he says, is offset by in- 
creased net income, after taxes, of other E groups. This occurs because 
a condition of continued gold flow is a prevention of deflation in E 
(and inflation in P) by conscious government policy: Rolph assumes 
this action to take the form of a remission of income tax. The resulting 


1 Here we accept Rolph’s postulated condition of a uniform tax on all E sales in P, 
and no transactions other than merchandise trade. 

1 However, it also raises the possibility, which corresponds to Rolph’s case (1), in his 
first article, that E exporters cannot evade the burden in this way if their factors are 
immobile. See note 14, above. 
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increase of domestic expenditure, offsetting the loss of income from 
abroad, presumably makes it possible for E export factors to shift 
into. domestic production without lowering their own or others’ re- 
turns. 

But, clearly, to the extent that the loss of income of E exporters 
is offset, or prevented, by this adventitious interference, E’s govern- 
ment has taken over the burden of P’s taxes. In the end, it may in turn 
pass the blow on to E’s postal employees, or to children who do not get 
the planned new school house, or to future taxpayers who may have 
to service the higher debt occasioned by this reduction in tax revenue. 
In any event, one can scarcely argue that E has shifted the tax in this 
fashion to anyone in P—least of all P’s Treasury. 

2. Unless E’s supply is completely inelastic, P consumers pay higher 
prices for E’s products (still assuming gold bridges the balance-of- 
payments gap). How does Rolph avoid the conclusion that they pay 
part of the tax? 


This view leaves much to be desired. .. . It is possible, to be sure, that United 
States consumers have inelastic demands for British products and pay abso- 
lutely more dollars for fewer goods. But the reverse may equally be true.... 
It would be awkward to suppose that United States consumers bear the tax if 
their demand elasticity for British goods is less-than unity and that they do 
not bear the tax if their demand elasticity is more than unity (p. 616). 


This is certainly an unusual conception of the meaning of incidence. 
Does Professor Rolph imply that the incidence of an excise tax hinges 
not on what happens to the price of the taxed commodity, but on what 
happens to total consumer outlay for it?" 

The elasticity of P’s demands for E goods zs relevant to Rolph’s 
categorical conclusion that the tax must rest entirely with P’s Treas- 
ury or P’s exporters. If this demand has less than unit elasticity, total 
P expenditure on E goods will rise, E’s net receipts will not decline by 
the full amount of the tax, and hence neither gold flow nor a deflation- 
induced reduction of purchases by E of P goods need amount to the 
full tax payment. 

This takes us to the more general case—where deflation in E and/or 
inflation in P restore balance-of-payments equilibrium, and halt the 
movement of gold. Rolph’s thesis is that both of these developments 
result in reduced purchase by E of P’s goods, thus laying the burden 
entirely on P export factors (or those with whom they come into 
competition if they shift into other fields of production). To this argu- 
ment, I offer the following two objections: 


£T suspect that he does. See note 13, above. 
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1. Rolph nowhere considers the possibility that deflation in E or 
inflation in P will help restore equilibrium also by inducing increased 
P expenditures on E goods, compared with the pre-tax situation.” 
To the extent this occurs, it would appear, P export factors need not 
bear the entire brunt of the adjustment. 

2. If it is relevant to consider the likelihood of Treasury spending 
of tax proceeds, P exporters can recoup their losses without forcing 
them on others, as we have already argued. If this is so, where does 
the burden rest? To answer this question it becomes necessary once 
again to turn to the neo-classical theories which Rolph criticizes, as 
we have previously done in the case of fluctuating exchange rates. 
For example: let us assume that P exporters do initially bear the entire 
burden, in the fashion described by Rolph, and that E demand for 
P exports has unit elasticity. If P’s government spends its new revenues 
to build a new post office, and supply school children with free lunches 
and baseball uniforms, E export factors may turn to the provision of 
these goods and services, without loss of income. This results in a 
reduced supply of P goods in E’s market, but an unchanging return 
in terms both of money and of E goods obtained in exchange. In the 
case, surely, it is the foreign consumer, and no one else, who is paying 
for these added goods and services enjoyed by the beneficiaries of P 
government expenditures. He pays it by giving up the same quantity 
of goods as before, in exchange for a diminished quantity of P goods, 
thus releasing some of P factors to the supply of these domestic wants— 
in short, by poorer barter terms of trade. 

*8'He recognizes (pp. 618-19) that deflation in E will increase the volume of its exports. 
But this adjustment merely operates in the direction of restoring the volume, hence the 
dollar price, to the pre-tax level, from which they had departed because of the shifting of 
E factors of production out of export industries. In the end, therefore (he implies but no- 
where says, explicitly) gross dollar receipts (including taxes) will be at the pre-tax level, 
and net receipts will be lower by the full amount of the tax. Meanwhile, E deflation 
directly and immediately reduces earnings of P exporters. 

While this demonstrates clearly that the brunt of the adjustment of E’s deflation will 
fall on P export revenue, it by no means proves thal the recovery of the volume of E 
exports, the decline of dollar prices, and the recovery of gross revenue (assuming elastic 
demand) need halt precisely at pre-tax levels. It is certainly possible that part of the 
balance-of-payments gap will be eliminated by a rise in E gross export revenue over the 
pre-tax level. 

This would seem especially true to the extent that equilibration occurs through inflation 
in P, Here (pp. 624-25) it is literally true that Rolph does not consider the effect on E 
export volume. If deflation in E restores equilibrium by shifting E’s demand curves (in- 
cluding the demand for imports from P) to the left, it is difficult to see why inflation in 


P will not restore equilibrium by shifting P’s demand curves (including the demand for 
E’s products) to the right! 
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REJOINDER BY EARL R. ROLPH 


Because of space limitations I shall confine my remarks to the por- 
tion of Mr. Kahn’s criticisms which appears most damaging to my 
general proposition that import taxes are borne internally by reducing 
the money incomes of exporters and their competitors for income,* 
rather than by foreign consumers and domestic consumers as the re- 
ciprocal demand tradition holds or by foreign producers and domestic 
consumers as the partial equilibrium approach holds. 

On pages 861-63, Mr. Kahn develops the important criticism used in 
conjunction with several later arguments, that my conclusions implicitly 
assume income deflation in the taxing country (P) and that my results 
would not follow if I had assumed that the “government spends the 
tax proceeds.”” He holds that if the government increases its expendi- 
tures equal to the tax yield, the incomes of other groups in the economy 
offset any losses to P’s exporters, and if perfect mobility exists there 
is no loss at all to those in export industries. My exposition might have 
been clearer on this point. The use of some illustrative figures for in- 
come accounts will, I believe, demonstrate that no such assumption is 
involved. Suppose the following facts: 


Period 0 Period 1 Period 2 
E= 40 E= 40 E= 4i 
Y,= 40 Y,= 41 Y,= 41 
C= 150 Cx=150 C=149 
I= 25 I= 25 I= 25 
== 215 ¥,==215 N=215 Y,=215 N=215 Y,=215 


In period 0, there are no import taxes. Government expenditures upon 
products (E), private consumption expenditures (C), and private net 
investment (I) equal net national product (N). Government net in- 
come (Yg) together with private net incomes (after deducting taxes) 
(Y+) equals net income of the community as a whole (Yr).* The import 


*In the case of fixed exchanges with gold or foreign exchange movements toward the 
taxing country, the taxing government pays in part or in whole its own taxes. 


°? This expression is not a happy one. It suggests that balanced budgets must be supposed 
for purposes of tax theorizing, which if true means that conclusions can have little ap- 
plicability to actual economies, 

*A detailed exposition of the meaning of these concepts as used may be found in E. 
R. Rolph, “The Concept of Transfers in National Income Estimates,” Quart, Jour. Econ., 
Vol. LXII (May, 1948), pp. 327-61. 
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duties go into effect at the opening of Period 1 and with self-adjusting 
exchanges appreciate the dollar and result in a loss of income to P’s 
exporters equal to the yield of the tax. This is shown by a reduction in 
private money incomes to 174 in Period 1. To this point, Mr. Kahn 
and I are in agreement (see footnote 14 of his paper). In accord with 
his suggestion, P’s government is assumed to increase its expenditures 
to a total of 41—-an increase equal to the tax. Hence P’s government 
fiscal action has a neutral income effect over time because its present 
expenditures equal its past period income.‘ If private groups also be- 
have in a-neutral manner, the increase in government expenditures is 
offset by an equivalent decline in private expenditures, shown as a re- 
duction in C to 149. For the three periods there is no aggregate income 
deflation, but of course private incomes have fallen by 1. As the ex- 
porters adjust, the best they can do is to spread some of this loss 
over other income recipients by competition. In subsequent periods, 
their shift to other fields brings down the money incomes of those 
already established there, leaving aggregate private net incomes lower 
by 1. 

If, instead, P’s government were to reduce another tax to offset 
the deflationary effect on private consumption (or investment) expendi- 
tures occasioned by the increased yield of the import taxes, there is 
likewise no aggregate income deflation. The theory does not require a 
particular assumption as to how a government adjusts to a higher yield 
of one tax. In my original exposition, the argument is presented in terms 
of what people’s money incomes net of taxes are in the present as com- 
pared to what they would be in the present rather than what they 
historically were before the imposition of taxes, which is a more general 
and I believe a more accurate way of posing the problem. But Mr. Kahn 
is mistaken in supposing that the argument presupposes net value prod- 
uct deflation over time. It does, of course, assert that private net Incomes 
(after taxes) are reduced, which is one reason for holding that import 
taxes act like income taxes collected at the source. Because Mr, Kahn 
believes I have fallen into error in implicitly assuming aggregate income 
deflation, at many subsequent points in his criticisms he assumes the 
yield of the tax is not fully accounted for and looks to foreign or 
domestic cunsumers for an adequate explanation. But if the above 
argument is valid, his explanation accounts for more tax burden than 
the tax yields to Ps government. 

In attempting to place some of import tax burden upon foreign con- 

‘This exposition is based on the type of monetary theory espoused by D. H. Robertson 
without his terminology. Note that the test of whether a government behaves in an infla- 
tionary, deflationary, or neutral manner involves comparison of its income in one period . 


with its income-generating expenditures in the next. This means that budgets which are 
simultaneously in balance need not give neutral results. 
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sumers, Mr. Kahn argues that E’s consumers do provide dollars to 
P’s government. But how can E’s consumers have dollars when with 
fluctuating exchanges, no dollars are to be found among the British 
at all, except the dollar checks of P’s importers momentarily in the 
hands of E’s exporters? British consumers cannot pay taxes in dollars ‘ 
because they have no dollars. 

For the case of fixed exchanges, Mr. Kahn objects to my conclusion 
that with no internal monetary adjustments to gold flows, P’s govern- 
ment pays its own taxes. His criticism does not take into account the 
mechanics of international gold or foreign exchange movements (see 
. page 864 of his comment). When the United States Treasury buys gold, 
it releases cash (not gold certificates) of equal amount to the seller. 
It may or may not, but usually does, restore its balance by having the 
Reserve Banks increase their gold certificate account. The point omitted 
by Mr. Kahn is the release of cash by the Treasury. In the case of 
import taxes with no internal adjustments, the Treasury does not 
release cash on balance because the demand deposits it releases in 
exchange for gold go into the foreign exchange market and back to the 
Treasury as tax yield. When it is stated that the Treasury in such a 
case bears its own tax, it does not mean that there is anything painful 
involved. I mean that the Treasury act of buying gold (or foreign 
exchange) generates income which accrues to the Treasury itself as 
tax yield. Normally it would accrue to private groups. 

Several of the criticisms made by Mr. Kahn involve technical points, 
particularly those relating to non-uniform duties, which would take 
too much space to discuss adequately at this time. Cases where import 
taxes may occasion higher prices for imports were discussed in the 
original papers, but not considered as evidence that consumers pay such 
taxes and for two general reasons: (1) the yield aspects of the tax 
can be fully accounted for in a precise way in the income effects and 
(2) the theory as suggested is more general in the sense that it is 
consistent and symmetrical regardless of the resource allocation effects 
of the tax. Perhaps I should have explained in the articles in question 
that they were designed as a part of a general revision of ordinarily 
accepted theories of all kinds of excise taxes.° 

"I should like to acknowledge at this time the criticisms of J. N. Morgan (Cf. “The 
Burden of Import Duties: A Comment,” Am. Econ. Rev., Vol. XXXVII [June, 1947], 


pp. 407-409), who defends the neo-classical theory against my objections. Some of his 
criticisms are dealt with in the foregoing remarks. 


MARGINAL COST CONSTANCY AND ITS IMPLICATIONS 
By Hans APEL* 


To judge from some recent indications, it almost seems that the 
_ proposition of marginal cost linearity resembles the hydra of mythical 
fame: it continues to thrive in spite of much well-founded criticism 
against it. One can observe a dangerous tendency to misinterpret the 
evidence of the case and to build on insufficiently tested ground. 
Perhaps it is the very extent of the discussion concerning this problem 
that has made the evidence behind it appear much stronger than it 
actually is. Two recent contributions which have attempted to draw 
implications from this assumed cost linearity demonstrate the issue 
well: they are Professor Hansen’s article on “Cost Functions and 
Full Employment,’ and Professor Eiteman’s communication dealing 
with the “Factors Determining the Location of the Least Cost Point.’ 
Since they refer not only to interesting aspects of theory but also bear 
directly on matters of great practical importance, it becomes imperative 
to appraise the validity of these arguments after drawing attention 
once more to the status of the cost-curve controversy with which they 
are so intimately connected. 
I 

In order to gain from the start a somewhat clarified picture of the 
empirical evidence that has accumulated so far, the pertinent studies 
so frequently quoted in this discussion are roughly characterized i in the 
table on page 871. 

The three studies in group I are of a more general nature and can- 
not by their very nature contribute much to the complex problem of the 
cost function. The latter, it must be kept in mind, is a ceteris paribus 
proposition that demands an intricate processing of the normally avail- 
able accounting data, if these are to yield the hidden relationship which 
the cost function represents. 

The Topkis and Hall-Hitch studies, both primarily concerned with 


* The author is associate professor of economics at Middlebury College. 

* This seems to account for the strange presentation found in the latest edition of Profes- 
sor Froman’s textbook Principles of Economics (R. D. Irwin, Chicago, 1946), when the 
various pertinent strands are tied together. While apparently accepting the evidence for 
cost linearity at its face value, he nevertheless assumes a “very sharply” rising marginal 
cost curve (pp. 342, 343, 379n, 390n, 391). 

* Am. Econ, Rev., Vol. XXXVII, No. 4 (Sept., 1947), pp. 552-65. 


*Am. Econ. Rev., Vol. XXXVII, No. 5 (Dec., 1947), pp. 910-18. 
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other aspects of their investigation, get their results mainly from un- 
processed accounting data, the former obviously including “labor over- 
head costs,” the latter, general overhead as well as selling costs. This, © 
of course, introduces the very elements of complexity which under the 
ceteris paribus qualification should be eliminated before the true cost 
function can be established. Apart from this procedural shortcoming, 
the evidence presented for marginal cost linearity is not impressive. 
Only one of the firms interviewed by Hall-Hitch reported decreasing 


Cosr STUDIES 


y F 5 , Number of 
P a r Author ; Industry Studied Firms 
HAHEATION Studied 
I. General Cost Studies 
1936 Topkis® Cement 12 
1939 Hall-Hitch> Miscellaneous 38 
1941 Oliver? Al industry — 
IT. Cost Function Studies 
A. Based on data within “normal” range of output 
1933 Ehbrke? Cement i 
1935 Topkis-Rogers*® Steel 15 
1940 Yntemaf 4 
1941 Ezeki eee U. S. Steel Corporation i 
1941 Dean Leather belts 
1941 Dean! Hosiery mill 1 
1946 Lester! Miscellaneous 58 
B. Based on data for entire output range 
1940 Whitman* Department store 1 


«B. H. Topkis, “Labor Requirements in Cement Production,” Mo. Lab. Rev., Vol. XLT 
(Mar. 1936), p. 575. 

PR. L. Hall and C. J. Hitch, “Price Theory and Business Behaviour,” Oxford Economic 
Papers, No. 2 (May, 1939), 

e H, M. Oliver, Jr., “The Relationship between Total Output and Man-Hour Output in 
Manufacturing Industry,” Quart. Jour. Econ., Vol. LV (Feb., 1941), pp. 239-54. 

è Kurt Ehrke, Die Ueberseugung in der Zementindustrie von 1858-1913,” (Jena, 1933), 
pp. 251--310. À 

° United States Steel Corporation, T.N.E.C. Papers (U. S. Steel Corp., New York, 1940), 
pamph. 6. 

f B. H. Topkis and H. O. Rogers, “Man-Hours of Labor per Unit of Output in Steel,” 
Mo, Lab. Rev., Vol. XL (May, 1935), p. 1161. 

€ M. Ezekiel and K. H. Wylie, “Cost Functions for the Steel Industry,” Am. Stat. Assoc. 
Jour., Vol. XXXVI (Mar., 1941), pp. 91-99, 

" Joel Dean, The Relation of Cost to Output for a Leather Belt Shop (Nat. Bur. Econ, Re- 
search, New York, 1941). 

ai z Dean, Statistical Cost Functions of a Hosiery Mill (Univ. of Chicago Press, Chicago, 
1941). i 

IR. A. Lester, “Shortcomings of Marginal Analysis for Wage-Employment Problems,” 
Am, Econ. Rev., Vol. XXXVI, No. 1 (Mar., 1946), pp. 67-75. 

*See “Round Table on Cost Functions and their Relation to Imperfect Competition,” 
Am, Econ. Rev., Vol. XXX (May, 1940), pp. 400-02. 
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marginal cost “up to full capacity”; of the twelve others with decreas- 
ing marginal costs, five were clearly operating at low depression outputs, 
and there is no clear indication that the same was not true of the 
remaining seven firms.‘ 

The cement industry, which Topkis studied, has a rather uncommon 
technology. Each plant usually has several kilns. A kiln must be op- 
erated at full capacity if at all; so output variations are effected by 
operating fewer or more kilns. Kilns of the same type and size, working 
at uniform full capacity, cannot possibly have different cost functions. 
This means that the decreasing costs which the study reveals must 
necessarily be traced to the influence of overhead costs. 

Oliver’s investigation undertakes a comparison between aggregate 
production and employment data for the period 1933-1938, these data 
being taken from Federal Reserve Board and Bureau of Labor statis- 
tics. Since average industrial output during this period was certainly 
close to the least cost point on a conventionally shaped cost curve, con- 
stant or slightly decreasing costs such as he establishes are to be ex- 
pected." 

If we turn now to an appraisal of the more specific cost function 
studies as listed in group II, the following basic strictures apply: 

1. Of the studies under (A), five were admittedly based upòn plant 
operations considerably short of the peak capacity technically possible. 
The two others, while claiming validity for the entire output range, 
do not substantiate this claim satisfactorily. The linearity conclusions 
drawn from these studies consequently do not apply to the extreme 
right of the output range which is the very region of crucial importance 
in regard to the behavior of the marginal cost curve. The only study, 
listed under (B), which definitely refers to the entire range, establishes 
constant cost under normal conditions but steeply rising marginal 
costs at the seasonal Christmas peak. Conventional assumptions of 
severely diminishing returns at extreme levels of output are thus clearly 
upheld. 

2. ‘The adequacy of the methods and techniques used in these studies 
which deal with an inherently very difficult problem, must seriously be 

*To judge from Hall-Hitch’s “Appendix E,” only 13 out of the 38 firms questioned 
gave pertinent answers, the above mentioned 10 firms indicating decreasing, the other 
3 increasing costs. Footnote 1 on page 20 of their article, however, refers to 13 firms with 
decreasing, 4 with constant, and 2 with increasing costs. 

"The author recognizes this when he says: “During that period recovery never pro- 
gressed to the point where there was no longer . .. a considerable amount of unused 
capacity” (op. cit., p. 253). 

“This refers to the cases of Ehrke and Lester. With regard to Ehrke, Staehle (see 
footnote 7) states on page 328 that he is the “only one to have secured observations... 
on (the) extreme reaches of the total cost curve. ...” This, however may be doubted 


because he refers to only one such case in which the highest rate of output is not more” 


than 7 per cent beyond the one obtainable at least unit cost. Professor Lester’s claim of 
covering output ranges up to full capacity falls to the ground as soon as one doubts that 
he has succeeded in establishing a clear concept of “capacity.” 
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doubted, as doni in the critical appraisals listed below.” These perti- 
nent strictures can be summarized as follows: 

a. Empirical studies of the cost function run up against a host of 
difficult problems; these consist in eliminating effects from (a) 
technological change, (b) change in the size of equipment, (c) 
changes in factor prices, (d) changes in the rate, direction, perma- 
nence, and spread of output; and in (e) measuring a diversified 
output, and (f) separating costs, unless they are in the most im- 
mediate sense direct ones, into those which depend on lapse of 
time and those which depend on utilization.’ Only if all this is 
successfully done, is the ceteris paribus condition which the the- 
oretical cost function implies fulfilled. 

b. Even very slight deviations from cost linearity are sufficient to 
cause considerable curvature in the marginal cost curve. But such 
deviations, though existing in reality, are likely to disappear due to 
biases in the procedure which specifically flow from (a) the gen- 
erally used method of straight line depreciation, (b) the use of a 
fairly long output unit leading to average output rates, and (c) 
from the fact that statisticians frequently prefer the adoption of 
a linear equation regression.’ 

c. While all these objections question the reliability of the results 
shown by the various empirical studies, the possibility of cost 
linearity if viewed as an exceptional and special case only, is in 
no way excluded by conventional marginal theory. Cost functions, 
either almost or fully linear, should be expected wherever given 
conditions of production are inherently unfavorable to diminishing 
returns, as may be the case where the capital/labor ratio is small, 
or where a high degree of flexibility is built into a plant, or where 
a plant is designed for uniform peak performance.” 

It is pertinent to point out that these criticisms have not been re- 


TG. J. Stigler “Production and Panon in the Short Run,” Jour. Pol. Econ., Vol. 47 
(June, 1939), pp. 312-22. 

R. Ruggles, “The Concept of Total Linear Cost Output Regressions,” Am, Econ. Rev. 
Vol. XXXI, No. 2 (June, 1941), pp. 332-35. 

C. R. Noyes, “Certain Problems in the Empirical Study. of Costs,” Am. Econ. Rev., 
Vol. XXXI, No. 3 (Sept., 1941), pp. 473-92. 

Hans Staehle, “Statistical Cost Functions: Appraisal of Recent Contributions,” Am. 
Econ. Rev., Vol. XXXII, No. 2, Pt. 2 (June, 1942), pp. 321-32. 

Caleb Smith, “Cost-Output Relation for U. S. Steel,” Rev. Econ, Stat., Vol. XXIV 
(Nov., 1942), pp. 166-76. 

Cost Behavior and Price Policy (Nat. Bur. Econ. Research, New York, 1943). 

Everet Straus, “Cost Accounting and Statistical Cost Functions,” Am. Econ. Rev., Vol. 
XXXV, No. 3 (June, 1945), pp. 430-31. 

8 Cf. Staehle, of. cit., p. 324; Smith, op. cit, p. 166; Noyes, op. cit., p. 491; Cost Be- 
havior, pp. 52-77; Straus, op. cit, pp. 431-32; and Stigler’s comment in “Round Table on 
Cost Functions,” Am. Econ. Rev., March, 1940, p. 401. 


° Cf. Smith, p. 166; Ruggles, p. 334; Staehle, p. 329; Cost Behavior, pp. 88 and 96. 


"Cf. Stigler, "Production and Distribution In Wie Blurt Ruu, Jour. Pol, Boor., Juno, 
1939, pp. 312-22; Cost Behavior, pp. 111-13. 
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futed, but have been reaffirmed in the exhaustive “Cost Behavior” 
study.” 

3. The sample is small and unrepresentative. The two studies which 
provide the bulk of the evidence, in so far as numbers of firms are 
concerned, are the least convincing. The Topkis-Rogers investiga- 
tion of 15 steel producers represents the situation of these mills at a 
time when they were operating at 55-60 per cent of their capacity. 
This means that the stricture referred to under (1) applies. The 
Lester study, which relates to 58 firms, suffers from particularly severe 
procedural defects: such as the exclusive use of so unreliable a method 
as the questionnare technique and of an undefined and highly ambigu- 
ous concept of “capacity.” There is also good reason, supported by 
Professor Lester’s own argument, to doubt the representative character 
of the firms he has investigated." 

4. It is this writer’s contention that the Ehrke study has been mis- 
interpreted with regard to the cost-linearity conclusion. Ehrke himself, 
it is true, makes this claim, which Staehle has also accepted.** But a 


4 Cf. Cost Behavior, pp. 110-11, where the following conclusion is offered: “The ex- 
amination of empirical studies in Sections 2 and 3 concluded that in the cases explored 
a linear cost function was the most probable relation within the observed range of 
fluctuations of output, although basic difficulties in the methods and techniques made it 
impossible to place sufficient confidence in the solution to preclude marginal cost curves 
with considerable curvature. This conclusion certainly does not justify the statement that 
all cost functions are linear, but it does suggest that the conditions underlying discussions 
of -‘diminishing returns’ not only need to be re-examined, but may not be as typical as 
presumed, Indeed, even so cautious a conclusion as this must be qualified. The results of the 
Several types of empirical studies designed to measure cost-output relationships must be 
substantially influenced by the accounting conventions for allocating costs over different 
periods” (italics supplied). 

* Professor Machlup, in his article on “Marginal Analysis and Empirical Research,” 
Am. Econ, Rev., Vol. XXXVI, No. 4, Pt. 1 (Sept., 1946), pp. 550-52, has already criticized 
this procedure. This writer feels even more strongly in this regard, and considers the use 
of an undefined “capacity” concept, the ambiguity of which is stressed even in elementary 
economics, an outrightly “objectionable” course. Professor Lester has countered such 
criticism with the assertions that “definition was not necessary” and “would only have 
been confusing and fruitless.’ (See his “Marginalism, Minimum Wages, and Labor 
Markets,” Am. Ecun Rev., Vol. XXXVII, No. 1 LMarch, 1947], p. 138.) May this not 
indicate that Professor Lester, recognizing the difficulties of his project, preferred to evade 
them rather than to overcome them? After all, he himself admits at least the partial 
justification of the criticisms when he says that “most of the businessmen I have talked 
with seem to think of plant capacity” in the way assumed by him (ibid., italics supplied) ; 
and such different answers as “Theoretical 100% is likely to produce too many strains” 
and “By reducing from more than 100% of capacity to 100%, costs are likely to fall” 
testify clearly to the underlying confusion. Cf. “Shortcomings of Marginal Analysis,” 
Am, Econ. Rev., March, 1946, pp. 68, 70. 

“He remarks that “the flexibility of many plants is, however, extremely limited, espe- 
cially those designed for earlier stages of manufacturing such as the smelting, refining, 
compounding, and rolling of materials” (ibid., p. 73). Not one of the 58 firms investigated 
by Professor Lester. belongs in this important group in which conditions of diminishing 
returns are likely to be more accentuated. 


4 Op. cit., p. 326. 
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close inspection of Ehrke’s chart opposite page 305 shows, particularly 
with regard to the lines representing the periods of 1888-89 and 1897, 
that the linearity is only apparent and not real. Marginal costs derived 
from his figures in Table 9, p. 304, are in six cases out of the eight 
that can be traced, sharply increasing, even while unit costs continue 
to decline. It is wholly implausible to assume that the sharply rising 
trend in the marginal cost curve before it cuts the average curve 
should not continue beyond the latter. And this is exactly what hap- 
pens in the only recorded case where production is carried beyond the 
least cost point.“ The linearity conclusion is not borne out at all by 
these facts. The fact that this firm, with one exception, always operated 
within the decreasing cost range admits of two alternative explanations: 
either capacity was always kept ahead of demand, or this was a case 
of a plant designed for high capacity production. The latter fact would 
naturally express itself in a cost curve on which the least cost point 
would lie relatively far to the right. |. 

The following propositions, it would seem, are fair conclusions sum- 
ming up the evidence as related to the present status of the cost curve 
controversy: 

1. The evidence suggests that the normal range of output, apart from 
the extremes of a cost curve, may frequently have constant unit costs 
rather than the slightly decreasing and increasing cost behavior shown 
in the conventional diagrams. 

2. The main assumption, flowing from the concept of diminishing 
returns, that the marginal cost curve must show steep extremes has not 
been disproved. On the contrary, it was upheld in the few cases where 
a reliable test was possible. 

3. A conclusion as to what actually is the “typical” shape of the 
cost curves cannot be drawn from the evidence. Since, on a priori 
grounds it seems doubtful whether a “typical” cost curve can result 
from the diversity of cost conditions, the conventional type of presenta- 
tion still retains its merits. 

4. Considering, as Stigler does, flexibility as the potential clue to 
cost linearity, and viewing the achievement of greater flexibility as 
one aspect of the general process of technological improvement, one 
may venture the idea that a trend towards cost linearity over the normal 
range of output is indicated. If, through more refined methods, which 
would have to remove the linear bias in our empirical approach, such 
linearity would be supported, a double-kinked shape in which the two 


* The figures show this strikingly: average unit costs are 5.73, 4.89, 4.88, and 5.12 
accompanying outputs of roughly 6.000, 9.700, 10.500, and 11.000 units; marginal costs © 
for the last three output figures are 3.56, 4.74, and 10.00. If one takes into consideration 
that net price was around 11.00, output only 7% beyond the optimal cost point, it almost 
seems that conscious marginal considerations may have dictated output determination. 
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kinks would separate the steep extremes from an almost or entirely 
flat middle range, might then emerge as most representative of gen- 
eral cost behavior. But if such functional dependence on the state 
of technological development should prevail, this might imply the 
existence of a great many cost curve shapes “typically” related to 
specific industries. It might be a fruitful suggestion for researchers to 
work in this direction. 


II 


Professor Hansen, in his previously mentioned article, investigates 
the specific effects that cost linearity would exercise upon the achieve- 
ment of a full-employment economy. Since, within-the context of his 
thesis, only the linearity at the extreme right of the cost curve matters 
and since this has been shown to be a not sufficiently supported pro- 
position, his entire argument becomes exceedingly hypothetical. 

Although there are several references to the “tentative” character 
of the empirical results upon which the argument is based, Professor 
Hansen’s procedure is not sufficiently careful to avoid misinterpretation, 
or even misrepresentation, of the results. In all the three instances 
in which Professor Hansen points to the support which the cost linearity 
thesis has found, his presentation is incomplete and misleading: Keynes, 
contrary to Professor Hansen’s interpretation, had definitely refused 
to accept this thesis.” The “Cost-Behavior” study is cited as support 
without any reference to the severe strictures against the validity of 


* A similar approach, obviously coincidental, can be found in J. S. Bain, Pricing, Dis- 
tribution, and Employment (Henry Holt and Co., New York, 1948), p. 77. 


™ Relevant passages of Keynes’ article are cited as indicative of a change of heart: 
“Js it the assumption of increasing marginal cost in the short period which we ought to 
suspect? Mr. Tarshis finds part of the explanation here, and Dr. Kalecki is inclined to 
infer approximately constant marginal cost.... We should all agree that if we start from 
a level of output very greatly below capacity, so that even the most efficient plant and 
labour are only partially employed, marginal real cost may be expected to decline with 
increasing output, or, at the worst, remain constant. But a point must surely come, long 
before plant and labour are fully employed, when less efficient plant and labour have to 
be brought into commission or the efficient organization employed beyond the optimum 
degree of intensiveness. Even if one concedes that the course of the short-period marginal 
cost curve is downwards in its early reaches, Mr. Kahn’s assumption that it eventually 
turns upwards is, on general common-sense grounds, surely beyond reasonable question; 
and that this happens, moreover, on a part of the curve which is highly relevant for 
practical purposes. Certainly it would require more convincing evidence than yet exists to 
persuade me to give up this presumption. .. . Nevertheless it is of great practical impor- 
tance that the statisticians should endeavour to determine at what level of employment 
and output the short-period marginal cost curve for the composite product as a whole 
begins to turn upward and how sharply it rises after the turning-point has been reached” 
(italics supplied). (In “Relative Movements of Real Wages and Output,” Econ. Jour., 
March, 1939, pp. 44-45.) 


\ 
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much of the research methods involved." And, finally, the criticism of 
Lester’s grave procedural defects which Professor Machlup had sup- 
plied in great detail, is by-passed with the remark, relegated to a foot- 
note, that it contained no successful attack against the empirical. 
findings. 

Apart from its weak foundation, the argument contains a number of 
inconsistencies, and the crucial part of the underlying theoretical reason- 
ing lacks validity. 

First, the linearity thesis itself is used in a highly comite manner 
throughout the argument. The latter rests basically on the assumption . 
that the marginal cost curve, in accordance with results established by 
recent empirical research, can be assumed to be linear up to full ca- 
pacity. A number of passages are fully in line with this view. But 
others are not.” They indicate merely the assumption that linearity 
prevails over large ranges of output, but not over the extreme right 
of the cost curve. Since these two propositions represent the crucial 
difference in the entire cost-curve controversy in which Professor Han- 
sen takes so decided a stand, he cannot logically have both opinions 
at the same time. For the sake of his argument, however, both views 
prove to be convenient: the first is used to overcome the difficulties of 
a transition period to full employment in which the economy is not 
“perched high up on steeply rising marginal cost curves,’”* while only 
the second one is able to support the overcapacity-argument which Pro- 
fessor Hansen so greatly emphasizes for the period of established full 
employment. 

Secondly, it seems inconsistent to combine the thesis of induced 
overcapacity during full employment and the belief in prevailingly 
linear marginal cost curves. If this belief is justified in regard to 
present conditions, it should be no less appropriate for conditions of 
full employment.” If, on the other hand, marginal costs remain con- 

% Cf, Hansen’s statement, “The Committee concludes that empirical studies indicate with 
few exceptions a linear cost-output relationship” (op. cit, p. 560), with the cautious 
wording cited in footnote 11. 


39 |. as boom conditions are approached” (ibid., p. 559): “. .. as boom conditions of 
demand develop (ibid., p. 557); “. . . assumptions usually made with respect to sharply 
rising marginal cost curves” and “. .. without the economy being perched high up on 
steeply rising marginal cost curves” (zbid., p. 561). 

“oc... Keynes . .. concluded that possibly the cost curves were flatter than he had 
formerly supposed” (ibid., p. 559); “. .. The suggestion that marginal costs approach the 
‘horizontal over large ranges of output’ is of the utmost significance .. .” (ibid., p. 560); 
“Tf these assumptions are correct, it means that we shall be compelled to operate for a period 
under conditions of high marginal cost...” and “. . . until we become sufficiently saturated 
with plant and equipment so that cost functions would again become linear” (ibid., p. 563). 


* Italics supplied by this writer. 
2 As argued on p. 882, cost linearity appears to be much more feasible under established 
full employment than it is now. 
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stant, or even decrease up to capacity, the overcapacity assumption 
becomes absurd. 


Thirdly, there is certainly a lack of coherence when the role of. 


marginal costs in the price-determining process is highly stressed on one 
side, and, on the other side, Professor Lester’s empirical findings, 
which attempt to undermine this role, are upheld.” Finally, Professor 
Hansen’s two statements mentioned below™* present a hardly recon- 
cilable contradiction, unless “vigorous” booms are assumed not to be 
“short-lived,” which is certainly not a generally valid proposition. 

The main criticism, however, rests primarily on objections against 
the two fundamental tenets of the argument: one, the implication that 
“the structure of costs, prices and profits” (italics supplied)” holds 
the clue to the problem of full employment; the other, that linear cost 
functions “are a highly favorable fact for full-employment policy.” 
Compared with these objections, some others related to the role which 
overcapacity would have to play under attained full employment, and 
to the oversimplified solution of the problem of possible labor shortages, 
play a relatively minor role. 

Professor Hansen does not state clearly what specific relationships 
he has in mind when he refers to this “structure of costs, prices and 
profits.” From the entire context, however, one must conclude that 
it refers specifically to the influence that marginal costs are bound to 
exercise upon prices and profits. Without going into the complex 
processes which govern price determination, Professor Hansen seems 
to assume that steeply rising marginal costs alone are responsible for 
the “abnormally high profits” that cause general instability and fateful 
distortion of income distribution.” It is not easy to see how this assump- 
tion can be backed up. Under perfect competition there can be no 
direct price-determining influence from marginal costs; these bear only 
on output determination which, in turn, influences aggregate supply 
which, finally, affects price. Under conditions of monopolistic compe- 
tition, output and price determination are mutually related and depend 
upon the assumed shape of the demand curve. Where prices are ad- 
ministered, marginal costs can hardly be assumed to have any effect, 


** See Topkis, “Labor Requirements in Cement Production,” Mo. Lab. Rev., March, 1936, 
p. 560, footnote 4. 

** During the short-lived boom “there is neither time nor incentive to bring capacity 
up to... low unit cost” (op. cit., p. 558); during sufficiently vigorous booms, “capacity 
tends to be adjusted to the ‘peak ‘load? so that total unit costs, even at high output, are 
fairly flat” (zbid., p. 564). 

* Ibid., p. 553. A determining relationship between marginal costs on one side, prices 
and profits on the other is also assumed on pages 562, 564. 

= Ibid., p. 560. : 

* Various references can he found on pages 553, 558, 561, 564, 
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because this would introduce the very price instability which this tech- 
nique attempts to prevent. 

While the preceding brief remarks show in which direction the cost 
effects must be traced, one must keep in mind that the marginal prin- 
ciple does not operate automatically and frictionless. In practice, it will 
tend to be impaired. The rational conduct which it presupposes is often 
absent in businessmen, and’ it is particularly admitted that its force 
is weakest under the extreme conditions of either depressions or booms. 
where other considerations often take precedence.” Under this aspect, 
it is likely that the case for the effects of marginal costs on prices is 
overstated when one assumes unimpaired rational behavior on the part 
of those concerned. 
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It is possible to show in a simple way that the effects of the two 
relevant shapes of marginal cost curves on profits are not at all so 
clear as Professor Hansen suggests. The diagram above attempts to 
present the case. The lines, curves, and positions denoted with the 
subscript (1) are identical with those relating to boom conditions in 
Professor Hansen’s three diagrams; those denoted by the subscript 


% Cf, Keynes, op. cit., sec. V, pp. 46-47; also Machlup, of. cit., pp. 520-21. 
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(2) describe the changed conditions under constant marginal costs. 

Inspection of the diagram in connection with the guiding remarks pre- 
viously laid down reveals that: 

a. Under perfect competition the boom demand curve and the con- 
stant marginal cost curve can never meet. This does. not prove the 
marginal principle wrong, but implies only that whenever price is 
above marginal costs—as certainly is to be expected in the boom— 
output tends theoretically to infinity, and practically to peak capacity. 
This new output C2 is 30 per cent higher than Cı was. If one assumes 
the aggregate demand curve to have an elasticity of 2 over the relevant 
range, which cannot vary much from Professor Hansen’s underlying 
assumptions, a 30 per cent increase in supply would lead to a 20 per 
cent reduction in price which is represented on the diagram by a new 
line marked (Comp. Prices). 

b. The intersection of the newly introduced constant marginal cost 
curve (MCz) with the marginal revenue curve (MR:) leads to the new 
price and output positions (P2) and (M2) for the firms operating under 
conditions of monopolistic competition. 

c. The situation representative of administered price conditions 
permits two alternatives, depending on whether the businessmen con- 
cerned will or will not anticipate maintenance of full employment. In 
the latter case, they will cling to the previous price because they want 
to be sure to cover at least their variable costs even at low depression 
outputs; in the former, however, one should assume that they are 
willing to reduce price to a level which would yield unit profits character- 
istic of a “normal sales” output, as indicated in Professor Hansen’s 
last diagram; this is represented by the new line marked (Adm. Price). 
Once this price is considered a datum for the whole range of output, 
profit maximization would of course be reached at full capacity. 

The relationships thus established can be easily summarized in pre- 
cise figures; listed in the following table, they indicate the percentage 
` change that cost linearity would produce in comparison with cost curvi- 
linearity. 


Perfect Monopolistic Administered Price?§ 
Competition | Competition (Per cent) 

(Per cent) (Per cent) I II 
Unit profit — § —- 20 -+550 -+150 
Total profit +29 +- 6 -4-700 +215 
Output +35 +32 + 30 + 30 
Sales +10 + 6 + 30 + 0 
Prices —20 ~20 + 0 — 20 





» In the light of Professor Hansen’s remark on page 559, the very high percentage in- 
creases shown below reflect the utterly low profits of the base period rather than im- 
plausibly high profits under the new conditions. 


- 
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Certainly, these results, which claim only approximate validity, do 
not bear out Professor Hansen’s contention but show a tendency to-- 
wards even higher total profits on the whole, and towards that greater 
instability to which they are inherently linked. 

It is this latter aspect to which Professor Hansen’s second funda- 
mental tenet refers. His assumption of the favorable effects of linear 
cost functions which is identical with a belief in their stabilizing effects, 
flows logically from the wrong and unsubstantiated idea that they would 
mitigate high profits to a considerable extent. Apart from the preceding 
evidence to the contrary which undermines the very foundation of this 
tenet, it is, however, hard to see how Professor Hansen could ignore a 
most definite warning which he could hardly have overlooked. For, his 
pertinent statement is made almost as the continuance of a quotation 
from the “Cost Behavior” study which ushers in exactly the opposite 
conclusion of greater instability.” Such instability might imply favor- 
able effects in a period of general under-employment, but not under 
boom conditions. In the former case, cost linearity would be conducive 
to a low price policy which, in turn, due to greater imstability, would 
favor increased output levels. In the latter case, the cost effect on prices 
will be overshadowed by the pressure from supply and demand condi- 
tions, and output levels forced up to peak capacity are no unmixed 
blessing. Under boom conditions, U-shaped marginal costs, if they 
have an influence on profits at all, take on the character of a brake and 
do not render the situation more precarious. This is only a reiteration 
of the maladjustment concept that underlies so much of accepted busi- 
ness cycle theory. The dilemma which confronts us in the boom, which 
Professor Hansen seems to have overlooked in this connection, is that 
both low as well as high costs can produce the same high profits, because 
these are a function of costs and prices reflecting only their relative and 
not their absolute magnitudes. 

A further criticism must be directed against Professor Hansen’s 
thesis that full employment, “if maintained for a considerable period 
and on a basis such that people expect it to persist,” would tend to 
produce large overcapacity favorable for low-cost production and for 
a tendency towards an equilibrium profit rate.** With the qualification 

= The two versions compare as follows: “If marginal costs approach the horizontal over 
large ranges of output, small changes in demand make for larger changes in output. An 
economic system with linear cost functions is more unstable than one with markedly 
U-shaped marginal cost functions” (Cost Behavior, pp. 109-10). “The suggestions that 
marginal costs approach the ‘horizontal over large ranges of output’ is of the utmost 
significance since, if this is so, small changes in demand will tend to permit large changes in 


output without significant price increases. If the economic system has linear cost func- 
tions, this is a highly favorable fact for full-employment policy” (Hansen, op. cit., p. 560). 


` 3t Ibid., pp. 558, 564. See also the remarks on p. 877 with regard to the inconsistency 
implied in the overcapacity assumption. 


~ 
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which this conditional clause contains, the cart is obviously put before 
the horse. If cost-price-profit relationships should actually be as un- 
favorable for the establishment of full employment as Professor Hansen 
attempts to show they may not be, both its maintenance for a consid- 
erable period and the belief of people in such maintenance cannot very 
well materialize. 

But even if one assumes these preconditions as given, Professor Han- 
sen’s conclusions would seem to be justified only under highly competi- 
tive general conditions. That full employment should automatically 
create a thoroughly competitive atmosphere is neither a reasonable 
proposition nor has Professor Hansen suggested it. Barriers to easy 
entrance into the most important fields of industry would therefore 
remain at best as formidable as they are today; and without strong 
_ and rather universal pressure from new entrants it seems doubtful that 
businessmen should easily turn to the overcapacity thesis. After all, 
they are not going to live in a stationary economy after establishment of 
full employment. Full and even intensified continuation of dynamic 
forces with their attendant aspects of change and uncertainty, the 
tendencies toward the “bunching” of innovations along the lines of 
Schumpeterian thought, and the fact that increase of plant capacity 
normally cannot be secured in small continuous increments but neces- 
sitates certain jumps, do not make it likely that businessmen will 
readily agree to march always far ahead of prevailing demand sched- 
ules. 

Ironically enough, Professor Hansen has overlooked a much simpler 
solution of the cost problem under securely established full-employment 
conditions. Assurance of a sustained demand should certainly influence 
the type of plants that businessmen will build. Therefore, they are 
' likely to build for constant peak performance in the way suggested by 
Professor Stigler’s previously quoted exposition and represented by 
marginal cost curves decreasing up to full capacity. This would ob- 
viously be a solution much preferable to that. of maintaining vast over- 
capacity. 

With regard to Professor Hansen’s labor shortage argument, it is 
hard to imagine that the three circumstances which he seems to appraise 
as a sufficient remedy, could produce more than a very slight alleviating 
effect. The margin of flexibility represented by “turnover” unemploy- 
ment appears to be more apparent than real. Bottlenecks resulting from 
a real shortage of labor relative to the vastly increased capacity of plant 
could certainly not be remedied in this way. How, secondly, growth 
factors in the labor supply which definitely represent a long-term phe- 
nomenon, should sufficiently influence short-run bottlenecks, is also 
not easy to comprehend. The final reference to possible improvements 
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‘in the technique of job classifications and wage structures carries only 
the claim that they would “tend to ease” bottleneck pressures. This 
limited claim one may grant. 


MI 


The origin of Professor Eiteman’s article, no doubt, lies also in the 
impact of the misinterpreted thesis of cost linearity “up to full capacity” 
that resulted from Professor Lester’s apparently convincing investiga- 
tion. Accepting these results without reservation, he has attempted to 
add a further explanation for this phenomenon, If, in conformity with 
the analysis of the first section of this paper, one doubts severely that 
its prevalence has been established at all, one may well feel that his 
effort cannot yield significant results. Yet, it certainly calls for con- 
sideration and appraisal. 

Again, there is reason to start with an objection against procedure. 
In his attempt to pit the new doctrine against tradition, Professor Eite- 
man unnecessarily overstates the cleavage. His Figure 1, supposed to 
be “typical” in the sense that it portrays “practically all average cost 
curves used for illustrative purposes in textbook discussions,’ repre- 
sents an extreme of which this writer has been unable to detect even 
a single example.” 

The central suggestion offered by Professor Eiteman is to the effect 
that prevailingly linear cost functions at the extreme right of a cost 
curve result when an “engineer designed the plant so as to cause the 
variable factor to be used most efficiently when the plant is operated 
close to capacity.”** Thus stated, the proposition is certainly true, but, 
so it seems, not new at all. Whenever a plant is built for performance 
at one and the same capacity level only, this excludes the necessity— 
and very likely the possibility also—for its adaptability to changing in- 


= Eiteman, op. cit., p. 910, first paragraph. 

SIn Figure 1 he draws a “Typical Cost Curve” with the least-cost-point at 35% of 
total capacity, and in Figure 2 an output curve with the point of highest returns to the 
input factor at 25% only. In fourteen of the most widely used textbooks, selected at 
random, this writer found cost curves with the least-cost-point in one case at 40%, in 
two at 80; the average was 64, the median and the mean 60. True, the output curve of 
Figure 2 is taken from one of these textbooks which, however, displays a cost curve with 
the least-cost-point at about 65%. It almost looks as if Professor Eiteman subconsciously 
introduced the output approach because he had not at hand a case of a cost curve portrayal 
with a sufficiently strict curvature, and then submitted to a process of rationalization. It 
is, of course, not strange to find output diagrams more easily than cost diagrams which 
show the unabated influence of “diminishing returns,” because the former go often directly 
back to empirical findings related to agriculture, while the latter are meant to depict in- 
dustrial conditions where the influence of diminishing returns is definitely more subdued. 
If one wants to establish the “typical” cost curve, thus ignoring all the mental reservations 
which every alert instructor probably makes when he draws such a curve on the black- 
board, the least-cost-point would have to be shown at about two-thirds of the total range. 

4 Ibid., p. 913. 
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puts. This case of “zero adaptability” has been presented by Stigler, 
and clarified by a diagram which shows in principle the same shape of 
a cost curve decreasing up to the point of highest capacity which would 
correspond to Eiteman’s Figure 3.*° Actually, what distinguishes Eite- 
man’s suggestion from Stigler’s is only a different evaluation of its 
practical significance. While Eiteman thinks that it relates to a pre- 
vailing phenomenon, Stigler states that it “is indeed unlikely that this 
case would ever arise in practice. . . .”% | 

It is, however, the specific conclusion which Professor Eiteman reaches 
and presents for acceptance that invites criticism. From the unques- 
tionably correct assumption that a plant built for uniform peak per- 
formance must have been designed by an engineer, he develops, though 
clearly as a logical nonsequitur, the corollary that the most relevant 
- dichotomy is between plants in which the “fixed factor was designed 
by engineers” ... or “whether it was supplied by nature.” This, how- 
ever, is a highly misleading proposition, because one might easily con- 
clude that it is only a matter of hiring engineering talent to build those 
ideal plants with cost linearity up to peak capacity; while actually 
the real difficulty involved is the question posed to a businessman as to 
whether he would be better off with a plant built for uniform peak 
capacity or with a plant well adaptable to varying capacities. This will, 
on the part of the businessman, invite the same type of calculation 
related to profit maximization to’ which Stigler has referred in connec- 
tion with the similar problem of deciding upon a wanted degree of 
flexibility.** 

The proper dichotomy, therefore, may be suggested as follows: On 
one side there are plants largely influenced by natural conditions of 
“diminishing returns,” and those built for fluctuating conditions of 
output. The latter, most suitable for our present cycle-affected economy, 
are, as a rule, certainly built by engineers. On the other side, there may 
exist special conditions favoring plants in which their “normal” capacity 
coincides with peak capacity—and these, of course, are also built by 
engineers! 


* “Production and Distribution in the Short Run,” Jour. Pol, Econ., June, 1939, pp. 310, 
313, 314, Fig. 2(A). The only difference in Stigler’s diagram is that his plant shows the 
uniform and unadaptable position at a relatively low output level. It almost seems that 
this representation is somewhat inconsistent with the assumed condition, because the fact 
that marginal costs at this capacity become vertical makes it the point of peak capacity. 
It may be also noted that Eitenian, on p. 914, objects to this representation of the marginal 
cost situation. He says: “The truth of the matter is that the MC curve does not rise 
vertically at the point of capacity output: it ENDS there.” This, for all practical purposes, 
is correct, but shows also that Eiteman interprets Stigler’s diagram as implying the same 
case he makes. 

* bid., p. 310, (d). 

* Op. cit., p. 915 (italics in the text). 

3 Op. cit, p. 316. 
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It may well be that Professor Eiteman—in 1947!—had more reason 
to point to the importance of the type of plant he has in mind, than 
Stigler had in 1939. War conditions with their call for constant peak 
performance and with no uncertainty about maintenance of demand, 
are, in contrast to the output fluctuations characteristic of peace con- 
ditions, exactly those in which the type of plant envisaged by Professor 
Eiteman had a proper place. But all that this proves is that under 
appropriate conditions such plants can be built, and not that engineering 
talent will be the solution to U-shaped marginal cost curves such as 
are likely to prevail in an economy subject to high fluctuations of out- 
put levels. 


COMMUNICATIONS 


Disinflation, Discrimination, and the Dollar Shortage 


Two theses on the “dollar shortage,” one relating to its cause and the other 
to its cure, have gained wide acceptance over the past year even though they 
emanate from quite different quarters. The former maintains that the balance- 
of-payments difficulties of many countries are largely due to domestic inflation, 
` the latter that the principle of non-discrimination cannot be applied as long 
as the world remains short of dollars. The following article offers some com- 
ments on both theses. 


I. Infiation and Balance-of-Payments Deficit 


During the first two postwar years, the need for balance-of-payments assist- 
ance of European countries was generally explained in terms of the structural 
changes in the world economy which were brought about by World War II. 
The great need for reconstruction and the low level of production in Europe, 
the loss of invisible income from overseas, and the disruption of traditional 
trade relations of Western Europe with both Eastern Europe and the Far 
East—all these were held, and no doubt justly, to provide a sufficient ex- 
planation for the need of large-scale aid from the United States. When, 
however, in 1947, European recovery suffered a relapse, and balance-of- 
payments equilibrium seemed farther away than ever, “monetary” phenomena 
were given increasing weight at the expense of the “real” structural factors. 
The development of the terms of trade was widely discussed; devaluation was 
no longer entirely brushed aside as an untimely and blunt instrument; and 
the connection between domestic inflation and external imbalance was in- 
creasingly stressed. The latter, in particular, is the central theme of the 
latest annual report of the Bank for International Settlements which acknowl- 
edges that the economic policies of several European governments display 
an increasing awareness of this connection. 

The causal link between inflation, whether open or repressed, and foreign 
exchange shortages is easily understood. In the case of open inflation, the 
rise in domestic prices soon makes it unprofitable to export and profitable 
to import as long as exchange rates remain pegged.* In the case of repressed 
inflation, the pressure of redundant internal purchasing power brings about 
a diversion of both factors of production and output from export industries 
to domestic nonpriority uses. 

This reasoning is appealing inasmuch as it holds out the promise of a short- 


*It may be noted that the existence of a fixed rate of exchange is a limitation on the 
“openness” of the inflation. During the ideally “open” German inflation of the ‘twenties, 
there never developed a foreign exchange shortage, one reason being that the fall in the 
foreign value of the mark in general kept ahead of the increase in domestic prices. 
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cut to the solution of balance-of-payment difficulties: it clearly seems easier to 
“disinflate” or to stop an open inflationary process than to bring about basic 
readjustments of industrial structure and of trade patterns. 

There certainly is a good deal of validity in the “monetary” explanations 
of the foreign exchange shortage, but it would be dangerous to rely on 
“disinflation” alone for securing external equilibrium. The relaxed tension of 
domestic demand, the greater availability of labor, and some scattered symp- 
toms of depression, all of which have been noted over the past year in a 
number of European countries, are merely presenting these countries with an 
opportunity to carry out such readjustments in their productive structure as 
may help to render them eventually independent of foreign aid. If this oppor- 
tunity is not seized, there will be either economic stagnation, offering no hope 
for ever emerging from the condition of external imbalance without a drastic 
reduction in the standard of living, or a growing public demand for indiscrimi-~ 
nate “reflation,” which would reproduce the situation prior to “disinflation.’””. 

The need for caution in drawing conclusions from the connection between 
inflation and balance-of-payments deficit becomes even more apparent when 
it is realized that the causal relationship runs both ways. In the postwar 
situation, the need for foreign aid often became more imperative as a con- 
sequence of internal inflation; but, on the other hand, internal inflation was . 
given a powerful stimulus by reconstruction and investment activities which in 
turn were rendered possible only by the large volume of raw material and 
equipment imports financed by U. S. grants or loans. No doubt these imports 
do eventually result in an increased flow of consumers’ goods, In the short run, 
however, foreign aid shipments can exert, paradoxically, an inflationary effect 
on the recipient countries. This is true in particular when the net imports, 
because of their “bottleneck” nature, permit use of large quantities of hitherto 
unused domestic labor and raw materials in reconstruction and investment 
activities while individual savings are still at very low levels. In fully employed 
economies, additional investment resulting from “reconstruction imports” will 
attract already employed domestic factors of production and will therefore re- 
sult in an upward pressure on wages and prices. 

The effect described here may, of course, be accounted for, along traditional 
lines, by the juxtaposition of a deflationary effect deriving from net imports 
and of a larger inflationary effect deriving from domestic investment. But if 
this investment is made possible by the imports and would most likely not 
have been undertaken at all in their absence, our analysis gains in realism 
by an explicit recognition of this link. It may be pointed out that, similarly, 
United State net exports can have an anti-inflationary effect on the United 
States economy. For the shipment of raw materials and machinery abroad 
may result in the postponement of capital expansion projects which might 
otherwise have materialized; it also makes it impossible for these goods to 
compete for complementary and already otherwise employed factors of pro- 
duction (labor and materials) through which they would be put to use in the 


? See on this problem in the United Kingdom, “Retreat from Austerity,” The Banker 
(July, 1948), pp. 12-15. 
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American economy. This anti-inflationary effect of the United States net 
exports on the domestic economy is the logical counterpart to their inflation- 
ary effect on the foreign economies, but in the present situation the actual 
significance of the effect in the United States is no doubt far smaller than 
that abroad, and is certainly outweighed for the United States by the ag- 
gregate inflationary impact of our foreign aid program. 

It would be tempting to classify the various categories of imports accord- 
ing to the inflationary or deflationary impact they are likely to have on the 
recipient economies, but generalizations in this respect cannot be carried very 
far. Imports of machine tools will not be inflationary if they are replacements 
rather than part of the installation of a new plant; imports of foodstuffs, on 
the other hand, may not have a deflationary effect if they release scarce labor 
resources which can be used in investment activities. In the present situation, 
however, the often used distinction between “relief” imports (which merely 
sustain output and standards of living at existing levels) and “recovery” im- 
ports (which permit an expansion in output) is relevant to our discussion. 
The former are likely to have prevalently a deflationary impact while the 
inflationary effect described above will ordinarily derive from the “recovery” 
imports. 

In this connection, mention should also be made of the possible use of 
certain imports such as films and tobacco, which may best be described as 
“essential luxuries,” in domestic monetary policy.* Since their demand is 
inclastic within a considerable range, while their prices do not have to be 
kept low for reasons of social tranquility, the imposition of heavy consump- 
tion taxes on these commodities will result in the mopping up of internal 
purchasing power to an extent far exceeding the local currency equivalent 
of their dollar value. Imports of such items are thus particularly well suited 
for the purposes of a disinflationary policy since their domestic impact is 
the exact opposite of that of the so-called “recovery items.” It has been 
rightly pointed out that by their contribution to disinflation these imports 
may result, indirectly, in an actual saving of foreign exchange.* 

The possible inflationary effect of certain categories of foreign aid ship- 
ments on the economies of the recipient countries creates a difficult problem 
of policy. To press for monetary stability on the one hand, and for inclusion 
of a maximum amount of “recovery items” in shipments financed through 
U.S. aid on the other, may mean advocating deflation and inflation at the 
same time. Should monetary stability be achieved primarily by a reduction 
in investment activity, the absorption of “recovery items” even on the scale 
which prevailed during the inflationary phase would become impossible. 
Such inability to absorb recovery imports® is a danger signal since it denotes 


This category overlaps, but is not identical, with that of the so-called “incentive” 
goods. 

*Sir Hubert Henderson, “Cheap Money and the Budget,” Econ. Jour., Vol. LVII (Sept., 
1947), p. 270. ; 

“During Italy’s recent deflationary experience, the Italian government has had consider- 
able difficulties in disposing domestically of the full amount of coal it had imported under 
the various foreign aid programs. 
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economic stagnation and failure to proceed with the capital formation which 
is essential to the achievement of equilibrium in the long run. If disinflation 
is brought about and is maintained by a reduction in essential investment 
expenditures, the cure may be worse than the disease; if, on the contrary, 
it is caused by a curtailment of expenditures for nonessential investment and 
consumption, and if the resources thus released are.gradually channeled into 
export industries and essential investments, disinflation can indeed make a 
considerable contribution to the economic rehabilitation of the areas now 
dependent on aid from the United States. 


Il. Discrimination—A Remedy? 


In an interesting series of articles on “The World and the Dollar,” the 
London Economist came recently once more to the conclusion that dis- 
crimination against American goods is an essential tool of commercial policy 
if Europe and the world are to achieve recovery and economic independence.® 
The “admirable doctrine” of nondiscrimination must be shelved, according to 
the author of the series, as long as the world does not have as many dollars 
as it would like to spend. 

This thesis is in the process of becoming widely accepted. The United 
States made substantial concessions to it in agreeing to the “scarce currency” 
clause of the Bretton Woods Agreements on the International Monetary Fund 
and to Article 23 (“Exceptions to the Rule of Nondiscrimination”) of the 
ITO Charter. The advocation of closer European union by the United States 
has been interpreted as the final admission that the “admirable doctrine” . 
could not be maintained, let alone applied, in the present situation. 

The examples cited to support the case for discrimination appear quite 
convincing at first sight. Why should Britain restrict the purchase of books 
from Australia and of tobacco from Kenya simply because the dollar short- 
age forces it to limit book and tobacco imports from the United States?’ 
Why should Canada ban chocolate imports from France because the dollar 
shortage forces it to prohibit imports of American candy bars?’ Why, in 
other words, should the restrictive effects of the dollar shortage be allowed 
to affect, and possibly paralyze, trade among the nondollar countries? 

In reviewing this argument we shall not discuss here the general case for 
or against discrimination. We shall rather meet the argument on its own 
ground, 7.¢., we shall examine only how likely it is that discrimination is 
an effective device in dealing with the dollar shortage. It is the contention 
of this note that a consistent policy of discrimination is likely to impede 
structural changes in trade patterns which are necessary for the overcoming 
of the present condition of imbalance in international economic relations. 
This may be made clear in the following manner: 

1. Suppose that in the second example cited above, Switzerland (a more 


° The Economist, June 26, 1948, pp. 1051-52; July 3, 1948, pp. 4-5; July 10, 1948, pp. 
44-46, 


"Thomas Balogh, “The Problem of the British Balance of Payments,” Bull. of the 
Oxford Institute of Statistics, Vol. IX (July, 1947), p. 222. 


® The Economist, July 10, 1948, p. 45. 
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likely source of chocolate imports for Canada) is substituted for France. 
Then, it will be seen immediately, the argument that it would be senseless 
for Canada to ban chocolate imports from Switzerland along with those from 
the United States does not hold any longer. For any export surplus that 
Canada is able to secure with Switzerland through a reduction in imports 
would be readily convertible into dollars and would pro tanto reduce Canada’s 
dollar deficit. 

2. Let us now return to the original example with France as the third 
‘country. A Canadian export surplus with France is not convertible into 
dollars and does not therefore make any immediate contribution to the 
easing of Canada’s dollar position. But’surely Canada will not indefinitely 
accumulate French francs. It will either be successful in pressing the French 
_ for imports more essential than chocolate, or it will have to make a determined 
attempt to redirect part of its exports from France to the United States. In 
both cases, its dollar position is likely to be improved. 

3. But, it will be argued, Canada is not likely to achieve an export 
surplus at all as the result of its nondiscriminatory import cuts because 
. France by pursuing the same policy will have reduced its purchases of, say, 
books from Canada along with those from the United States. The con- 
sequence of dollar shortage plus nondiscrimination is then the stifling of trade 
among France and Canada. This may well be true, but it may be asked 
whether the consequence of this particular reduction in mutual trade would 
not be beneficial in the longer run. For in both countries the reduction in 
intertrade results in certain commodity surpluses which it may be possible to 
redirect to the Western Hemisphere; and in case such redirection is imprac- 
ticable, the resources released by the reduction in intertrade could be devoted to 
the production of goods which would find an outlet in the dollar area or which 
might replace goods previously imported from that area. 

It is generally recognized that the solution of the “dollar problem” will 
require far-reaching readjustments of trade patterns and, in particular, an 
expansion of Europe’s sales and a reduction of its purchases in the Western 
Hemisphere. But it is one thing to state this necessity and another to pro- 
vide sufficient incentives and penalties to bring the readjustment about. If 
the whole burden of the readjustment is thrown on the bilateral relationships 
between the United States and the dollar-poor countries, while all other 
trade relationships are carefully insulated from the effect of the dollar short- 
age, the elasticity of the trading system and its capacity for readjustment 
are greatly reduced. It is a fallacy to assume that because currencies are 
largely inconvertible, no multilateral adjustment of a given bilateral trade 
relationship in disequilibrium is possible at all. This adjustment is merely 
more’ laborious than under conditions of currency convertibility since it 
requires the reshuffling of exports and of resources. Especially under condi- 
- tions of full employment, it is hard to see how equilibrium can at all be 
re-established without such reshuffling. 

The preceding argument may be considered from a somewhat different 
angle: Suppose that there are excellent opportunities for mutually beneficial 
and balanced trade between two countries which cannot be taken advantage 
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of because of the rule of nondiscrimination, both countries being unable to 
afford buying from the United States the goods which they want to buy from 
each other. As long as it is impossible to shift resources, a strong argument 
may be made for a discriminatory policy. Such instances should, however, 
be justified on an ad hoc basis rather than be sanctioned in advance by the 
principle of discrimination against U.S. goods. If this principle were applied 
systematically and all non-U.S. trade were to proceed on an artificially 
sheltered basis, the result would indeed be a growth of that trade, possibly 
even on a balanced basis, while the dollar problem would likely remain as 
critical as ever. Such a situation would, of course, provide the dollar-short 
countries with an excellent opportunity for pointing out that since they have 
achieved growing and balanced trade with all countries except the United 
States, the fault must obviously lie with the United States which “does not 
make enough dollars available,” “does not behave like a mature creditor 
country,” etc., and has therefore to take the responsibility for the shortage 
by providing further loans and grants. 

It is not intimated here that discrimination is being advocated with this 
design in mind. The partisans of discrimination live much more in the past 
than in future. The origin of the doctrine is the experience of the ’thirties 
when it would have been most important to isolate as much as possible the 
effect of the sudden halving of American imports of goods and services. 
Rather than to permit the propagation of the depression by deflation, de- 
valuation or nondiscriminatory import cuts, it has been pointed out that the 
countries affected by a depression starting in another area ought to take 
domestic compensatory measures combined with discriminatory exchange 
controls.° Today, however, the problem is not to circumscribe and to offset 
the effects of an American depression, but to let the dollar shortage have its 
full effect in producing a diversion of exports to hard currency areas, and 
in general to shake loose and readjust old and new trade patterns so as to 
permit a progressive reduction in U.S. foreign aid shipments. The advocates 
- of systematic discrimination are fighting the last war, and if they win out, the 
present war against the dollar shortage may well be lost. 

The preceding argument stresses the dangers of a policy based on the 
belief that the scarcity of dollars makes a systematic policy of discrimination 
necessary. In itself, however, the opposite policy is certainly not sufficient 
to make a contribution to the cure of the dollar shortage. The effect of non- 
discrimination on trade may be roughly compared to the effect of disinflation 
on production: By freeing resources, both make possible their redirection 
into patterns which will reduce the dependence of Europe on outside aid. 
The actual implementation of this redirection is a task which requires a far 
greater flexibility and readiness to make adjustments than has been displayed 
hitherto by most European economies. The strongest economic argument 


” Robert Triffin, National Central Banking and the International Economy, Postwar 
Econ, Stud. No. 7, Board of Governors, Federal Reserve System, passim. That the origin 
of the doctrine of discrimination lies in the preoccupation with a depression induced by a 
foreign country appears quite clearly from the League of Nations report, Economic 
Stability in the Postwar World (1945) pp. 245-47, quoted by Trifin. ; 
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for a more intimate European union lies in the expectation that it would 
help to remove many of the obstacles which have been blocking progress in 
this direction. 

ALBERT O. HirscHMAN* 


* The author is an economist with the Board of Governors of the Federal Reserve 
System. He is indebted for critical comments to C. P. Kindleberger and Raymond Bertrand. 
The views expressed are entirely his own. 


Inflation and Equality 


A conscientious effort to cover every aspect of a problem may sometimes 
be in a measure self-defeating. Anyone who reads the symposium on inflation 
of ten leading economists in the Review of Economics and Statistics for’ 
February 1948 cannot fail to be impressed with its thoroughness, its scope, 
and its fair-mindedness, Yet because of the very meticulousness with which 
an attempt is made to cover the whole field, resulting impressions are some- 
what blurred. There is, in particular, one vital question the impact of which 
is obscured and which is left largely to implication. I refer to the relation 
between inflation and the distribution, or rather redistribution, of wealth. 
Here is a point at which all the most important ideological and social currents 
of the modern world meet in fateful flow. 

The ten participants are in notable agreement on the immediate facts. 
All concede that we are, for the present, in a capital-hungry world.. The 
memory of secular stagnation troubles Dr. Boulding somewhat, but the 
other contributors say very little on the subject. While the writer does not 
wish to beg a vital question, space is lacking in this brief communication for 
an extended factual argument. We shall here assume (with, however, the tacit 
support, as it seems to mc, of most of the participants) that this state of capital 
hunger is likely to endure—long enough, indeed, for us to begin to treat the 
secular problem as inflation rather than the reverse. If more definite statement 
is demanded, I should say about 25 years. Basis for such an outlook is found 
in the following considerations: (1) a straight line Jong run trend in consump- 
tion paralleling output, if anything proportionately higher in future; (2) im- 
mense increase in public demand for government-providéd welfare services 
requiring a great deal of capital; (3) general determination of backward 
countries to industrialize as quickly as possible and probable willingness of 
Americans to help finance the process. These alone, I believe, could account for 
long run upward pressure. Add to them the threat of war, and the prospect of 
secular upward price trends seems overwhelming. 

Such a point of view does not deny the possibility of short-run depression. 
But any such stoppages (as Dr. Mills’ essay rather clearly shows) are more 
likely to be the product of cost-price maladjustment; or “‘over’-investment; 
or may even conceivably be of an “Austrian” character—that is the type of 
disturbance analyzed by Lionel Robbins, Hayek, and more recently by J. R. 
Hicks, in which the crisis is induced by too much purchasing power; rather 
than the products of Keynesian under-consumption.? Only well-nigh incredibly 

*J. R. Hicks, “World Recovery After War—A Theoretical Analysis,’ Econ. Jour. (June, 


1947); F. A. Hayek, Prices and Production (London, 1932); Lionel Robbins, The Great 
Depression (London, 1934). 
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stupid, or revolutionary, policy, I submit, could turn such a depression into 
secular stagnation.? This means we should treat it as a problem of “filling in” 
or temporary discontinuity in Investment flow rather than secular under- 
consumption. 

We start, then, with the premise that all over the world today, and even 
in our own country, the masses of mankind are striving for and demanding 
a standard of living which our present equipment is inadequate to furnish. 
The present paper proposes to consider the ethico-political choices presented 
to modern society by this dilemma. 

I ; 

The economic task today is often spoken of as “preventing inflation.” 
It is submitted that this puts the emphasis in the wrong place, The basic 
peacetime task, it seems to me, is raising the standard of living, or if we are to 
be at war, getting the needed war equipment; or, if it were possible, doing both. 
The implied difference in emphasis is not a minor one. For peacetime policy 
it means the difference between taking “welfare” as our major guide or merely 
price-level stabilization. The latter can be managed, officially anyhow, largely 
by controls, but the former is more complicated. If we merely take preventing 
inflation (price rise?) as our sole criterion then one can agree with Dr. Harris 
and Mr. Lerner that investment has been running “far'too high.” But if 
raising the standard of living, or rearmament, is to be our prime goal, then 
we are well justified in asking how, if investment is not to run high, the 
basic problem is ever to be met? I submit therefore that our task is, indeed, 
to prevent inflation, but to prevent it in such a way as to permit a high rate 
of Investment. 

Here is the rub. Mr. Lerner states the issue with admirable honesty and 
clarity: “The more important part of the solution lies . . . in reducing the 
rate or flow of spending. The simplest way to make people spend less is to 
take away from them the money that you want them not to spend.... 

“We cannot bring about any substantial reduction in total spending by 
taxing only the very rich, and we do not want to reduce the spending by the 





I must not be understood as adopting Professor Hayek’s cycle theory either in full or 
exclusively, especially as far as necessarily dire effects from increasing M are concerned. 
But a depression, it seems to me, is like a broken leg—you can get it in any number of 
ways. All I am trying to say is that depression may (sometimes) come because the pro- 
pensity to consume is too high and/or the interest rate too low so that the capital projects 
undertaken cannot be completed for lack of adequate real saving. Alternatively, even when 
monetary demand is very high, cost-price relationships may be such as not to furnish 
adequate incentive. These two cases cannot easily be handled by the usual Keynesian 
model, but this does not mean that it, in turn, will not also have its periods of applicability. 
Finally, there is a possibility of crisis in the investment industries due to varying rate of 
acceleration, even when general demand is still rising. For further statement on all these 
points, see D. McC. Wright, The Economics of Disturbance (New York, 1947). 

*For a summary of some the more likely species of policy mistake which might stop 
the economy, see D, McC. Wright, Democracy and Progress (New York, 1948), Chap. XI, 
“Three Plans.” Let me stress again that I am dealing in this communication with the 
secular problem. Should events so transpire that there is some depression at the time this 
article appears, it still will not affect my long-run prognosis, As to policy, under such 
circumstances, see the chapter cited above. 
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very poor on the necessities of life. The additional taxation must therefore 
fall, for the most part, on the ordinary citizen” (italics supplied). 

In other words if we want to prevent inflation, and still more, if we want 
to prevent inflation and get investment, we must reverse all our ideas of 
taxation, so painfully built up during the last twelve years, and tax con- 
sumption! This means a notably less progressive tax structure. 


It 


The writer finds that it is possible, though with intense difficulty, to get 
many modern economists this far in the argument. Our ideas of the “economy 
of abundance” die hard, but for the honest social scientist the facts are 
overwhelming. There is, however, a far more serious problem to be faced. 

If we are going back to war, or semi-war, there will be little problem con- 
cerning investment. Most of it will be handled by the government, and 
when not handled directly, it will be done under close government control. 
But what of a rise in civilian goods? Who will manage that? 

“Postwar planning” now (and so soon again!) may seem a little remote. 
Yet even if the present peace should be a delusion, clarity of reasoning and 
indeed of policy, requires us to look forward to a possible day in which, war 
being over a while anyhow, we find ourselves once more flooded with money, 
and again resuming the real task of raising the living standards of the world. 
What tax policy shall we use then? 

Can there be any doubt as to the policy to which the functional logic of 
the Keynesian system leads? Have we not spent twelve years proving that 
we must soak the rich because they “save too much’? And do we not now 
want saving? I have said that it is possible to get some intellectuals to admit 
the need for taxing consumption—which is tantamount to saying taxing the 
less well-to-do. But when one speaks of lowering taxes on the upper-income 
brackets in order to get more saving and more investment, then, indeed, 
controversy begins. The clearest and most honest statement of the problem 
that I have heard was made by a young economist who said that he would 
“rather have inflation than do anything to allow income distribution to move 
toward its former (more unequal) pattern.” In other words, what was to him 
a moral standard was more important than the economic one. 

Let us, however, think a bit. For the man who is au avowed socialist, 
there is no problem. Government will tax consumption, and government 
investment in plant for the production of consumers’ goods will raise (it is 
said) the standard of living. The fact that such a policy will create an ever- 
growing field of government industry beside the “private” one is no objection. 
Indeed it is an advantage. My questions are aimed more at those who claim 
to “believe” in “capitalism,” and who profess to wish to help the condition 
of the poor, but who refuse to allow inequality of income and private capital 
accumulation on the ground that it is “unethical.” Their policy can only 
mean one of two things (a) the poor will not get the increased living stand- 
ards they wish—or get them very slowly, or (b) the economy will gradually 
be socialized. If any one can point out an escape from this dilemma, under the 
circumstances postulated, I shall be happy to hear it. Furthermore, whether 


` 
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the second policy will actually give more consumers’ goods depends on one’s 
estimate of the effectiveness of government investment. 

A similar problem is raised by the problem of profits. We want to en- 
courage people to invest in order that the standard of living can be in- 
creased. In war, again, there is little problem. If special obsolescence rates 
are permitted, the net profit rate (after taxes) can be kept very low (unless 
we want to allow higher profits to produce more saving). Intra-marginal 
rents are a problem, but they can be handled by price control-plus sub- 
sidies to the marginal firms, The stimulus of patriotism is perhaps adequate. 

But again, in peacetime the case is different. Risks today are exceedingly 
high. The steel industry, for example, is afraid (and with some prima facie 
reason) of the consequences to itself of “back log” saturation. Is a rate of 
return of ten or twelve per cent under such circumstances (and with tremen- 
dous marginal construction costs) adequate to induce the great increase in 
output we desperately need? If we encourage an uncritical ethical jealousy 
of profit, can we blame the private economy for not functioning?’ 

Finally there is the interest rate. We want to encourage people to save as 
much as possible. Certainly low interest rates do not help there. We also 
want to encourage investment. We have just said that risky new investment 
is severely hampered by present policies. Even so, there is an attempt to invest 
more than our present relatively limited rate of voluntary saving. Supposing 
that we do all we can to discourage consumption, the probabilities are that 
the secular need for current new investment would still be greater than the 
saving flow. Only if we deliberately attempt to discourage investment in- 
centives would the case be different. Up to now our discouragement of new 
investment has not affected the rate of planned investment quite that much. 

Under such circumstances, as Colin Clarke points out in his Economics of 
1960, capital scarcity confronts us with two main approaches toward stabili- 
zation. We can (a) ration capital—z.e., plan the flow of net new investment, 
or (b) raise the interest rate. The third (and more likely) possibility is of 
course to permit continuing inflation. 

There is one point which must still be treated. Some will say that we have 
no guarantee that the more well-to-do will save if taxes on the upper-income 
brackets are reduced. The case of the unfortunate family mentioned in 
Fortune who were barely “getting along” on $25,000 a year is frequently 
brought up to me. l 

For myself I confess to a certain skepticism as to how typical a case this 
is, but let that pass. Professor Slichter has furnished the answer. Let us give 
tax exemptions on saved income. It is not necessary at present to distinguish 
between saving and hoarding, for even hoards help to reduce the pressure on 
prices. 


"In view of the number of sweeping statements now made regarding “huge” profits, 
it may be worthwhile to offer some figures drawn from the Economic Report of the Presi- 
dent for January 1948. In 1929, profits before taxes were 9% of gross national product, 11% 
of national income, In 1947 they were 12% and 13%. This shows some relative gain. But 
in 1929 profits after taxes were 8% of gross national product or 9% of national income, 
Today they are 7% and 8%. Thus the net relative profit share has actually declined, 
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But again we are up against equalitarian prejudice. Slichter’s plan does in 
the first instance obviously help the well-to-do more than the poor. There- 
fore it will be bound to arouse opposition. 

Thus we see that the world inflationary crisis is not merely an economic 
but an ethico-political one. Some will say that for the United States the case 
is different. But for myself I believe that we are involved in a net of political 
as well as economic circumstances which will create for the United States as 
well as for the rest of the world, a secular inflationary problem.* In sum- 
mary, if those who so loudly proclaim their loyalty to the “free enterprise” 
system really believe in it (or any real approach to it), does not our present 
condition call for (1) less taxation of profits, (2) less progressive taxation, 
(3) higher interest rates? And in any event and under any system does if not 
call for less consumption? 

In evaluating extreme applications of Keynesian doctrine, it is always 
worthwhile to refer to Lord Keynes himself. The following, taken from the 
General Theory, is especially suggestive: “It may turn out that the pro- 
pensity to consume will be so easily strengthened by the effects of a falling 
rate of interest, that full employment can be reached with a rate of ac- 
cumulation little greater than at present. In this event a scheme for the 
higher taxation of large incomes and inheritances might be open to the ob- 
jection that it would lead to full employment with a rate of accumulation 
which was reduced considerably below the current level. T must not be sup- 
posed to deny the possibility or even the probability of this outcome’’® 
(italics supplied). 


HI 


Sometimes I hear doubts expressed concerning the far-sightedness of the 
general public. But what a role are we economists playing! Professor Boulding 
in his Economics of Peace, written, to be sure, several years ago, implies 
that our society must be more or less equalitarian or experience unemploy- 
ment.® Professor Tarshis manages to write an elementary text very nearly 
without mentioning the role of saving in producing real capital; Professor 
Samuelson in his much more balanced text recognizes the problem, but his 
major fear seems deflation, and the role of saver receives considerable ridicule.’ 

Our problem is that the masses will neither save for themselves, nor allow 


t Wright, Democracy and Progress, Chap. X, “Economic Isolation and the Capitalist. 
Future.” 

°J. M. Keynes, The General Theory of Employment Interest and Money (New York, 
1936), p. 377. 

°K. E. Boulding, The Economics of Peace (New York, 1945), p. 111. But see also 
pp. 121-22. 

"Both Professor Tarshis and Professor Samuelson are too well trained to omit entirely 
the role of saving. See, for example, Lorie Tarshis, The Elements of Economics (New York, 
1945), pp. 490, 491; Paul A. Samuelson, Economics, an Introductory Volume (New York, 
1948), pp. 44, 255, 423. Nevertheless, I believe my statement to be a fair description of 
the general color of their argument—for example, Tarshis p. 366, and Samuelson pp. 209, 
213, 270, 272, especially the last. These citations are not intended to be exhaustive for 
either book. 


e 
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others to do it, and that many of our intellectual leaders are encouraging 
them in this attitude. Yet they want higher living standards. 

We cannot here argue the ethical and political aspects of the case. The 
writer has elsewhere treated them in detail. But is inequality of wealth 
any worse than inequality of power? Does not redistribution often increase 
inequality of opportunity? Are the communist or fascist means of getting 
saving so much preferable to our own—even ethically? Will socialist saving- 
investment really prove more efficient? It must not be supposed that the 
writer has easily come to conclusions so different from his earlier beliefs. 
But having come to these conclusions, I feel a duty to state them “in the 
conviction which has grown with my growth and strengthened with my 
strength, that there is no alleviation for the sufferings of mankind except 
veracity of thought and action, and the resolute facing of the world as it is 
when the garment of make-believe by which pious hands have hidden its 
uglier features is stripped off.’ 

The “pious hands” to which T. H. Huxley, from whom I quote, alluded 
were those of a narrow and sectarian religion. But the sincere scientist may 
well apply his words to the pious hands of sectarian economics. 

Davo McCorp WRIGHT 

University of Virginia 


8 Wright, Democracy and Progress; Economics of Disturbance. 
’ Thomas Henry Huxley, Autobiography. 


Mr. Boulding’s Criticism of the Net National Product Concept 


In the March 1948 issue of this Review, Mr. Boulding wrote that the 
concept of the net national product leads to absurdities and should be 
avoided by those expounding a theory of employment. His argument, as it 
originally appeared, was based on a misunderstanding of the currently used 
concept of net national product. He wrote (pp. 101-102): 


The “net” national product is usually defined as the gross product less “de- 
preciation”—depreciation being usually confined to plant and machinery. But 
depreciation is merely one form of consumption: and if we subtract one part of 
consumption (depreciation of industrial fixed capital), why not subtract 
depreciation of consumers capital, of houses, automobiles, etc.? And is there any 
logical difference between consumption which is spread out over a life-period 
of a commodity (depreciation) and the consumption of one-use goods such as 
fuel and foodstuffs? It would seem, therefore, that any attempt to define a net 
product by subtracting “depreciation” from a gross product will land us 
logically in a definition which makes the net product equal to the gross product 
less all consumption—which is to make the net product equal to accumulation, 
in which case a stationary society, however rich, would have no net product! 


Thus Mr. Boulding argues that while the concept of gross national prod- 
uct is meaningful, the attempt to subtract out certain commodities used up 


t Kenneth E. Boulding, “Professor Tarshis and the State of Economics,” Am. Econ. Rev., 
Vol. XXXVIII, No. 1 (Mar., 1948), pp. 92-102. 
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in the process of production is not meaningful. Actually, what Mr. Boulding ` 
defined in the above quotation is the concept of net national investment, 
and it should occasion no surprise to learn that a stationary society had no 
net national investment. 

Contrary to the belief expressed in the quotation, there is a logical reason to 
subtract depreciation on plant and machinery only from gross national 
product in order to obtain net national product. The currently used definition 
of net national product flows directly from the notion of a gross national 
product. In order to obtain it, one subtracts depreciation on capital equip- 
ment from gross national product because part of the existing equipment is 
‘used up in the process of production. Hence, it is subtracted out to avoid 
double counting, i.e., counting once the consumer goods produced, and then 
again counting the capital equipment used up in producing the consumer 
goods. Depreciation on consumer durables is not subtracted out because con- 
sumer durables are treated, as a matter of convenience in computing the 
statistic, as being consumed in the same period in which they are produced, 
‘4.é., they are already net. Consumer non-durables are not subtracted out, of 
course, because they are one of the elements we desire to measure. If gross 
national product is meaningful, by the same token net national product is 
also meaningful. 

In the note below, Mr. Boulding maintains his objection to the net national 
product on the grounds that some depreciation of capital is a function of time 
but not of the quantity produced. Here, he believes that time-depreciation 
should not be subtracted out to arrive at net national product. However, 
granting that some depreciation is independent of the quantity of goods 
produced but is dependent on a time interval, Mr. Boulding should agree to 
subtracting the time-depreciation which occurred over the period in which 
national product was being measured. 

I therefore believe that Mr. Boulding’s attempt to define a most significant 
concept of net national product as “excess of gross product over its ‘fixed 
cost’—#.€., over the consumption which would take place at zero output” 
is ‘not meaningful because it neglects the fact that the national product is 
measured over a time interval during which time-depreciation occurs. Mr. 
Boulding’s second concept of national surplus as “the excess of the gross 
product over that consumption which is necessarily involved in its produc- 
tion” is not helpful because the terms in the definition are not defined. This 
latter concept would be measurable, and hence meaningful, only if we could 
first decide -what plane of living would be necessary for the purpose of 
production. 

The usually cited deficiency in the net national product figure as pub- 
lished by the Department of Commerce is the lack of good statistics on 
depreciation. I do not, however, detect a conceptual error in arriving at this 
figure once gross national product is given, and I have tried to show that the 
two suggestions made by Mr. Boulding were not conceptual improvements. 

Monroe Burx* 


* The author is an instructor in economics at American University. 
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Comment on’Mr. Burk’s Note 


Mr. Burk has detected a definite error in my article, and I am grateful - 
for the opportunity to correct it. It is quite true that the net national product 
concept is an attempt to avoid “double counting” in the computation of 
national income, Just as we should not count both the wheat and the flour 
made from it in the national product, so it is argued we should not count 
both the consumption of the flour mill and the flour. Where production 
consists of asset transformation, clearly the “net” output consists of as- 
sets produced less their “cost” in the sénse of assets used up in making 
them. ` 

There is, however, still some difficulty in the “net national product” 
concept. Depreciation may be in large part a “‘fixed cost.” That is to say, the 
flour mill may depreciate whether it is used or not: in that way it differs 
from the wheat, which still remains as an asset whether it happens to be 
made into flour or not. That is to say, there is some consumption which is 
a “variable cost’”—or “user cost,” to use Keynes’ term—which would not 
have taken place had there not been production, and some which is a “fixed 
cost,” which would take place whether there was production or not. It is 
clear that the fixed cost (depreciation) is not a “cost of production” but 
merely a “cost of existence.” It is the gross product, therefore, which is the 
best measure of output. This can be seen clearly if we reflect that at a zero 
level of employment, the gross product will be zero but the net product will 
be negative. Assuming constant efficiency of labor, gross product will rise 
proportionately with employment: net product will not. In this sense the 
most significant concept of net product is the excess of gross product over 
its “fixed cost”—i.e., over the consumption which would take place at zero 
output. Another significant concept might be described as the “national 
surplus”—i.e., the excess of the gross product over that consumption which 
is necessarily involved in its production. The- proportion of its resources 
which a nation could devote to a total war effort, for instance, would be 
a measure of: the “national surplus.” This, however, is very far from the 
“net national product” of the Department of Commerce. 

K. E. BoULDING 


The Least Cost Point, Capacity, and Marginal Analysis: A Rejoinder 


The December 1947 issue of the American Economic Review contained an 
eight-page communication describing the factors that determine the location 
of the least cost point.t The September 1948 issue of the Review carried two 
critical comments on this paper.? 

In the original article I argued that a “unit of input is not a single factor,” 


*W. J. Eiteman, “Factors Determining the Location of the Least Cost Point,” Am. Econ. 
Rev., Vol. XXXVI, No. 5 (Dec., 1947), pp. 910-18. - 

* Robert L. Bishop, “Cost Discontinuities, Declining Costs, and Marginal Analysis,” 
Am. Econ. Rev., Vol. XXXVIII, No. 4 (Sept., 1948), pp. 607-17 and Walter W. Haines, 
“Capacity Production and the Least Cost Point,” zbid., pp. 617-24. 
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as economists are prone to assume, “but is, instead, a combination of forces.. 
Consequently the change in total output that results from the application of © 
an additional unit of input factor is a summation of the net effect of the com- 
ponent forces included in the input “unit.” As pointed out, some of these forces 
tend toward increased output and some have an opposite tendency. From 
which it follows logically that “when production is carried on in quarters 
designed for the purpose, those in control will take into consideration all of 
the relationships involved and strive by careful planning to prevent any one of 
the component forces from decreasing efficiency until operations are close to 
capacity.” 

Mr. Bishop and Mr. Haines do not find fault with this thesis but they 
are alarmed at its implications for marginal analysis. For example, if modern 
. engineers can make the least cost point fall at capacity output, then marginal 
cost curves will lie below average cost curves at all points of operation short 
of capacity. As a consequence, marginal cost curves will no longer intersect 
marginal revenue curves (1) when average revenue curves are horizontal 
or (2) when average revenue curves are high and almost horizontal. Under 
either of these conditions, business managers would simply produce as much 
goods as the current market would absorb without reference to marginal 
cost and marginal revenue. The case for marginal analysis would still be 
saved, however, if it could be proved that marginal cost curves rise verti- 
cally at capacity or that beyond-capacity production is possible. In a nut- 
shell this is what Messrs. Bishop and Haines argue in their recent com- 
munication, although they also bring up a number of other points which must 
be considered. 


Reply to Mr. Bishop 


To begin with, Mr, Bishop objects to my saying that marginal cost is the 
“cost of an additional unit of output.” He prefers to define marginal cost as 
“the slope of the total cost curve” or as “the rate at which total cost changes 
for infinitely small changes of output in either direction.” I see no objections 
to Mr. Bishop’s definition providing certain limitations in its application are 
recognized. Mathematically an “infinitely small change in output” could indi- 
cate a change of a fraction of a product whereas practical considerations 
would oppose having an “infinitely small change in output” refer to any 
quantity less than one product. Thus when a continuous curve is assumed, 
marginal cost is the cost of one product even though it also happens to be a 
mathematical measure of the slope of the total cost curve.? This raises the 
question of which of the two definitions offers the more useful tool for 
analysis. The purpose of price and equilibrium theory should be to explain 
how businessmen set prices and determine outputs under various assumed 
conditions. It is within the realm of possibility that a businessman might 


*If production cannot be expanded one-product at a time, then the concept of average 
marginal cost should be substituted for marginal cost. 
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compare the additional cost of producing one more product with the addi- 
. tional revenue to be obtained from its sale. It is not likely that businessmen 
make decisions as to prices and output on the basis of mathematical meas- 
ures of the slopes of cost and revenue curves.* 

Mr. Bishop also points out that MR = MC is not a necessary condition for 
profit maximization and suggests that “profit is maximized at a certain output 
when MR > MC at immediately lower outputs and when MR < MC at 
immediately higher outputs.” Admittedly this is the more precise statement 
of the rule, particularly when discontinuous curves are assumed. However, 
when continuous curves are assumed, both rules lead to an identical solution. 

Mr. Bishop disagrees with my statement that the MC curve ends at 
absolute capacity. As pointed out above, when continuous curves are used, 
marginal cost is identical with the additional cost of one more product. If 
production is at absolute capacity,” one more product is impossible. There 
can be no “cost” of an impossible product. Mr. Bishop suggests that the 
marginal curve be drawn vertical at absolute capacity for “purely heuristic” 
reasons. Webster’s dictionary defines “heuristic” as pertaining to methods 
of demonstration that are persuasive rather than compellingly logical.® 

Mr. Bishop also feels that my statement that cost reaches its minimum 
“at or near capacity” is a devastating admission for if it is once admitted 
that a variable unit cost reaches its minimum short of capacity and then 
rises, marginal cost exceeds variable unit cost over the range where the latter 
is rising and profit maximization by the conventional intersection of MR 
and MC is possible. But he goes on in the next paragraph to admit that if 
the variable unit cost at capacity only slightly exceeds the least cost point, 
the conventional intersection of MC and MR occurs only by virtue of the 
fact that the MC curve rises vertically at capacity to infinity. In other words, 
he believes that in such cases entrepreneurs choose to operate at capacity be- 
cause the cost of a non-producible product (one beyond capacity) is in- 
finitely higher than the revenue that would be obtained from the sale of 
such a non-existent product. The proposition refutes itself. 


* The limits to the use of arithmetic and geometry in economic analysis should be dictated 
by the nature of the economic data and not by the mathematical technic of the economist. 
For a discussion of some of these limitations the reader is referred to W. E. Paulson, 
“Diagrammatic Economics,” Journal of Farm Economics, August, 1946, and to “Miniature 
Diagrammatics” by the same author in the Journal of Farm Economics, August, 1948. 


*The problem of whether beyond-capacity production is possible is treated later. 


‘In theory a line or curve never ends but continues to infinity. Thus a line or curve 
on a graph is only a segment of a theoretical line or curve. If such a segment curves up- 
ward to the right, it represents the ratio of an abstract up-force to an abstract side~-force. 
Mathematically abstract forces go on indefinitely. When curves are used to depict concrete 
economic data, they do not necessarily possess all of their mathematical characteristics. An 
economic curve represents economic data and must be presumed to end when the data 
end, Thus if ten products are possible but the eleventh impossible, the cost of the eleventh 
is not infinity, it is nonexistent. Infinity implies existence beyond the realm of human 
measurement. 


ka 


í 
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Reply to Mr. Haines 


Mr. Haines in his communication points out that my “whole conclusion 
hinges: on the assumption that capacity is an absolute and determinable 
quantity at which there is an immovable barrier against any further pro- 
duction at any cost.” In this he is correct. He also charges me with failing to 
indicate clearly which definition of capacity I had in mind. A re-reading of 
my paper suggests that I am guilty of neglect in this matter. To remedy my 
neglect, he catalogs three possible definitions of capacity and then very 
charitably assumes that I probably had in mind the most sensible of the 
three. On this assumption he proceeds to demolish my theory. Unfortunately, 
however, his inventory omits a fourth definition which is the only one that 
is entirely acceptable. 

Capacity must be distinguished from maximum output. Mr. Haines’s de- 
finition fails to do this. Maximum output is a concept having two dimensions, 
time and a rate of production. Capacity is only one of the numerous possible 
rates of production—it happens to be the maximum rate. Capacity, by itself, 
is a timeless concept. Thus it would be appropriate to say that a plant was 
producing at capacity at a given moment even though its output for that day 
might well be less than its output for the preceding day.’ 

It is difficult to deal with a timeless-rate of production, yet if capacity is 
stated as the maximum output for a period of time (such as a day, a week, 
or a month), variations in ordinary time periods lend vagueness to the con- 
cept. An eight-hour day is not the same as a ten-hour day; no week has 
exactly the same number of working days in it as every other week, and so 
on. But all such obstacles are circumvented when the rate of production is 
placed on an hourly basis for (after the warming-up hour) one hour is 
identical with every other hour. Thus capacity should be defined as the 
maximum hourly output possible under normal circumstances. So defined, 
beyond-capacity output becomes impossible. 

An average variable cost curve indicates the unit cost of producing goods 
at all scales of operation from the minimum rate practical to the maximum 
rate possible. The actual scale of operation shifts from one point on this 
curve to another by adding or subtracting input units. The curve assumes 
the cost of the input factors to remain constant. The skape of an average — 
cost curve is determined by the efficiency of each added (or subtracted) input 
unit. The shape is not affected by the time element. The altitude of an 
average cost curve is determined by the cost of the input factor and is affected 
by the time element. When a plant is operated’ the customary number of 
hours each day, it will pay the market rate of wages. If it operates ten hours 
instead of eight, it may have to pay time-and-a-half for the extra two hours. 
This is the equivalent of a ten per cent rise in the hourly rate of pay and will 
cause the average cost curve to shift to a higher level without altering its 


"This would be true, for example, if the output for Saturday (a four-hour day) was 
compared to the output for Friday (an eight-hour day) when the plant was operating 
at capacity-rate on Saturday and at 65 per cent of capacity-rate on Friday. 
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shape.® If the least cost point for an eight-hour day lies at, say, 85 per cent 
of capacity, the least cost point of a ten-hour day also lies at 85 per cent of 
capacity. The increase in unit cost that arises from overtime work is due to 
the change in the average cost of the variable factor and not to changes in 
the efficiency of the input factor. 

When the least cost point is “at or near capacity,” a manager will naturally 
prefer to operate at capacity but he may be prevented from doing so by the 
rate at which goods are flowing through the channels of distribution to con- 
sumers. To illustrate, assume that seven laborers in a small plant can produce 
700 products per hour but that ten laborers in this plant can produce 1200 
products per hour. If labor is paid 84 cents an hour, average cost will be 84 
cents when seven laborers are employed and 70 cents when ten laborers are 
employed. If the current demand (at the price printed in catalogs) is for’ 
28,000 products a week, a manager would prefer to operate the plant at its 
capacity rate for 23 hours and 20 minutes a week, but since his laborers will 
object to such a short work-week he will find it more practical to lay off three 
men and to work the remaining seven men 40 hours a week. 

If demand temporarily exceeds 48,000 products a week, a manager will 
resort to overtime not because marginal revenue exceeds marginal costs but 
because his backlog of orders makes overtime necessary. If a manager expects 
demand to continue to exceed 48,000 products a week, he will operate his plant 
at capacity overtime until an addition to the plant can be constructed, after 
which he will again operate in accordance to the principles laid down in the 
preceding paragraph. In making such decisions, businessmen do not construct 
marginal revenue and marginal cost curves nor do they operate at a scale of 
operation that such curves would indicate if they were drawn. 

In passing, Mr. Haines accuses me of misstating Bowman and Bach in 
my Figure 2. My article was not an attack upon Bowman and Bach. Rather, 
in the early part of my paper I asserted that the graphs found in most text- 
books are based upon “an assumption that the plant in which production 
occurs is designed in such a way as to cause the variable factor to be used 
most efficiently when output is relatively small.” For purposes of illustration, 
I took a curve from a textbook which happened to be Bowman and Bach’s 
Economic Analysis. To make certain that there would be no misunderstand- 
ing, I took pains to state that the “solid line” of Figure 2 was taken from a 
“widely used and well-known textbook” (as a matter of fact the dotted line 
was also taken from the same source). I added the “capacity line” at the 
point where Bowman and Bach’s marginal product curve became zero. This 
was done, not-to misstate them (although I believe that they would agree 
that a plant has reached its capacity output when its marginal product is 
zero), but merely to facilitate comparison with a different type of average 
and marginal product curve, i.e., the curves shown in Figure 3. Obviously, I 
did not succeed in misstating Bowman and Bach, if that was my object, for 
Mr. Haines was able to deduce correctly what I had done. 


*A dollar an hour for eight hours plus three dollars for two additional hours is the ` 
equivalent of paying $1.10 per hour for ten hours, 
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Whether the least cost point falls at 35 per cent or at 73 per cent of 
capacity (in products) is of no importance to the discussion of pages 912 
and 913 where the curves are displayed. The only point made on these two 
pages is that theorists are left with a choice of two assumptions: they may 
assume, if they wish, a curve similar to that shown in Figure 2 or one similar 


to that shown in Figure 3. 
WILFORD J. Erreman* 


* The author is associate professor of finance at the University of Michigan. 
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Foundations of Economic Analysis. By PAUL ANTHONY SAMUELSON. (Cam- 
bridge: Harvard Univ. Press. 1947. Pp. xii, 447. $7.50.) 


This is the first major work in price theory to appear since the end of the 
war, and there is no doubt that it will rank with Hicks’ Value and Capital 
as one of the most important modern contributions to this increasingly com- 
plicated subject. The book, as its title indicates, is a study of the founda- 
tions of economic method, but it is by uo means a book on methodology in 
the customary sense. It is methodological only in the sense that the author 
is more interested in illustrating a means of solving economic problems than 
in developing a complete and self-contained theory of the working of the 
economic system; in general, the book contains a much higher proportion 
of substantive economics than traditional books dealing with economic 
method. A large part of the economic content, however, is illustrative ma- 
terial and is not intended as an exhaustive discussion of the particular 
problem. Although it deals primarily with price theory, the book also con- 
tains illustrations from such different fields as taxation, international trade, 
business cycles, money and banking, and the theory of employment. 

Lest this diversity of subjects should create a false impression, I hasten 
to add that it is the author’s contention, well demonstrated in the book, 
that all of the various branches of economic analysis are unified by a small 
number of basic principles. From this point of view, the theory of inter- 
national trade, or the theory of taxation, emerges as a special application 
of these basic principles to a particular set of problems. To be more specific, 
it is Samuelson’s contention that all useful theorems in economics can be 
developed from two hypotheses. The first is the hypothesis that the equilib- 
rium position of prices, quantities, etc., represents a maximum position for 
some magnitude such as utility or profits. If this is true, the characteristics 
of the economic system can be developed from the secondary conditions for 
a maximum. From the hypothesis that a producer is maximizing his profits, 
for example, it.may be possible to predict how an increase in the price of a 
particular factor of production will influence the amount of that factor 
employed by a given firm. 

Problems such as this constitute by far the largest part of traditional 
price theory. In Samuelson’s book, however, they occupy only slightly more 
than half of the total pages. It is Samuelson’s contention that most of the 
important economic problems, including practically all of those which deal 
with the economic system as a whole, cannot be reduced to simple problems 
of maximization. In other words, it would be difficult or impossible in most 
instances to show that the equilibrium of price and quantities for the economy 
as a whole represents a maximum position for some variable in the system. 
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- In view of this limitation, Samuelson proposes a second hypothesis from 
which useful theorems can be derived, namely the hypothesis that an 
equilibrium position represents a stable situation in the sense that slight 
deviations of the variables from their equilibrium values tend to be self- 
corrective. In the second part of his book he shows that the characteristics 
of a static equilibrium can frequently be derived from this hypothesis of 
stability, just as the characteristics of other systems were derived, in Part 
I, from the hypothesis of maximization. The hypotheses of maximization and 
stability thus constitute the twin pillars upon which Samuelson’s edifice is 
erected. 

Although the second part of the book (że., the part dealing with the 
stability of a dynamic system) is its most novel feature and is perhaps 
Samuelson’s greatest contribution to economics, I shall postpone a discussion 
of this part until a few remarks have been made about Part I. The first part 
of the book deals with subjects usually regarded as a part of price theory, 
and although it follows reasonably closely along the traditional lines de- 
veloped by Slutsky, W. E. Johnson, Hicks, and Allen, it nevertheless rep- 
resents a substantial contribution to the traditional theory in several re- 
spects. After an introductory discussion of the principles of maximizing 
behavior, the author applies these principles to the theory of cost and pro- 
duction. In this chapter the relation between a firm’s production function 
and its cost curves is used as a point of departure, and this aspect of the 
theory of production is developed much more thoroughly than in most other 
treatments of the problem. As in other parts of the book, the author is more 
interested in presenting general principles or a method of analysis than in 
probing deeply into special economic problems. For this reason his treatment 
of production contains less discussion of such things as complementarity 
among factors of production than will be found in, for example, Value and 
Capital. In the chapter on production and costs, as in most of Part I, Samuel- 
son shows that the theorems which can be demonstrated by means of the 
differential calculus can also be treated in terms of finite differences. 

From his discussion of the individual firm and the decisions of a producer, 
Samuelson proceeds in Chapter V to a discussion of the behavior of a con- 
sumer or group of consumers. The theory of consumer’s choice is developed, 
as in other works on this same subject, by means of indifference directions, 
and involves a separation of income effects from substitution effects, With 
respect to the pure theory of consumer’s choice, Samuelson is somewhat 
cynical. He apparently feels that, stripped of its superfluous ethical and 
psychological connotations, the theory of utility finally yields only a small 
number of theorems regarding the behavior of rational individuals, and that 
none of these theorems is of great importance for economics as a whole. 
Thus, on page 117, after discussing the conditions of consumer’s behavior 
which are implied by the theory of consumer’s choice, he says: “Many writers 
have held the utility analysis to be an integral and important part of eco- 
nomic theory... . Nevertheless, I wonder how much economic theory would 
be changed if either of the two conditions above were found to be empirically 
untrue. I suspect, very little.” Again, at an earlier point (p. 90), he says: 


~~ 
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“The concept of utility may be said to have been undergoing throughout its 
entire history a purging out of objectionable, and sometimes unnecessary, 
connotations. The result has been a much less objectionable doctrine, but 
also a less interesting one.” 

I do not propose to discuss the validity of these views, although I must 
say, In passing, that I have a considerable sympathy toward them. Whatever 
their validity, they will have served a useful purpose, in the present review, 
if I may use them as an excuse for passing lightly over two further chapters 
in Samuelson’s book which deal with certain elaborations of the theory of 
consumer’s choice. These two chapters, entitled “Transformations, Composite 
Commodities, Rationing,” and “Special Aspects of Consumer Theory,” deal 
with such subjects as the use of elasticities of demand, the behavior of the 
demand for a group of commodities on the assumptions that all of their 
prices change in the same proportion, the economic meaning of index num- 
bers, and the notion of consumers’ surplus. Although Samuelson’s contribu- 
tions to each of these subjects are considerable, when measured in absolute 
terms, they are, I believe, small in comparison with his contributions to 
dynamic economics in Part II of the book. 

Before proceeding to Part II, however, something should be said about 
the concluding chapter of Part I, which is a chapter dealing with welfare 
economics. After a preliminary historical discussion in which the contribu- 
tions of Marshall, Pigou, Pareto, Barone, Wicksell, and Lerner are described in 
an illuminating manner, Samuelson presents a systematic treatment of what 
he calls the “new welfare economics.” The latter is defined as the set of 
welfare propositions which can be derived without making utility compari- 
sons between individuals. Although Samuelson regards his substantive work 
in the “new” economics primarily as a restatement and refinement of the 
work of Bergson, his emphasis is somewhat different, and two points, in 
particular, receive a considerable amount of attention. 

The first is the argument that an equal distribution of money income, 
accepted on ethical grounds as a condition of optimum welfare, provides 
no basis for a definite welfare function for the community as a whole unless 
-the tastes of all individuals are exactly alike. In other words, there exists 
no welfare function consistent with this ethical judgment. Samuelson il- 
lustrates his argument by comparing vegetarians with meat-eaters. Suppose 
that in some initial situation all individuals receive the same money income, 
and that with the given price system, this initial position is regarded as an 
optimum. If a technological charge now reduces the price of meat to half its 
former level, relative to the prices of vegetables, it can hardly be said that 
equal money incomes will again be a condition of optimum, for this implies, 
an extremely unequal distribution of the gain in real income among vegetar- 
jans and meat-eaters. 

Although this argument destroys, in part, the logical foundations of laissez 
faire and equalitarianism, it should not, as Samuelson recognizes, prevent an 
economist from recommending both more competition and greater equality 
of income as goals of practical policy. The inadequacy of the new welfare 
economics does not mean that such goals are incorrect but simply that they 
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are based upon personal judgments and ethical considerations to a greater 
extent than was formerly realized. 

The second point which stands out in Samuelson’s discussion of welfare 
economics is his assertion that meaningful statements regarding welfare are 
impossible, even for the new welfare economics, without making comparisons 
between individuals. In other words, the gains of one individual must some- 
how be compared with the losses of others, a type of comparison which in- 
volves much more than the old fashioned measurability of utility. The 
authors of the new welfare economics have sought, in the past, to avoid 
such inter-personal utility comparisons by confining themselves to measures 
involving an actual or potential increase in welfare for all individuals. Thus, 
if a given measure enables all individuals to obtain more of a given com- 
modity, or if, while some obtain more and others obtain less, the individuals 
who gain can indemnify the losers and still be better off than before, the new 
welfare economics asserts that a definite improvement in welfare has oc- 
curred. Since everyone gains and no one loses, there is no necessity, accord- 
ing to the “new” view, to compare the losses of some individuals with the 
gains of others. 

This argument, according to Samuelson, is fallacious. The fallacy Hes in 
attributing undue importance to the status quo or to the situation prevailing 
before the change occurred. It is true, of course, that the new situation is an 
improvement, compared with the old, but what right, asks Samuelson, have 
we to set up the old situation as a basis for comparison? In deciding whether 
a given measure improves welfare we should compare the new position not 
with the old, which in any event may be quite accidental, but with some 
ideal position of maximum welfare. And in setting up such an ideal standard 
of comparison it is impossible to avoid inter-personal comparisons. The im- 
portance of the ideal position arises from the fact that a change which is an 
improvement from the point of view of the old position may not be an im- 
provement from the point of view of the ideal. l 

This argument was foreshadowed to some extent by Scitovszky, who pro- 
posed a dual comparison using both the old position and the new as a base. 
Samuelson’s suggestion, however, is much more sweeping than Scitovszky’s. 
And as a practical suggestion it seems to me that it is perhaps too fastidious; 
for while we might like to know how a given situation compares with the 
ideal, it is frequently a big help simply to know that a particular change is 
better than the previous position. 

But enough about welfare economics. I must turn now to Part II of 
Samuelson’s book. As I have indicated earlier, I regard this part, which is 
an exhaustive treatment of the relations between statics and dynamics, as 
the most important part of the book. In it, Samuelson brings to fruition a 
method of analysis which was slowly evolving in the years before the war. 
The central argument of Part I is that static analysis, which involves a 
comparison of one position of equilibrium with another, has no meaning 
unless the corresponding dynamic system is stable. In other words, there is 
no point in discussing a position of equilibrium unless it is a position which 
tends to be approached when the economic variables are displaced. 
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Samuelson therefore works with two sets of equations: (1) a dynamic 
system, which describes the time-movements of the economic variables (dif- 
ferential equations, difference equations, etc.); (2) a static system, which 
is the special case of the dynamic system arising when all rates of change 
or time-differences of the dynamic equations are zero. It is his great achieve- 
ment to have shown that a knowledge of the conditions which are required 
for the stability of equations (1) frequently enables an investigator to give 
a rather complete description of the static system (2). 

Like other significant developments in economics, this idea, which Samuel- 
son calls the correspondence principle, has important antecedents. Germs of 
the idea can be found as far back as Marshall’s famous pamphlet on the 
theory of international trade, or more recently in Yntema’s book on the same 
subject. And still more recently the relations between statics and dynamics 
have been discussed to some extent in Hicks’ Value and Capital as well as in 
Pigouw’s Equilibrium and Employment. Nevertheless, it remained for Samuel- 
son to present a comprehensive and systematic discussion of statics and 
dynamics. Most of the earlier discussions were either incomplete or actually ‘ 
erroneous. Hicks, for example, derived his conditions of “imperfect” and 
“perfect” stability without employing any explicit dynamic system at all. 
He was able to accomplish this seemingly impossible feat by extending to 
the case of n commodities a condition of stability which is frequently the 
correct one for a single commodity, namely, the condition that supply shall 
exceed demand whenever the price is above its equilibrium level. Although . 
the Hicks stability conditions are valid for a number of economic problems, 
they are not, as Samuelson shows, universally valid. A complete understand- 
ing of the relations between statics and dynamics therefore requires an 
explicit statement of a dynamic system. Supplying this explicit statement, 
and developing rigorously the relation of the dynamic system to the static, 
are Samuelson’s main contributions to the subject. 

In the first chapter of Part IX (Chapter IX of the book), the relations 
between statics and dynamics are developed for linear systems, or for sys- — 
tems which may be regarded ‘as linear to a first approximation. The general 
principles developed in this manner are applied to a number of special 
problems, including the pure theory of foreign trade, a multiple price market, 
and the theory of employment. In the chapter which follows, non-linear as 
well as linear systems are taken into account, and conditions of stability are 
developed for non-linear systems whose linear approximation indicates neu- 
tral stability. Finally, in Chapter XI the distinctions between historical and 
causal systems are examined, and the meaning of a moving economic equilib- 
rium is discussed in some detail. 

Chapters IX and X, which form the heart of Part II, were published 
earlier, in large part, in Econometrica (1941 and 1942), and when they 
first appeared it was my own opinion that the method which Samuelson 
presented would revolutionize the study of economic theory. Subsequently, 
I have had several occasions to employ the new method, and while I still 
regard it as a major achievement, I am inclined to be somewhat more cautious 
in forecasting its influence upon the future development of economics. ‘There 
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is no limit, conceptually, to the number of variables that can be handled 
simultaneously by Samuelson’s method, but in practice the algebra becomes 
so cumbersome as to be almost unmanageable when the number of variables 
exceeds three or four. 

For this reason, I doubt whether, in the study of complicated and un- 
symmetrical systems such as one encounters in business cycle theory, it will 
be possible to push the analysis very far without introducing empirical 
evidence. In other words, I suspect that, in any event, statistical studies will 
have to be introduced at an early stage of the investigation, and that these 
will largely supplant conclusions reached from a study of stability conditions 
alone. Economic theory alone can progress only a short distance, even with 
the aid of Samuelson’s powerful weapons, and beyond this point the still 
more powerful weapons of empirical research may well make the study of 
stability conditions a matter of secondary interest. But this is perhaps more 
a criticism of economic theory as a whole than of Samuelson’s contribution 
to the subject. Within the limitations of theory, it remains true that Samuel- 
son’s work is an important advance. 

Two appendices, dealing with purely mathematical subjects, conclude 
Samuelson’s book. The first considers the secondary conditions for a maxi- 
mum or a minimum position of a function of several variables. This should 
prove highly useful to economists, for the secondary maximum conditions are 
widely used in economics and it is exceedingly difficult to find a clear and 
simple statement of them in any of the more popular mathematical texts. 
The second appendix deals with the subject of difference equations. This 
also is a subject of increasing importance to economists and one for which 
adequate treatments in mathematics books are difficult to find. Unfortunately, 
Samuelson’s treatment of difference equations does not possess the simplicity 
and clarity which characterize his book as a whole. In this particular section 
of his book, he has striven for a high degree of generality, and in doing so, 
he has inevitably increased the complexity of the subject. The entire theory 
is worked out in terms of generalized linear operators, and both difference 
equations and differential equations emerge as special cases of this general 
system. From a purely mathematical point of view this may be an interesting 
procedure, but there is no doubt that it makes the subject more difficult for 
the economist who wants an introduction to difference equations. 

Lroyp A. METZLER 

University of Chicago 


Economics, An Introductory Analysis, By PAUL A. SAMUELSON. (New York: 
McGraw-Hill. 1948. Pp. xx, 622. $4.50.) 


This is an introductory textbook, designed for a two-semester course, but 
adaptable also for a one-semester course (which in fact is what its author 
uses it for). It is addressed primarily to the non-economist who wants to do 
what he can with the subject in a single course, rather than to the apprentice’ 
economist who needs an “introduction” to open the door to more advanced 
courses. Consequently, it should also be serviceable to the lay reader who 
wants to know what economists have to offer. But the level of workmanship 
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is such that the minority of “principles” students who are already committed 
to go further with economics will not feel they are being trifled with. 

The book has three parts. The first consists of eleven rather disconnected 
chapters dealing with topics where the economist has a clearcut comparative 
advantage, but where no sustained theoretical reasoning is called for; the 
nearest thing to a unifying principle is a concern with national income, its > 
composition and distribution. The second part is devoted to “Determination 
of National Income and its Fluctuations.” It opens with a presentation of 
the central Keynesian doctrine; then come three chapters which give an ` 
abridged version of a standard “money and banking” course; then chapters 
on international finance, the business cycle, and fiscal policy. The third part 
(which begins only at page 447) has four chapters on “value and distribu- 
tion,” one on international trade and one on tariffs, one on speculation, and 
one on “social movements and economic welfare.” 

In presentation, the author has done wonders in steering clear of all 
avoidable pitfalls. The use of mathematics is held to an irreducible minimum: 
algebraic formulas are eliminated, diagrams are few and for the most part 
very clearly labelled; most of the mathematics is arithmetical illustration, 
with lavish verbal explanations. In view of the author’s background, this 
may be surprising. I gather that the great problem of the publisher’s salesmen 
is to distinguish the Paul A, Samuelson of this book from the Paul Anthony 
Samuelson who wrote Foundations of Economic Analysis (and said in the 
introduction that “the laborious literary working over of essentially simple 
mathematical concepts such as is characteristic of much of modern economic 
theory is not only unrewarding from the standpoint of advancing the science, 
but involves as well mental gymnastics of a peculiarly depraved type”). 

Be that as it may, this introductory book is strictly non-mathematical. The 
writing on the whole is appetizing, and I am confident a student will find it 
easy to stay awake while reading it. Once in awhile the student may strike 
a spot where the effort to be sprightly and entertaining is too forced. But 
almost all the way through, the author pays his reader the compliment of 
assuming he is ready to think adult thoughts about serious questions (even 
if in places in adolescent language); and I should not seriously fear that 
students would lose patience. 

In the first part, the arrangement of the chapters is awkward. After the 
introductory group of chapters, it would be more natural to come to the 
chapter on “Business Organization and Income” (now 6), then to the group 
of chapters on the household (now 4, 5 and 10), then to the chapter on 
“Labor Organization and Problems” (now 9), then to the chapters on 
government (now 7 and 8). But the chapters are sufficiently self-contained 
so that a teacher could shift them around into this or some other pattern 
without confusing the student. This flexibility is exemplified by the author’s 
own suggestion for a one-semester course, which is to jump from Chapter 6 
clear past Part Two to Chapter 19 on “Determination of Price by Supply 
and Demand,’ go on to 21 on “Cost and Equilibrium of the Firm,” then 
back to Chapters 7-11 from Part One, and then take Part Two as a con- 
cluding section. Cross references between chapters are rather scant, but can 
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readily be supplied by the teacher. Besides, the index is well designed to 
help the student in searching for cross references or in review. 

The supreme merit of the book, to my taste, is a systematic effort to find 
points of contact between different points of view which students and their 
neighbors in society may hold. Samuelson’s own policy position is middle- 
of-the-road, favoring private employment for the great bulk of the labor 
force, and allocation of inputs and outputs primarily through private deci- 
sions of households and firms. (At the opening of Chapter 26, he even uses 
language which might imply that “capitalism” was the only form of eco- 
nomic organization compatible with democratic government; but this seems 
to be merely bad semantics.) On the other hand, Samuelson stresses the 
responsibilities for economic stabilization which fall upon government because 
of the inherent instability of the private economy, and the fact that govern- 
ment cannot evade responsibility for the distribution of income and wealth. 
The real merits of the socialist case, and the concern of true socialists with 
democratic freedoms, are brought out—largely with a view to sympathetic 
understanding of western Europe. Broadly speaking, Samuelson is not out 
to discredit anybody; but he does not mince words about_the evils of fascism 
and communism. 

Throughout the book, Samuelson strives to convey both that some of the 
student’s own “intuitions” (that is, views carried forward from a pre-rational 
stage of intellectual development) may be in error, and that the uncongenial 
views the student may find held by other social groups contain some glim- 
merings of truth. At several stages, Samuelson goes out of his way to point 
out grounds on which his own findings might be rejected. In consequence. 
of this tone of reasonableness and tolerance, his book should prove congenial 
to teachers and students over a wide range to right and left of Samuelson’s 
own political position. 

Despite’ its manifold excellences, the book has, of course, a number of 
weaknesses which the teacher will have to make good. On the whole, this 
list of weaknesses is probably less serious than for most alternative books. 
But its character will affect the ways in which the book can be used; and in 
view of Samuelson’s professional attainments, they cast interesting side- 
lights on the present state of economics. 

1. The international relations chapters (16 and 23-24) do not pay adequate 
attention to interwar and postwar practices. Exchange control and rationing, 
bilateral “clearing agreements,’ quotas, and “administrative protection” 
are barely hinted at; tariffs are treated as the only major type of trade 
barrier. The problems of keying in privately conducted American dealings 
with state-trading setups abroad are not treated. “Dollar shortage” abroad 
(which may well be a chronic problem) is not discussed. 

2. In discussing the corporation, Samuelson soft-pedals the influence of 
debt (especially of the prospect of a refinancing crisis at maturity) and of 
liquidity; this handicaps the monetary discussions of Part IT. 

3. In the chapter on “Saving and Investment” (12), the Keynesian “mar- 
ginal efficiency of capital” is inexplicably left entirely out of the picture; 
this leaves the rate of interest without any channel to influence investment. 


x 
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It is not shown that liquidity can influence investment otherwise than via 
interest (though its effects on consumption and saving are allowed for). The 
result is a large gap in the theory of interest and in the theory of invest- 
ment, and an under-valuation of the influence of money. It is interesting 
that the monetary deflation of 1929-1933 is assigned little weight in Samuel- 
son’s interpretation of the Great Depression, and that the part of policy in 
bringing about that deflation is grossly understated (pp. 346-47). 

4. Although Samuelson takes a cash-balance rather than a cash-transac- 
tions point of view toward money, he barely mentions time deposits at banks 
and the monetary significance of government securities as liquid assets, and 
has almost nothing to say about other aspects of the debt structure. 

5. In the “value theory” section, the important distinction between short 
and long run almost fades out. 

6. There is no systematic use and generalization of “opportunity cost” 
concepts. For example, in Chapter 21, “average cost” is described as govern- 
ing the entry or departure of firms in an “industry,” without any discussion 
of the degree to which the “cost” includes profits, or the basis for inclusion 
of some profits. Another opportunity is missed in the marginal-productivity 
discussion of Chapter 22. Since the whole logic of the. book is opportunity- 
cost logic, this lack of explicitness is a pity. It wastes part of the natural 
carry-forward of the student’s learning process. In particular, it leaves wel- 
fare economics needlessly isolated from the rest of the structure; and it 
throws away a straightforward explanatory principle for the suspension of 
some economic maxims where there is unemployment. 

7. The whole problem of “external economies and diseconomies”—effects 
of actions by one economic unit on conditions within another unit—seems 
to be confined within a single footnote on page 603, illustrated by the wastes 
of over-drilling in an oil field. This leaves the teacher without an anchorage 
for discussion of such problems as urban land use (though there is a passing 
reference to the deterioration of neighborhoods). More broadly, it leaves 
one of the main bases of economic regulation unstated—namely, the sup- 
pression of ways of operating which impose major nuisances on the neighbors 
for minor private savings to the operator. Furthermore, it leaves a gap in the 
otherwise excellent Chapter 7 on public expenditure: one of the main tests 
as to whether expenditure should be private or socialized is whether the. 
private spender can capture the lion’s share of the resulting benefits, or 
whether (as with education, health precautions, provision of outdoor recrea- 
tion areas) the benefits are so diffused that private incentives will leave 
expenditure far below the social optimum. 

8. Samuelson tries to integrate the Keynesian economics with traditional 
economics on the “T-joint principle.” That is, if we are dealing with a world 
in which unemployment exists, we are operating in an analytical dimension 
where the Keynesian analysis is relevant but the traditional allocation-theory 
is not; whereas if we are dealing with a world of full employment, the 
“classical” analysis comes into its own, and we are operating in an analytical 
dimension where we can assume away the Keynesian problems. Only if we 
are at the joint of these two sets of problems (i.e., if we are looking at a 
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full-employment economy which threatens to sag off into unemployment or 
boil over into inflation) does Samuelson see both sets of considerations ap- 
plying at once. 

One consequence is a pedagogical handicap. The student is told that if 
and when the nation has solved the problem of full employment without 
inflation “there will rise to the top of our national policy agenda—and 
properly sc—the true and abiding universal economic problems which every 
economic society has had to face since the garden of Eden” (p. 436). But 
he is also told, most persuasively, that we are a long way from the attain- 
ment of stability. Will the student not shrewdly suspect that we economists are 
teaching the material of Part ITI because we have an intellectual vested 
interest in it, rather than because we really believe in it? And if so, can we 
expect him to take it seriously? A further consequence is that even if the 
student decides to accept our judgment that the stuff matters, the whole 
argument is out of perspective, and many of the appropriate applications 
are not drawn. 

This “T-joint integration,” of course, was not invented by Samuelson and 
is not his monopoly. On the contrary, it is probably the most common 
pattern of integration in present-day theoretical thinking. But we should be 
able to better it. Logic allows us to cross the T at any other point on the 
unemployment-inflation dimension as well as at full-employment equilibrium. 
That is, any event which does not promise to make unemployment or in- 
flation worse can be judged on its allocation-merits just as well when 10 
million are unemployed, or when 134 million are unemployed and prices 
rising at 15 per cent per annum, as when unemployment is 2 million and 
prices stable. This view of things corresponds to Samuelson’s practice if 
not to his methodological prospectus. For example, he refuses to fall into 
the trap of judging government expenditures to avert unemployment solely 
by the amount of unemployment averted, but properly insists that if these 
expenditures use up productive services, their fruits must be as rich as those 
of similar services in private use. 

9. Samuelson is unduly preoccupied with static equilibrium. On page 37, 
for example, he declares that when supply everywhere matches demand 
and prices match cost, our three economic problems [“for whom, how, and 
what” production is carried on] “have been simultaneously solved.” Surely, 
they are “solved” by whatever happens, whether or not the outcome is 
properly an equilibrium. The likelihood that processes adjusting saving and 
investment will lead to oscillations rather than to balance (cf. A. F. Burns) is 
not visible in Chapter 12. On the other hand, in Chapter 17 where the 
business cycle is in the focus of attention, there is no explanation how 
monetary equilibrium works in. Chapter 18 on fiscal policy hinges on a 
distinction between ‘‘anti-cyclical” and “long-range” fiscal policy which 
again implies an analytical gap between the thinking focussed on equilibrium 
and that framed in terms of cycles. 

Admitting that we lack a fully matured theory of economic dynamics, 
surely the dynamic side need not be left so completely blank. Samuelson has 
no discussion of the planning of future operations within business units. He 
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barely hints at the crucial distinction between ex ante and ex pòst views of 
econumic events. Uncertainty does put in a brief appearance as an influence 
on the demand for cash; but the importance of deferring decisions pending 
fuller information is slurred over. Such topics as these could not be brought 
in without some complication of the logical structure. But it is far from 
clear that they would make the study of economics harder for the student. 
They would help him to see that economics is about the kind of world we 
live in, and thus help overcome one of the main factors which inhibit the 
student’s learning process—the suspicion that economics is a. parlor game 
rather than a way to understand reality. 

As I indicated above, this listing of weaknesses should not obscure the 
virtues of the book. Almost all my criticisms relate to omissions. But any rea- 
sonably compact introduction to economics, if it is not to skimp the subjects 
it does deal with, must make serious omissions. If we can come to expect most 
students who take elementary economics to come out with a reasonable grasp 
of what can be learned from this book, we can have a good conscience about . 
this most important of the profession’s teaching responsibilities. 

ALBERT GAILORD Hart 

Columbia University 


Pricing, Distribution, and Employment—Economics of an Enterprise Sys- 
tem. By Jor S. Barn. (New York: Henry Holt. 1948. Pp. xiv, 496. 
$3.75.) 


Professor Bain has written a good textbook on economic theory at the 
intermediate level. It deals simply and correctly with the customary topics 
of price theory and also, at unusual length, with investment and aggregate 
output. It is motivated by a search for realistic, not merely elegant, theorems. 
These praises should be set forth clearly, lest the general quality of the per- 
formance be forgotten in the discussion of details. 

Bain has sought to present economics as a body of substantive knowledge 
rather than as a set of techniques of analysis. This shift in emphasis is desira- 
ble in economics generally, and it is especially desirable in a textbook for 
students who usually will not take additional work. Accordingly, Bain omits 
certain topics (utility theory, much of the laws of return) commonly found 
in textbooks, and has unusually detailed chapters on monopoly and oligopoly. 
He has achieved considerable success in making this shift in the treatment of 
price theory (Chaps. 2-9), except for the presence of a chapter on monopo- 
listic competition, which he properly concludes is a minor variant from ` 
competition. 

When an economist focusses attention on matters of substance, however, he 
is under strong temptation to employ casual (and popular and often wishful) 
empiricism in the many areas of economic life that have not been carefully 
explored. Bain believes that the economy is overwhelmingly oligopolistic, and 
writes to fit the belief. My own tentative estimates, soon to be published, 
suggest that in the allocable sections of the economy, competition is three or 
four times as important as all other forms of market organization combined. 
Bain may disagree with some of my detailed classifications, although his 
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illustrative lists (¢.g., p. 180) do not suggest that this is an important diff- 
erence between us. The real source of the difference, rather, is that Bain has 
not ‘attempted to reconcile his impression of the entire economy with his 
knowledge of specific industries. 

Aside from this matter of realistic wisdom, the only questionable general 
point is the organization of the discussion of distribution. Competition is 
discussed in Chapter 10, monopoly in Chapters 7, 12, 13, and 14, and the law 
of variable proportions is introduced in Chapter 10, rather than in the more 
appropriate earlier chapter on production costs. This arrangement makes 
for duplication and temporary frustration. 

There remain the long chapters on capital and aggregate output. The former 
is the least satisfactory in the book. It is early Austrian in conception: the 
“original factors” assumption (fallacy) permeates the discussion, although as 
usual no real use is made of it. Bain’s apparatus runs in terms of long-run 
stationary states with different amounts of capital, an approach calculated to 
convey the minimum possible information on the role of capital in economic 
growth. The relationship of total investment to investment per time period 
is left unexplained. Only unexciting technique: is discussed; the chapter 
applies as well to the age of Pericles as to that of Roosevelt. 

The succeeding chapter on aggregate output and employment, viewed as 
technical analysis, is very good. Keynesian theory is presented carefully in 
terms of Robertsonian definitions and periods. Some steps in the analysis 
usually skipped over are here carefully developed, and numerous popular 
errors (such as reproducing a table from the Consumer Purchases Study to 
illustrate the consumption function) are conspicuously absent. Bain’s is the 
best textbook treatment I have yet seen of the mechanics of this energetic 
doctrine. 

There is one respect in which the entire book is seriously deficient—in the 
writing. The style itself is placidly dull. The formulations are frequently 
imprecise, and there are quite a few slips in reasoning. The following are 
examples. The firm attempts “more exactly, to maximize the difference be- 
tween money income and money outgo. . .” (p. 10)—~.e., it maximizes or 
minimizes cash balances? The obsolete Marshallian definition of elasticity 
of demand, with a negative sign prefixed, is revived (p. 33), and then consist- 
ently misapplied to obtain negative elasticities. The discussion of diminishing 
returns is tautological (pp. 67-68). The cost curve in Figure 12 is impossible. 
Five conditions are given for free entry (p. 99 n.); none is strictly necessary. 
On page 117 the equality of long-run average costs of competitive firms is a 
tautology, by page 120 it becomes an optimum property. In the chapter (6) 
on oligopoly, unnecessary difficulty is created by the practice of discussing 
long-run problems in terms of short-run curves. Prices of capital goods are 
treated as independent of the interest rate (p. 329). Borrowing does not 
decrease the present value of future spending (p. 361). The effects of alterna- 
tive assumptions on the conclusions drawn from the Keynesian theory are 
grossly understated (p. 416). It is to be hoped that Bain will soon remove 
such blemishes from his useful work. 

2 GEORGE J. STIGLER 

Columbia University 


a 
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Fundamentals of Economics. By Myron H. Umpreit, Excin F. Hunt and 
CHARLES V, Kinter. (New York: McGraw Hill. 1948. Pp. xi, 461. 
$3.75.) 

- Professors Umbreit, Hunter and Kinter have contributed another text for 
a one-semester introductory course in economics. It is based on the tried and 
true foundations laid down more than a generation ago and is little encum- 
bered by the developments in economics during the last score of years. The 
book does contain chapters on the income-expenditure approach and imper- 
fect competition, but these are in the nature of digressions and could be 
easily skipped without interfering with the continuity of the volume. 

The text starts with the usual chapters on fundamental concepts and the 
inevitable accompanying definitional aridities. The forces of monopoly and 
competition are analyzed and the several structural forms of the firm are 
described. The existence of imperfect competition is not disclosed until 
several hundred pages later. 

A discussion of money, banking and the price level follow, including an iso- 
lated chapter on the aggregate income approach. With this background, the 
authors plunge into a detailed discussion of price determination by the firm 
operating under conditions of perfect competition and monopoly. Well over 
half the book is devoted to this topic. 

An interlude on perfect competition and international trade separates 
price determination and distribution. While ‘geometric charts are widely 
utilized in demonstrating price determination in the competitive and monopo- 
listic markets, the treatment of imperfect competition is entirely institutional 
and based almost completely on the TNEC monograph, Competition and 
Monopoly in American Industry. The chapter is limited to definitions of the 
various types of imperfect competition and some brief case studies. 

The marginal analysis is rigidly applied to the five chapters on distribution. 
The chapter on wages, however, offers an exception and apparently a great 
deal of confusion. We read that “the equilibrium wage rate tends to be 
established at the rate that equalizes the number of workers seeking employ- 
ment and the number of workers that employers desire to hire. At such a 
point, the wages of labor equal its marginal productivity” (p. 360). Never- 
theless, in the next paragraph, summarizing wage theory, the authors state 
“no theory offers a complete explanation of the wage problem.” Or compare 
these two almost adjoining sentences: “Wage rates set at any other level 
(than marginal productivity) will not remain stable for long.” And a little 
further: “Wage rates tend to be rather rigid, and the pressure of the un- 
employed may bring them down slowly.” 

The confusion is compounded a few chapters later, when the authors 
apparently endorse the wages-fund theory. “To the business firm, rent and 
interest are costs which in the long run must be covered if production is to 
continue. If unions could succeed in pushing wages high enough to encroach 
on normal payments of rent and interest, the effect would be to discourage 
production and decrease employment” (p. 428). But elsewhere the authors 
state: “The truth is that wage rates are established in the market. With this 
rate in mind, the employer sets his production schedule and prepares his 
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budget in which expenditures for labor are enumerated” (p. 355). 

The authors also seem to accept the existence of a dichotomy between 
theory and practice. The marginal productivity analysis is offered as a theo- 
retical explanation of wage determination, while the bargaining theory “offers 
an attempt to give a practical explanation of what takes place in the market” 
(p. 355). The volume closes with a discussion of taxation, labor organization 
and the role of the consumer in our economy. 

The announced purpose of the volume is “to introduce college students to 
the study of economic principles.” The authors also assure the reader that 
_ “the book is modern in its viewpoints and its theories” and the discussion has 
been limited to basic data and ideas “essential to an understanding of our 
economy.” 

This raises a number of basic questions as to the wisdom of the selection 
of the topics discussed in the text. Considering the present state of develop- 
ment of economic theory, is it “modern” to devote ten chapters to the eco- 
nomics of the firm and only a single chapter to the aggregate analysis? 
Ninety-two pages to price determination under competitive conditions and 
sixteen pages to imperfect competition? Or to turn to greater detail, on the 
basis of the space allocated in this text, the student would gather that the 
operation of gold points is at least just as important in our society as the 
economic effects of unions or monopolistic competition and twice as im- 
portant as the national debt. Many similar examples could be cited. 

The ommission of some topics which are now commonly considered within 
the scope of elementary economics texts is no less baffling. For example, the 
reader would look in vain for such subjects as separation of ownership from 
control, social security, government control of business, the “mixed” capi- 
talistic nature of our economic system. l 

Questions of public economic policy are conspicuous by their absence. 
Adam Smith’s canons of taxation are the only criteria mentioned for a well- 
designed: tax system. The use of public finance for countercyclical fiscal 
policies is not discussed. The pervading problem of economic instability is 
only alluded to in passing. It receives less attention than bimetallism: or price 
determination in a competitive market in the intermediate period. 

The pedagogic soundness of the book is questionable on other scores. Terms 
and concepts are occasionally used leosely, inaccurately, or without prior 
explanation of their meaning. The authors assert that expenditures will in- 
crease as a result of increase in M due to “human nature being what it is” 
(p. 86). “Real wages consist of goods and services rather than money” (p. 
427). Full employment, base year, bank acceptances, “country” banks are 
some of the terms used without previous explanation of their meaning. The 
Gold Reserve Act of 1934 did not reduce the gold content of the dollar as 
stated (p. 51), nor is membership of international unions limited to the 
United States and Canada (p. 419). 

The volume is orthodox and unimaginative. Statistical material and em- 
pirical illustrations are scanty. Little use is made of the wealth of material 
made available by government publications and private research organiza- 
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tions, The references listed at the end of each chapter supposedly designed 
at broadening the horizons of the students are along conventional lines and 
limited almost wholly to other textbooks—sometimes dated editions are 
cited where later ones are available. 
SAR A. LEVITAN 
Samson College 
Associated Colleges o f Upper New York 


The Economic Docirinés of John Gray—1799-1883. By JANET KIMBALL. 
The Catholic University of America Studies in Economics, Vol. 21. 
(Washington: Catholic Univ. of America Press. 1948. Pp. 162.) 


Miss Kimball surveys the critical and constructive ideas of John Gray, 
the ninteenth-century British socialist and businessman, and concludes that 
Gray’s chief contribution to economic thought was his development of the 
law of markets (p. 150). She clarifies some of the apparently contradictory 
aspects of Gray’s position by tracing the changes that occurred in his think- 
ing, beginning with the vigorous, socialistic Lecture on Human Happiness of 
1825, through his later, purely monetary-reform period in which he denied 
any taint of socialism, to the complete intellectual quiescence of the last 
thirty-five years of his life. Miss Kimball suggests that Gray’s early socia- 
list ardor was extinguished by his growing success as a businessman (p. 9). 

Like the other so-called “Ricardian socialists,’ Gray drew radical con- 
clusions from the labor theory of value and proposed the establishment of a 
social order in which those who work should receive the “whole produce of 
their labor.” He rejected laissez faire not only because of its inequity to 
labor, but also because he believed it was unworkable and must lead inevi- 
tably to general overproduction and periodic collapse. Gray attributed the 
overproduction of goods to the underproduction of money. Although his 
specific proposals changed over the years, they all had as their common 
objectives the elimination of the deficiency of effective demand. As Gray 
expressed it, “Production, naturally the cause of demand, shall be so practi- 
cally.” He insisted that money should occupy an integral position in the 
general analysis of production and distribution. He rejected the barter analogy 
which characterized the main tradition of economic theory after Ricardo 
incorporated Say’s law of markets into the principles of political economy. 

Having thus analyzed Gray’s contribution, Miss Kimball might have 
added greatly to the significance of her work if she had indicated its relation 
to the present-day “revolution” in economic theory in which the work of 
J. M. Keynes occupies a central position. Keynes’ work, like that of Gray, 
rests upon a criticism of Say’s law of markets and upon an insistence that 
money must be integrated into the main body of economic principles. On the 
policy side, it is associated, as was Gray’s work, with a repudiation of 
laissez faire. In that aspect of Keynes’ thought which leads him to praise 
Silvio Gesell, the similarities between Gray and Keynes are so striking that 
one wonders how they could have been ignored completely. There is, for 
example, probably a much closer intellectual and social affinity between 
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Keynes and Gray than between Keynes and Malthus, who is usually singled 
oul as the most important early precursor of Keynes. Miss Kimball has thus- 
failed in one important respect to fullfill her self-assigned task of “placing” 
Gray in the history of economic thought. However, one can hardly quarrel 
with her main conclusion that Gray’s chief contribution was to the law of 
markets. 
DUDLEY DILLARD 
Columbia University 


+ 


Economic History 


Economic Policy and Democratic Thought: Pennsylvania 1776-1860. By 
Lours Hartz. (Cambridge: Harvard Univ. Press, 1948. Pp. xviii, 366. 
$4.00.) 

The myth of laissez faire has, during the past century, played an important 
part in obscuring the structure of the capitalistic economic system and in con- 
fusing the minds not only of policy makers but of economic theorists as 
well. Indeed, it may not be too wide of the mark to venture (1) that the 
myopia induced by laissez-faire hallucinations accounts in large part for the 
unbridged gap that separates economic orthodoxy from socialist dogma and 
(2) that the highly emotional conflict generated by this dichotomy has 
seriously retarded the development of a realistic understanding of the 
economic system and consequently has delayed the development of theories 
and policies adequate to the solution of economic problems. 

If these remarks have a reasonable degree of validity, it follows that 
Professor Hartz’s Economic Policy and Democratic Thought: Pennsylvania 
1776-1860 is an important contribution not only to economic history but to 
economic theory as well. For in this work he provides a carefully documented 
demonstration that, at least in Pennsylvania, laissez faire was not an aspect 
of American social thought or practice during the period between the Revo- 
lution and the Civil War. There is no reason to suppose that Pennsylvania’s 
experience was atypical, and therefore no reason not to conclude that the 
often-appealed-to golden age of laissez faire is but a figment of imagination. 
However, the Committee on Research in Economic History of the Social 
Science Research Council, which promoted Professor Hartz’s study, is spon- 
soring three similar studies covering the experiences of Massachusetts, 
Georgia, and Illinois. Those who prefer not to accept Pennsylvania’s experi- 
ences as definitive must await the appearance of these other works. 

. Professor Hartz recognizes that most of his readers assume that the period © 

1776-1860 saw the flowering of laissez faire in the United States. He there- 

fore explains at the outset the causes of this misapprehension. These causes 

are not far to seek. They stem mainly from two all too obvious facts, first 
that there was a sharp reaction in the colonies against British mercantilist 
restrictions and second, that after the Revolution there was widespread 
opposition to positive economic action on the part of the federal government. 
The historical analysis that leads to the false conclusion that laissez faire 
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was the dominant theory and policy in ante-bellum America contains several 
flaws. First, there was failure to stress that opposition to positive federal 
economic policy grew largely out of regional self-interest. This opposition 
found strong support in the constitutional limits on federal power, limits 
that were obviously effective during a period when economic activities were 
so largely local in nature. Prerogatives of the individual states, not a dominant 
laissez-faire philosophy, were the important matter in the opposition to fed- 
eral economic action. Second, there was a notorious failure to analyze ade- 
quately the manifold interventionist steps taken by the individual states them- 
selves. Overwhelming emphasis on the role of the federal government has 
concealed the multitudinous measures taken by state and local governments 
to promote, regulate, and control a wide variety of social activities. 

In carrying on his analysis, Professor Hartz ranges over a number of 
social developments. In all of them he finds that government consistently 
played a positive and important role. He traces in detail the development of 
corporate charter policy, the mixed corporation, public works, and regulatory 
functions in the realm of labor legislation, licensing, sumptuary legislation, 
and debtor-creditor legislation. He is meticulous in searching out and iden- 
tifying the motives, attitudes, and theories underlying each case he discusses. 
Everywhere the evidence shows an interrelationship between interventionist 
philosophy and, democratic thought. He finds no important signs of a 
laissez-faire philosophy until toward the end of the period. Indeed, his study 
shows that Chief Justice Black of the Pennsylvania Supreme Court voiced 
the general attitude when he said in the Sharpless case (1853): “It is a grave 
error to suppose that the duty of a state stops with the establishment of 
those institutions which are necessary to the existence of government... . To 
aid, encourage, stimulate commerce, domestic and foreign, is a duty of the 
sovereign, as plain and as universally recognized as any other.” 

It is clear from Professor Hartz’s analysis that laissez-faire theory in the 
United States did not develop fully until after the end of the period to which 
he confined himself. He therefore does not trace it through to full bloom. He 
does, however, detect its beginnings around 1850 and strongly implies that it 
was fostered by corporate interests anxious to minimize government control 
over their expanding activities. Falling back on classical theory, these cor- 
porate interests could easily portray government controls of any sort as a 
wasteful contravention of the natural order, and to double-lock the door any 
step toward government intervention was tagged with the socialist label. In 
this carefully cultivated atmosphere the reputable economist could not point 
to the obvious fact that government is an integral part of any economic system, 
including private capitalism. Government as a positive force was excluded 
from orthodox theory. Thus we have come down to the present with a trun- 
cated orthodoxy. The myth of laissez faire is at least one of the villains of 
the piece—a villain whom Professor Hartz is helping to banish. 

Wirtrtam C. BacLey 

Rutgers University 
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National Economies 


German Realities—A Guide to the Future Peace of Europe. By GUSTAV 
STOLPER. (New York: Reynal and Hitchcock. 1948. Pp. x, 341. $3.75.) 


Despite a number of errors of fact which the author would certainly have 
corrected had he lived to read the proof sheets of this book and despite what 
seems to the reviewer a faulty appreciation of the limits within which Ameri- 
can policy could have influenced the course of events, this is perhaps, the best 
study that has appeared on the problem of Germany. 

Stolper is at his best in describing the existing situation in Germany, in 
discussing the probable economic and political development in Germany and 
in assessing the consequences of the German debacle for the future of inter- 
national relations. He is at his weakest in evaluating the results in Germany, 
and in Europe, of American policy. l 

Stolper is severe indeed in his indictment of American political leaders 
and the international agreements they entered into. “Yalta was the work of 
amateurs unburdened and unhampered by knowledge of history and real 
international experience. Potsdam was the artifice of lawyers who believed in 
solving world problems by a few nice formulas which could be read and 
interpreted by all parties concerned as they pleased. The Level of Industry 
Agreement of 1946, finally, was the product of a horde of statisticians, 1500 
of them—American, British, French and Russian—going berserk against all 
warnings of economic reason.” 

The author contrasts very effectively the vindictive language of J.C.S. 
1067, the first fundamental directive of the U.S. Military Governor, with the 
sweet reasonableness of the Atlantic Charter which pledged the support of 
the United States to principles to be applied alike to “victor and vanquished.” 

The reviewer happens to agree with Stolper that the Morgenthau Plan was 
assininity rampant, that the articles of Potsdam, in so far as they were not 
ambiguous, were contradictory, that J.C.S. 1067 spoke the language of a 
Carthaginian peace which was not only unworthy of this country but con- 
trary to its best interest. He would agree, furthermore, that the representa- 
tives of this country, in their negotiations with the Soviet Union, held views 
with respect to the possibility of joint action which have turned out to-be 
mistaken. But he would also hold that, as concerns the main course of events 


' in Germany and Europe, it would have made relatively little difference if 


U.S. leadership had pursued a radically different policy. 

On the assumption that the interests of the Soviet Union and of the United 
States are fundamentally opposed and that conflicting ideologies make mu- 
tually satisfactory agreement impossible—and this, after all, is the assump- 
tion on which Dr. Stolper argues—Germany and Europe would have been 
partitioned along approximately their present lines regardless of American 
policy. The great strategic consequence of World War II was the emergence 
of the Soviet Union as the sole great power in Europe. Stolper recognizes 
that fact and effectively develops the argument that, even under the most 
favorable of circumstances, it is highly improbable that Germany can ever 
regain a first-rate military position. But he persistently refuses to recognize 


» 
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the limitation imposed by the Russian rise to power on American policy in 
Germany and in Europe. 

“The Yalta Conference,” the author says, “was the climax of Aaa 
self-delusion about the nature of both the German and the Russian problem” 
(p. 17). At the time of the Yalta Conference, he notes, “The German Armies 
were in full flight and dissolution, the American and British divisions were 
sweeping over the land and overriding the most important parts of Germany, 
which are now in the Russian Zone.” The implication is that Roosevelt, at 
Yalta, held all cards and refrained from playing them through sheer stupidity. 

In fact, at this date American forces had but recently won the desparate 
“Battle of the Bulge” and no British or American division was as yet as far 
forward as the Rhine. But in any case these errors are irrelevant. Even if 
American eyes had been wide open to Soviet intentions, Russian domination 
of approximately the area now dominated could not, short of war, have been 
prevented. We could, assuredly, have taken action that would have avoided 
the present situation in Berlin; no doubt we could have facilitated the com- 
mon administration of western Germany though the experience of Anglo- 
American military government in Italy and the divergence of French views 
on Germany indicate some of the difficulties involved; certainly we could 
have oriented our policy sooner toward the economic rehabilitation of west- 
ern Germany. But, although these and other changes in the American 
position in Europe, which would have been possible had American political 
leaders possessed a different view of Russian intentions and had they fol- 
lowed a different course of action, are not insignificant, they fall far short 
of overcoming the consequences of that split in Germany and in Europe 
about which Dr. Stolper mainly complains. 

One can be critical of American policy toward Germany without falling 
into the error of concluding that the war was won only to have the peace 
lost by the stupidity of politicians. Dr. Stolper comes perilously close to this 
view. 

The author’s analysis of the current economic situation in Germany and 
the prospects for recovery is informed and penetrating. Although he over- 
estimates, in the opinion of the reviewer, the extent of material destruction 
in Germany, he has probably not overestimated the difficulties of rehabilita- 
tion. Many economists have argued, on the basis of the German experience 
in the 1920’s, and with regard to the relation in any productive economy 
between the value of capital plant and of annual output, that the restoration 
of Germany’s production was a relatively short-period affair. But much 
more has been destroyed than physical plant and equipment. The economic 
and political organization within which economic life functions has been 
shattered; trade connections have been lost; a moral degeneration disruptive 
of ordered economic activity is far developed. 

With respect to Germany’s long-term prospects, Stolper rightly empha- 
sizes the catastrophic effect of two wars, the great depression, and the 
dismal aftermath of World War II on the age and sex composition of the 
population. He thinks it probable that the total population which is now, in 
the whole of Germany, roughly 68 million, will be reduced in the generation 
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beginning in 1980 to less than 40 million. Biological destruction and terri- 
torial truncation provide effective limitations to German military potential 
regardless of the extent of German industrial recovery. While Stolper favors 
continued demilitarization and stringent prohibition of any type of rearma- 
ment,-he takes the view that measures such as industrial disarmament or 
internationalization of the Ruhr designed to promote security by limiting 
Germany’s industrial potential are both militarily unnecessary and eco- 
nomically stupid. With this position the reviewer wholly agrees. 
Epwarp S. Mason 
Harvard University 


Reparationen, Sozialproduki, Lebensstandard: Versuch einer Wirtschafts- 
bilanz. By G. W. Harmssen. (Bremen: Friedrich Triijen Verlag. 1947. 
Pp. 125, 307.) 

For the first time the voice of a prominent German has been heard on the 
subject of Germany’s economic future. Mr. G. W. Harmssen, vice-president 
of the senate of the city-state of Bremen (U.S. zone of occupation) and a 
member of the bizonal State Council, was asked by the prime ministers of 
the German states in the combined U.S.-U.K. zones to prepare a basic state- 
ment on the German attitude toward the problem of reparations. In his 
report he tries to present a balance sheet of the entire German economy. 
The report includes a main volume and twelve appendices and discusses 


reparations in international law, reparation problems after the first World `’ 


War, Allied reparation claims, the German standard of living and national 
income, Germany’s economic and social structure, food.and agriculture, 
industry, transportation, exports and imports, removal of industrial equip- 
ment, fiscal policy and capital formation, and the payments already made 
by Germany to the Allies. The report contains frequent digressions into the 
fields of philosophy, political science, and law, but only selected statements 
on economic matters—those which seem most startling—will be discussed 
at this time. 

The basic argument of the report is briefly summarized in the following 
paragraphs. 

The reparation claims of the Allied nations are limited by the so-called 
Potsdam Agreement, which guarantees the German people a standard of 
living at least as high as the average standard of the other European nations. 
Before the war, the German standard, taking into consideration the peculiari- 
ties of the structure of the German economy, actually was not higher than 
the average standard of similar nations of Northwestern Europe, with which 
alone it should be compared. At most, German per capita consumption might 
be permitted to fall 15 per cent below the 1936 level. This means that even 
the revised level of industry for the U.S.-U.K. zones, which provides for a 
per capita income about 25 per cent below 1936, is far too low. It also means 
that the income level on which the European Recovery Program is based 
is utterly insufficient: Germany must not be compelled to export any coal 
or steel before 1952, and the prospective production of machinery must be 
doubled, The German national product must be maintained at a minimum of 
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63 billion reichsmarks of 1936 purchasing power.’ Of that amount, about 2 
billion reichsmarks is needed for new investment, 4.7 billion for reconstruction 
investment, 3.3 billion for the satisfaction of pent-up consumers’ demand, and 
53 billion for the satisfaction of normal consumers’ demand. In 1952, output 
of goods and services could reach a maximum of 60 billion reichsmarks; 
therefore, at that time foreign assistance still will he needed to the extent 
of 3 billion reichsmarks annually. The austerity of this program is indicated 
by the fact that in 1952 per capita income in Germany will be lower than ` 
before the war, while that in the United States will be higher by one-third 
(pp. 23-37). 

The magnitude of the task of achieving a national product of 60 billion 
reichsmarks by 1952 is demonstrated by a discussion of the present national 
income and wealth. In 1946, German national product was only 32 billion 
reichsmarks, as compared to 66 billion in 1936; because of reparations paid 
out of current production, only 25-30 billion actually was available to 
domestic consumers, Considering the value of the lost territories (Eastern 
Germany and the Saar), the confiscation of the property of German refugees 
as well as of foreign assets and the merchant marine, looting by members of 
the occupation forces, and the damage caused by the military action of the 
Allies during the war, the prewar national wealth of Germany (about 550 
billion reichsmarks) has been reduced by 40 per cent; at present, national 
wealth is as low as it was in 1924, at the end of the German inflation fol- 
lowing the first World War (p. 46). German forests are threatened with 
extinction within twenty years if the present rate of exploitation continues, 
especially in the British and French zones. Germany is even prevented from 
sending out whaling fleets in order to avoid the extinction of an animal which 
is hunted by all seafaring nations (pp. 49-50). 

German industrial capacity has decreased by 7.7 per cent because of the 
losses in the East and the Saar, and by another 20-25 per cent because of 
war damage. On a 1936 basis, actual production was only 27 per cent in 
1946 and 40 per cent in the first half of 1947. Moreover, at least half of the 
production in the U.S.S.R. zone went to the Soviet Union. The level of pro- 
duction of consumers’ goods was even lower than the average. Under these 
conditions, further removal of industrial equipment would be unjustified, 
quite apart from the psychological effect of removals upon the industrial ` 
workers. Finally, removals would use large quantities of scarce lumber for 
packing: that lumber would be sufficient to manufacture furniture for one 
million bedrooms for the German population (pp. 52-57). 

German import requirements in 1952 will include 3 billion reichsmarks for 
foodstuffs and 3 billion reichsmarks for industrial equipment and raw ma- 
terials, Moreover, Germany will have to provide for one billion as freight 
payments and 0.75 billion as debt service, based upon prospective reconstruc- 
tion loans of 15 billion reichsmarks. In order to bring about an equilibrium 


1 The appropriate factor for converting reichsmarks of 1936 purchasing power into dollars 
of 1948 purchasing power may be roughly estimated at approximately 60 cents per 
reichsmark, In this review, all reichsmark figures refer to reichsmarks of 1936 purchasing 
power. 
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in the German balance of international payments, Germany will have to 
export annually goods valued at 7.7 billion reichsmarks (p. 63). 

Despite its poverty, Germany already has made reparation payments to 
the Allied nations, which should be valued at 177.75 billion reichsmarks. 
These payments include the items listed in the following table; they are far 
larger than the maximum sum of reparations, which was demanded by the 
Soviet Union and rejected as excessive by the Western powers. 


Mr. HarMssen’s ESTIMATE OF GERMAN REPARATION PAYMENTS 
(in billions of reichsmarks at 1936 prices) 


N 
rR 


Value of Eastern Germany 

Value of the Saar 

Confiscated property of German refugees 

Confiscated foreign assets 

Confiscated German gold 

Confiscated merchant marine 

Publication of German patents 

Labor of prisoners-of-war 

“Manipulations” with Allied military currency 

Removal of rails (mainly U.S.S.R. zone) 

Sovietized corporations (U.S.S.R. zone) 

Removed industrial equipment: 

U.S.S.R. zone 4.8 

French zone 1.2 
3.5 
1.5 


È enr 
Dokonano 
i an Ort 


— 
Mee RetrN OO 6 
on 


U.S.-U.K. zones 
Berlin 


0 
Cost of removal of industrial equipment 8 
Loss through forced export of coal 0. 
Loss through forced export of timber 1 
Reparations out of current production (French and 17...S.R. zones) 14 


ad 


Total . 177.75 


The author’s arguments and estimates, as outlined above, are open to 
serious criticism. 

There is nothing in the Potsdam Agreement to suggest that the Allied 
powers intended to guarantee to Germany a standard of living considerably 
higher than that of many liberated nations. Even if that were true, however, 
it would not follow that Germany’s per capita consumption must not fall by 
more than 15 per cent below the 1936 level. In fact, a per capita income 
25 per cent below 1936, corresponding to a national product of about 52 
billion reichsmarks, still would leave the Germans with a standard of living 
higher than that of prewar Czechoslovakia and considerably above the 
prewar average of continental Europe as a whole. The author admits that such 
a national product could be reached in 1951 and that its maintenance would 
not require foreign assistance after that year. Moreover, the German “pent-up” 
demand for consumers’ goods will not be as large as the author assumes: 
durable consumers’ goods, except housing, are far less important in Europe 
than in the United States, and semi-durable goods will be fully replaced by 
the satisfaction of “normal”? demand within two or three years. It is true that 
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such a development of the German standard of living would not compare 
favorably with progress in the United States, but there is little reason why it 
should. 

The author also overestimates the gap between the present level of produc- 
tion and that to be reached in 1951. In the spring of 1948, industrial output 
was Officially estimated at about 50 per cent of 1936; the official figures, how- 
ever, probably underrated the volume of commodities channeled into black and 
“gray” markets. If these goods had been taken into consideration, the output 
would probably have reached 60 per cent of 1936 or about 40 billion reichs- 
marks, An annual increase of 10 per cent of that level would make it possible 
to reach the goal of 52 billion in 1951. Aid under the European Recovery 
Program, plus the assistance given by the U.S.-U.K. occupying forces for the 
prevention of disease and unrest, should be more than sufficient to make such 
progress possible, unless political disturbances intervene.” Germany’s recovery 
after 1924—when its national wealth, according to the author, was at the 
same low level as at present—showed the rapidity at which recovery can pro- 
ceed once political obstacles are removed. Neither the slight overcutting of 
the German forests, needed to make good at least a small fraction of the 
damage done by the Germans in Allied countries, nor the exclusion of Germany 
from whaling will interfere substantially with the reconstruction of German 
industry. By the way, the opposition to reconstruction of the German whaling 
fleets is probably not due merely to concern about the fate of the whales: 
Germany’s neighbors have not forgotten the use made by Germany of its 
merchant marine in the attack upon Norway. 

The question of the removal of industrial equipment is more complicated 
than the author seems to recognize. There is no doubt that even in the 
U.S.-U.K. zones much of that removal is uneconomical; that in some cases 
machinery is removed which might be used for the development of Germany’s 
peaceful industries; and that decisions sometimes are based upon ignorance 
or even upon fear of normal competition. The author, however, does not take 
into consideration that the bulk of all machinery removed from the U.S.-U.K. 
zones was part of the German war industry, and that much of the rest owed its 
existence merely to the German drive for self-sufficiency and for over- 
development of heavy industries. A considerable part of the equipment 
therefore must be regarded as real economic surplus: even if the removal of 
machinery for the production of explosives, poison gas, guns, war planes, and 
warships does not greatly benefit the economy of the Allied powers, it cer- 
tainly cannot greatly harm the future economy of a peaceful Germany. The 
fact that such removals make necessary the use of lumber that otherwise 
could be made into bedroom furniture for the German population, does not 
seem to be a sufficient reason for leaving Germany with the greatest con- 
centration of war industries in continental Europe. 

The author’s forecast of German foreign trade requirements would be 
more interesting if it were somewhat more detailed. While the calculations 
made in connection with the European Recovery Program cannot claim a 


* By August, 1948 industrial output in the U.S.-U.K. zones had already risen to 67 per cent 
of 1936. 
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high degree of accuracy, their refutation cannot be undertaken by means of a 
few global figures. Germany will need somewhat greater food imports than 
before the war, but the figure quoted by the author not only exaggerates the 
importance of the relatively small surplus sent before the war from Eastern 
to Western Germany, but also disregards the savings made possible by lower- 
ing the quality of the German diet. Moreover, it appears that freight charges 
are already included in the import figures quoted by the author. With these 
corrections, Germany’s import needs (including freight) in 1952 probably 
will be closer to 5.5 billion than to 7.0 billion reichsmarks. Imports plus the 
net balance on service account (postwar debt service) would require exports 
of not more than 6.0 billion reichsmarks, a sum actually reached in 1937 and 
probably not beyond future German capacities. 

It is true that Germany’s balance-of-payments problem will be aggravated 
by the disruption of trade with Eastern Europe, which before the war 
played an important role both as a source of supply of food and some raw 
materials and as a market for industrial products. Even before the war, 
however, the great bulk of Germany’s foreign trade was with Western 
Europe and overseas countries. In fact, Germany’s reliance on food imports 
from the East probably was influenced by political rather than economic 
considerations: in a free world market, the produce of Eastern Europe 
hardly could compete with that of the United States, Canada, Argentina, 
and Australia. The shift from Eastern to overseas sources of supply therefore 
should not increase the cost of most staple food imports. On the other hand, 
the higher standard of living in some overseas countries that profit from 
increased demand for their agricultural products should expand the market 
for German quality consumers’ goods, and the plans for industrialization of 
undeveloped countries in the Middle East and Australasia should create an 
important market for German heavy industrial goods. As far as Western 
Germany is concerned, even a permanent rift between the Western and 
Eastern zones of occupation need not endanger the eventual achievement of 
equilibrium in the balance of payments: Western Germany probably needs 
less than 60 per cent of the imports, and produces more than 60 per cent of 
the exports, of the prewar Reich. Moreover, exports to the West formed a 
larger part of its foreign trade than was true for the Eastern zone, and there- 
fore will be less affected by the necessary shift from Eastern Europe to other 
markets. 

The strongest criticism, however, must be reserved for the author’s com- 
putation of Germany’s alleged reparation payments. Some very large items 
listed by the author—value of ceded territories, property of ethnic Germans 
who were not German citizens—should never have entered the list, and most 
of the remaining items are vastly overvalued. 

The value of confiscated foreign assets is reported to be about 1.5 billion 
reichsmarks, rather than 9.75 billion as estimated by the author. The “Ger- 
man gold,” which the author wants to be credited to Germany on repara- 
tion account, actually was less than the equivalent of gold looted by the 
Germans during the war in Allied countries. The value of the German 
merchant marine was 0.2 billion, and not 0.5 billion reichsmarks. 
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The value of the publication of the German patents is greatly exaggerated. 
The author admits that about 100,000 out of the 115,000 published patents 
were already in existence in 1931 and therefore would have expired in any 
case by 1948 at the latest. The author’s computation thus attributes a value 
of almost one million reichsmarks to each of the remaining 15,000 patents. 
Since the overwhelming majority of all patents is completely worthless and 
only a few produce revenues of any considerable size, the actual value of these 
patents probably was less than one per cent of the sum quoted by the‘author. 

The labor of prisoners-of-war could be claimed by the belligerent nations 
—against proper compensation in reichsmarks—up to the time of a con- 
clusion of a treaty; at least in the West, this compensation has been paid. 
Moreover, the Allied powers have agreed, upon U.S. initiative, to return all 
prisoners-of-war before the end of 1948. 

The “manipulations” of members of the occupation forces with Allied 
military currency brought substantial losses to some of the Allies, especially 
to the U.K. Treasury, but these losses should hardly be credited as repara- 
tion payments by Germany. The removal of rails would have to reach the 
fantastic figure of about 15 million tons of steel, if it were to correspond 
to the value quoted by the author; actual removals must have been less than 
one-tenth of that amount. 

The author’s valuation of corporations taken over by the Soviet Union 
without physical removal from Germany is the only figure in his list which 
appears to be approximately correct. The value of all industrial enterprises 
in prewar Germany has been estimated at 24 billion reichsmarks, of which 
around one-fourth was located in the present U.S.S.R. zone of occupation. 
Assuming that additions made after 1938 were about balanced by destruc- 
tion during the war, the value of the industrial enterprises in the Soviet 
zone would be around 6 billion reichsmarks. Since it is widely believed that 
about one-fourth of these enterprises has been taken over by the Soviet 
Union, the value of the Sovietized industries would be around 1.5 billion 
reichsmarks. 

The author’s data on removals of industrial equipment are more difficult 
to judge, especially as far as the Soviet zone is concerned. The value of 
industrial machinery and other equipment in prewar Germany has been 
estimated at 15 billion reichsmarks, of which about one-fourth, or 3.75 
billion, was located in the present U.S.S.R. zone. If reports are true that about 
40 per cent of the entire machinery has been removed, the value of the re- 
moved equipment would be 1.5 billion. The value of machinery in the French 
zone (excluding the Saar) was about one billion reichsmarks; if 40 per cent 
of that equipment has also been removed—which probably is too high a 
ratio—the value of the removed equipment would be around 0.4 billion, or one- 
third of the figure quoted by the author. 

Removals from the U.S. zone are scheduled to reach a total of 0.24 billion 
reichsmarks; so far, however, equipment worth only about one-half of that 
sum has been removed, The corresponding figures for the U.K. zone are not 
available with the same exactness, but comparing the volume of tonnage in 
question, the value would be probably two and one-half times the value of 
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removals from the U.S. zone. Thus, removals from the combined U.S.-U.K. 
zones so far have reached hardly more than 0.4 billion. The author complains 
that the official evaluation underrates the true value of the removed equip- 
ment; there appears to be some justification for that claim, but it is unlikely 
that the true value was more than twice the official figure. In that case, the 
total value of the removals from the U.S.-U.K. zones still would be only 
0.8 billion, or less than one-fourth of the figure quoted by the author. Assum- 
ing that the figure for Berlin is similarly exaggerated, total removals from all 
zones would amount to about 3.2 billion reichsmarks. 

The cost of removal appears much too high (two and one-half times the 
corrected value of the removed equipment). Moreover, it seems doubtful 
whether it should enter the list at all. From the creditor’s point of view, 
the value of a piece of machinery is not affected by the question whether it 
was standing ready for delivery in a German shop or had to be laboriously 
dismantled and put together again. For the reparation debtor, however, the 
cost of removal may be so high in some cases that it would have been more 
economical for him to buy an identical piece abroad or to produce it do- 
mestically rather than to dismantle an existing plant. In these cases, he may 
be right in asserting that he should be credited with the cost of removal. It 
is unlikely, however, that such conditions exist in the majority of all cases: 
in so far as the removed equipment consists of war material which Germany 
would have to destroy even if no reparations had to be paid, the amount to be 
credited on reparation account under that heading would consist only of . 
the difference between the cost of removal and the cost of destruction. In 
any case, the liberal estimate, of removals from the U.S.S.R. and French zones, 
and the upward adjustment of the value of the equipment removed from 
the U.S. and U.K. zones presented in the preceding paragraphs should suffice 
to take care of that item. 

A similar problem exists in the case of the compulsory export of coal and 
timber. The author concedes that by and large exports of these raw ma- 
terials have been paid for at world market prices, but he asserts that they 
might have been used more profitably within Germany. Under normal 
` conditions, the author’s claim certainly would have to be disregarded: a 
debtor compelled to replace some broken eggs cannot claim to be credited with 
the value of the chickens which he might have hatched in the course of time. 
In the present state of dislocation of the world economy, the assertion that 
world market prices do not fully represent the “true value” of the goods, can- 
not be brushed aside so easily. The author forgets, however, that the exports 
of coal and timber resulted in foreign exchange proceeds, which in turn made 
possible the importation. into Germany of vital raw materials. 

The author’s calculations of reparations out of current production are 
difficult to follow. It seems to be true that not only the Russians but also the 
French have exacted such reparations, the latter mainly by undervaluing ex- 
ports from, and overvaluing imports into, their zone of occupation. In view of 
the low level of the foreign trade of that zone, however, the total value of 
French reparations for the period from the beginning of the occupation until 
the end of 1947 probably was not higher than 0.2 billion reichsmarks. 
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The bulk of reparations out of current output has been exacted by the 
Soviet Union. In view of the lack of data on the foreign trade between the 
Soviet Union and the USSR zone of occupation, an exact computation of 
these reparations is impossible. It seems plain, however, that the figures . 
quoted by the author are too high. Industrial production of the U.S.S.R. zone— 
which constitutes the basis of most reparation shipments—probably has not 
been higher than 50 per cent of 1936, że., at an annual rate of 4 billion 
reichsmarks, Assuming that as much as one-half of the total output has 
been used for reparations, the total for the period from the beginning of the 
occupation to the end of 1947 would, at most, reach 5 billion reichsmarks. 
This figure means some double counting since it includes the output of the 
Sovietized corporations, the value of which has already been counted as 
reparations. On the other hand, some reparation deliveries of agricultural 
produce may have taken place so that the total was perhaps not very different 
from the figure just mentioned. The author derives a higher sum merely by 
adding together commodity deliveries and money payments, and in respect to 
the latter by switching from reichsmarks of 1936 purchasing power to cur- 
rent reichsmark figures. 

Altogether, a list of German reparation payments thus should include only 
the following items at the following approximate values: 


Billions of Reichsmarks 
(at 1936 prices) 
Confiscated foreign assets ............. Saat wad weed 1.5 
Confiscated merchant marine ...........00 02 eneeeees 0.2 
Confiscated patents o.0%6cudasewdes bien ve sealed Seas 0.1 
Removed rails (mainly U.S.S.R. zone) .............+.. 0.1 
Sovietized: corporations ........s..ssesressessrssssso 1.5 
Removed industrial equipment: 
USSR: De nedoan a cel ewe a RE eee 15 
Pench ZONE 54, icine sos ks E Ar 0.4 
US-UK 20NGS oct viwerneueetsaautiase ae diecteud 0.8 
DOOD) 8 ecco we ead sie teat eee eRe eae EEA 0.5 3.2 
Reparations out of current 
production; ; 
TS SR Z0 orure enaa a aae 5.0 
French 20DE . és742060scewedededtew EE 0.2 5.2 
TOL seat hie anaa a a a a ees 11.8 


The total of 11.8 billion reichsmarks, of which probably 8.7 billion (in- 
cluding the share of the Soviet Union in reparation removals from the West- 
ern zones) went to the Soviet Union, certainly is not a negligible figure, rep- 
resenting almost 4 per cent of the present German national wealth as calcu- 
lated by the author, and about 30 per cent of the estimated annual German 
national product in 1947-48. It appears very small, however, if it is compared 
with the reparation claims of the Allies or even with the losses suffered by 
Germany during the war. Moreover, the amount that went to the Western 
Allies actually is smaller than the value of goods distributed in the U.S.-U.K. 
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zones of Germany by the two occupying powers for the prevention of disease 
and unrest. The author does not mention this olfsetting factor. 

The author’s computation obviously is meant to impress the reader with 
the inequity of asking for further reparations. Actually, the exaggerations 
of which the author is guilty destroy the validity of his argument. Compared 
with the sum of 177.75 billion, a further burden of 15-30 billion reichsmarks, 
which would correspond to the Soviet demands for reparations, would seem 
relatively innocuous. If the figure of 11.8 billion, however, is taken as a basis 
` for comparison, the Western powers appear justified in opposing the Russian 
demands as excessive from the point of view of survival of the German 
economy. 

In a remarkable review, the London Economist? has likened the report 
to Metn Kampf. This comparison does an injustice to both Mr. Harmssen and 
the late Mr. Hitler. Mein Kampf was frankly the work of a fanatically 
extreme nationalist: it was a call to a new war of revenge and aggrandizement. 
Mr. Harmssen, a prominent member of the Democratic People’s Party of 
Bremen, certainly would reject with utmost sincerity the accusation of being 
a nationalistic warmonger; he certainly believes his work to be an impartial 
statement and analysis of facts. Just for this reason, the report is far more 
disquieting than the appeal of an outright nationalist would be. It shows 
how the mind of a moderate and responsible German still is distorted by 
the effects of nazi rule and defeat, and how difficult it is for him to judge 
the problems of his country in their proper relation to the outside world. 
This attitude indeed represents a serious obstacle to the reintegration of Ger- 
many into a new Europe. 

, J. HERBERT FURTH 
Washington, D.C. 


? Economist, March 13, 1948, pp. 410-411. 
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Der Vierte Fuenfjahrplan der Sowjetunion, 1946-1950. By S. N. Proxopovicz. 
(Zurich-Vienna: Europa Verlag. 1948. Pp. 150.) 


Professor Prokopovicz is the dean of Western economic writers on Soviet 
Russia, and whatever comes from his pen merits serious attention. Never- 
theless, the present book is somewhat disappointing. The reader will not fnd 
in this study (the title of which does not describe its contents too ade- 
quately) any extensive analysis of the current Five-Year Plan. A good deal 
of the book is concerned with Russia’s economic development in the interwar 
period and offers little more than a summary recapitulation of an earlier 
comprehensive book by the same author.’ In some cases, as for instance in 
the discussion of retail trade and turnover tax (pp. 109-10), the text has 
been almost bodily lifted from the previous publication. The author does not 
attempt to link the past with the present, and his emphasis on the former 
thus seems misplaced. 

The first chapter, in which Professor Prokopovicz describes the economic 
situation in Russia at the end of the recent war, is by far the most interesting 


1S, N, Prokopovicz, Russlands Volkswirtschaft unter den Sowjets (Zurich-New York, 
1944), i 
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portion of the study. The author presents there (pp. 11-12) an estimate of 
the Russian population at the beginning of 1946, prepared on the basis of 
data concerning persons eligible to vote at the general election in 1937 and 
1946; and of data concerning the number of students in elementary and 
secondary schools. The resulting figure for the 1946 population of 180.5 
million is surprisingly low. It implies, as the author points out, a net war 
loss of almost 17 million. It should be recalled that Stalin spoke of seven 
million persons whose deaths were directly attributable to the war.* If this 
statement is correct, Professor Prokopovicz’s figure means that, over the ` 
war years, deaths from causes other than those mentioned by Stalin, exceeded 
births by about 2.5 million annually. Losses of such magnitudes are difficult to - 
accept, particularly if viewed against the background of the prewar annual 
net increase in population which was well in excess of three million a year. 
The trouble with the author’s estimate presumably lies in his assumption of 
a constant ratio in 1937 and 1946 of those eligible to vote to total population, 
which involves corresponding assumptions with regard to the age structure 
of the population and the share in it of those who for political or other reasons 
were excluded from voters’ lists. There is, moreover, the problem of the com- 
parative efficiency used in preparing voters’ lists in the two years under review. 
Nevertheless, Professor Prokopovicz’s estimate opens up an interesting field for 
discussion and is particularly welcome in view of the widely accepted figure 
(for the 1946 population) of 193 million which stems from an ambiguous 
Soviet statement.® 

The chapter, in addition, contains a good deal of statistical information for 
1945 on output, livestock numbers, railroad transportation, and other mag- 
nitudes, most of which are very -conveniently tabulated (pp. 8-9), together 
with comparable figures for earlier years and the plan targets for 1950. 
Because of the Russian method of issuing many postwar statistics in the 
form of percentages of the preceding year, such a collection of absolute data 
for a postwar year is most important. It is, however, very unfortunate from 
the point of view of students in the field of Russian economics that in all 
these cases the author does not indicate the source or explain the derivation of 
his figures. This is a very serious deficiency. It is not, of course, a question of 
academic window dressing. The point is that in a field where information is so 
scarce and so ambiguous, the reader must be given the opportunity of descend- 
ing to the sources or of forming for himself an opinion on the reliability of 
the estimates presented. This reviewer, for instance, considers inordinately 
high the author’s 1945 figure of 14.5 million (metric) tons for output of pig 
iron; obversely, the figures on the 1945 bread grain output seem too low. In 
default of any explanatory remarks no reconciliation is possible. No one will 
wish to dismiss lightly a figure given by so eminent a scholar, but no one can 
accept data on the Russian economy the nature of which is not disclosed. 

The author volunteers a few cursory remarks in appraisal of the current 
Five-Year Plan. He says (p. 17) that “the execution of the plans for the 
year 1946 and the first six months of 1947 shows that with regard to the 
area sown and the aggregate industrial output the plan targets for 1950 could 


? Cf. Pravda, March 14, 1946. 
3 Cf. Pravda, January 22, 1946. 
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be not only attained, but even exceeded.” He adds that-“‘on the other hand, 
the Plan apparently will not be fulfilled with regard to livestock and railroad 
transportation.” Elsewhere (p. 27), however, Professor Prokopovicz speaks 

. of the grave war losses and the devastating effect of the war upon the 
quality of manpower, and comes to the conclusion that the volume of in- 
vestment and the growth of national income which are foreseen in the current 
Five Year Plan are greatly exaggerated and will not be attained. The two 
statements perhaps can be reconciled, but unfortunately Professor Prokopo- 
vicz does not attempt to do so. 

There is not much to say on the remainder of the book. The chapter on 
Economic Planning in Soviet Russia is diffused with observations on de- 
velopments in capitalist countries and, except for the last four lines, does 
not refer to the present but contains observations based on the interwar 
experience in Russia, Similarly, in the rather long chapter on agriculture, 
only the brief discussion of the pertinent postwar measures of the Soviet 
government is directly related to the current Five Year Plan. 

The last chapter covers a wide variety of topics: industry, transportation, 
retail trade, currency reform, standard of living, and factory legislation, but 
offers little that is new. Two points, however, may be worth mentioning. 
Professor Prokopovicz notes that from the October Revolution until 1950 
the railroad mileage of the Soviet Union will have grown by only 75 per cent. 

“He compares this rather moderate expansion with the rapid growth of in- 
dustry over the same period and speaks of a disproportionality which he 
attributes partly to scarcity of steel and partly to faulty planning. A fuller 
discussion of this interesting suggestion would have been very much in order. 

The second point has perhaps only negative value. In discussing the 
currency reform of December, 1947, the author frankly acknowledges his 
inability to provide an estimate for the volume of currency issued during the 
war. In view of the various attempts in this direction, Professor Prokopovicz’s 
statement may well serve as a warning. He reiterates it once more in an 
Appendix which is devoted to a review of a recent book by Voznesevski on the 
Soviet War Economy. This is an interesting discussion of Voznesevski’s book, 
but I believe Professor Prokopovicz is wrong when (on p. 139) he accuses 
Voznesevski of using in two different passages two different sets of percentages 

. for the ratios of population and railroad mileage in the German occupied area 
to the respective Russian totals. Whatever the actual validity of Voznesevski’s 
data, the two sets of percentages cannot be used to cast aspersion on the 
accuracy of Russian statistics because each of them refers to a different point 
of time in the course of the German occupation. 

. ALEXANDER GERSCHENKRON 

Harvard University | 


Narodnoye Khozyaistvo SSSR (The National Economy of the U.S.S. K) 
(Moscow: Gosplanizdat. 1947. Pp, 438. R. 12.) 
This is a collection of articles, editorials, and official pronouncements deal- 
ing with the Soviet economy, 1945-47. These items appeared originally in 
economic journals, newspapers, and other Soviet periodicals. 
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Economists concerned with the Soviet economy will find the volume a 
useful one. It brings together in one convenient place the first four postwar 
communiques of the Gosplan on economic progress during 1946 and the 
first three quarters of 1947, as well as other basic materials, such as the 
description of 1946 reorganization of the State Planning Commission. In 
particular, the articles dealing with various phases of the current Five Year 
Plan, reprinted from 1946 numbers of Planovoye Khozyaistvo, have long 
been recognized by specialists as adding significantly to our knowledge of that 
Plan’s objectives. - 

From a more general point of view, this collection probably provides a 
representative sample of the shorter scientific publications of Soviet econo- 
mists since the end of World War II, except that it includes no pieces 
dealing primarily with economies other than that of the U.S.S.R. The re- 
marks made below may therefore have a somewhat wider scope of ap- 
plicability than this volume alone. 

The character of the articles in this volume might well surprise an 
American or British economist. None of them is “analytical”? in the sense 
in which we use the term. Those dealing with concrete problems are pri- 
marily descriptive and hortatory. Those few concerned with theoretical 
problems are in the main citations and restatements of the writings of 
Marx, Engels, Lenin, and Stalin. Even simple correlation or time-series 
analysis is not employed in the articles reproduced from technical journals, 
let alone newspapers. In all the articles there is a studied effort to avoid 
originality or any suggestion of variance with officially approved doctrine. 

While many of the articles in this volume do add to our knowledge of 
the Soviet economy, the amount of such knowledge is limited by the policy 
of secrecy regarding economic information followed by the Soviet regime. 
Nowhere in this volume, for example, will the reader find any precise state- 
ment of say 1946 Soviet national income, Soviet steel production, Soviet 
grain output, or any similar key economic magnitude which is readily avail- 
able for other major industrial nations. Gosplan communiques abound in 
statements of percentages, whose bases, however, have never been published. 
Soviet economists’ writings here do give occasional clues to ‘the major- 
magnitudes of the economy, but the reader of this volume soon realizes 
that the authors are as concerned with withholding information as with im- 
parting it. 

A more serious problem, however, is that sometimes the writers in this 
volume actually attempt to impart misleading impressions regarding the 
economic situation of the U.S.S.R. Thus B. Sukharevski, on page 238, 
argues that conversion of plants from war to peace production in 1946 led to 
increased production for heavy industry. He cites Gosplan figures showing 
increased output of certain -groups of commodities in 1946 as against 1945. 
The unwary reader might well be forgiven the conclusion that in 1946 Soviet 
industry, or at least Soviet heavy industry, had increased its production as 
compared with 1945. Actually, as this writer has shown elsewhere,’ re- 
conversion caused a sharp drop in Soviet industrial production in 1946; 


* Cf. Journal of Political Economy, October, 1948. 
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most or all of which must have occurred in heavy industry. 


A. Bolgov, in his article on collectivized agriculture, gives an overoptimistic , 


statement of Soviet collective farms’ independence of natural conditions—-an 
error which probably would not have been made if his article had appeared 
in late 1946 rather than as it did in early 1946, before that year’s disastrous 
drought. His citation of statistical data to show the rapid increase of pro- 
ductivity and production after collectivization may impress one unfamiliar 
with Soviet economic history, but seems much less impressive to anyone who 
notices that this writer picks as his base the early 1930’s after the tremen- 
dous losses suffered during the struggle of the kulaks against forced col- 
lectivization (pp. 152-53). 

These examples might be multiplied, but it seems more important to point 
out why part of Soviet economic writing is deliberately written to mislead 
readers. This writer would suggest that the main reason for this phenomenon 
is that Soviet economists are not and cannot be independent scholars seeking 
to ascertain and publicize the truth. Soviet economists, like all other mem- 
bers of that nation’s intelligentsia, are simply servants of the state, com- 
pelled to serve that state on pain of loss of position or liberty or both. Pro- 
fessor Varga’s recent demotion is a case in point. Consequently, Soviet eco- 
nomic writing must reflect the propaganda objectives of the state. Sometimes 
these propaganda objectives center about the improvement of poor perform- 
ance in some sector of the economy. In such cases, Soviet economists will 
describe such poor performance, sometimes painting an overly black picture 
to stimulate improvement. More often, however, in the past year or two, the 
chief Soviet propaganda objective has been to paint an idyllic picture of 
the U.S.S.R. which can be contrasted with an overly black portrait of the 
United States, Great Britain, or other nations not in the Soviet bloc. Un- 
hampered by any full disclosure of key statistical information, Soviet 
economists have great freedom to describe their economy in unrepresentative 
or perhaps even completely false terms. No reader can properly evaluate this 
volume or other contemporary Soviet economic writing who does not bear 
in mind this danger. 

Harry SCHWARTZ 

Syracuse University 


Ching’s Economic Stabilization and Reconstruction. By D. K. Lieu. (New 
Brunswick: Rutgers Univ. Press. 1948. Pp. viii, 159. $3.00.) 


National economic planning has become one of the most engrossing of 
postwar activities all over the world. Even in countries like China, where 
political and military conditions are so unfavorable to an integrated and 
sustained program, there is no dearth of plans or planners. One of the 
characteristics of planning in China, as in some other relatively backward 
countries, has been a technologic bias, a tendency to think of “development” 
chiefly in engineering terms. At its worst, this bias creates a picture of 
scattering so many factories, so many TVA’s and the like over the country- 
side, to the neglect of the essential economic problem of allocating scarce 
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resources. Planning of the primarily technologic kind operates on the un- 
conscious assumption of plentiful resources, leading to the unfortunate im- 
plication that nearly all lines can be pursued, and that all goals can be 
achieved, if not simultaneously, at least within a short time. This bias may 
explain in part why plans of this kind can and do multiply, offering variously 
appealing but equally inept guides to procedure. 

Planning difficulties of another sort are encountered in China because 
estimation and forecasting problems, troublesome enough in advanced 
economies, are aggravated by the vast size and diversity of China, the lack 
of reliable data, the pluralism of semi-independent economies (independent 
functionally as well as regionally), the historic dependence upon foreign 
capital and personnel and upon the remittances of overseas Chinese. All of 
these basic difficulties are compounded now with a runaway inflation and an 
exhausting civil war. A plan for China must therefore ensure stability as a 
prerequisite for economic development, but at the same time the prevailing 
lack of development is a serious obstacle to stabilization. 

The present volume, China’s Economic Stabilization and Reconstruction, 
is the work of D. K. Lieu, one of China’s outstanding economists and 
latterly Commercial Counselor of the Chinese Embassy in Washington. 
It is one of the most comprehensive recent treatments of China’s basic eco- 
nomic problems. Less penetrating perhaps than H. D. Fong’s analysis of the 
long-run industrial possibilities (The Post-War Industrialization of China, 
National Planning Association, 1942), Mr. Lieu’s book attacks a broader 
range of issues. Among studies by American economists, the pamphlet by 
Arthur N. Young, former Financial Adviser to the Chinese government, 
(China’s Economic and Financial Reconstruction, The Committee on Inter- 
national Economic Policy, 1947), provides a more technical analysis of 
the immediate problems of China than is offered by Mr. Lieu, but does not 
go as far into the realm of long-run potentialities or concrete recom- 
mendations. 

The first third of Mr. Lieu’s book is devoted to long-range issues, the 
remainder to current problems. After outlining some basic characteristics of 
the Chinese economy, the author considers alternative developmental objec- 
tives, among which he places his stress on higher standards of living. As to 
fields for development, Mr. Lieu concerns himself broadly with agriculture 
and industry, concluding from a rather sketchy survey of the agricultural 
outlook that China should not give major developmental emphasis to this 
field. Another section contrasts totalitarian planning with a mixed economy; 
the author rejects the former for China, and urges regional planning and 
“key-factor” controls. Some brief comments on aspects of agrarian improve- 
ment and industrial growth conclude this portion of the book. 

The discussion of the current crisis begins by indicating the wartime origins 
of many of the trends. A description of the inflation (to mid-1947) is fol- 
lowed by a review of the attempts at inflation-control, and this leads to the 
author’s positive suggestions. Of these, the most unusual is a proposal for 
an extensive tax-in-kind, to be supplemented by other more conventional 
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measures, but in the final analysis Mr. Lieu falls back upon foreign assistance. 
The last topic is China’s balance-of-payments crisis and the failure of recent 
attempts at alleviation, indicating once more the indispensability of foreign 
assistance. 

Mr. Lieu’s approach to China’s economic troubles is many-sided and sober. 
No monomaniac, he takes a mildly liberal tone, keeps his eye on practicality, 
and is inclined to prefer gradual and piecemeal solutions over any grand 
strategy dogmatically conceived. Thus he sets almost no goal figures, and 
rejects five-year planning à la russe. At the same time, his book suffers from 
a certain looseness and vagueness just at the points where an over-all view 
is necessary. To some extent, this may be attributed to the difficulties of Mr. 
Lieu’s official position, since he has been for years connected with several 
agencies of the Chinese government as a technical expert. But in large part, 
the looseness and vagueness arise from the difficulties of making over-all 
comparisons of costs and returns for a country like China. This becomes 
most evident in Mr. Lieu’s constructive proposals. 

For example, his scheme for “key-factor” planning aims at encouraging 
the production of commodities which he designates in terms of minimum 
domestic consumption needs. Thus the scheme turns out to be a self-suffi- 
ciency program, despite the author’s explicit rejection of such intention. 
He is apparently aware in theory of the drawbacks to such procedure for 
the development of China as well as for the emergence of an integrated 
Asiatic and international economy. But he is carried away by the actual 
conditions and forces: China’s unhappy past experience in international 
commodity and capital markets, the prospect for continuation of trade bar- 
riers and fluctuations despite the efforts of I.T.O., etc., and the pressure to 
link the long-range program of development with the immediate famine of 
consumption goods. 

Something of the same dilemma runs through Mr. Lieu’s recommenda- 
tions against inflation. He has examined the various measures usually pro- 
posed and is aware of their limitations in the Chinese context; in particular, 
he regretfully abandons the hope of much benefit from a steeply progressive 
income tax (he omits consideration of a capital levy), in view of the diffi- 
culties of enforcement when rapid inflation is added to the traditional Chinese 
practice of conducting most business without resort to modern banking and 
accounting, But, unfortunately, similar limitations apply to the author’s 
proposal for taxation-in-kind on a wide range of raw materials and finished 
goods to be sold by the government at prices below the market level. It is 
possible that such a measure might actually stimulate price inflation, by 
removing large quantities of goods from circulation during tax-collection, 
warehousing and distribution, and by encouraging the withholding of com- 
mercial stocks while the government was unloading. More important is the 
fact that the tax would contribute little if anything toward the basic requi- 
site of a larger total output of goods. In consequence, the author is compelled 
to fall back on increasing the supply of goods through imports, and for this 
there is no real alternative to extensive American aid. 

Mr. Lieu does not expect that substantial reparations will be forthcoming 
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from Japan and, in contrast to many of his countrymen, he points out that 
Japanese capital equipment is largely unsuitable to China in view of the 
costs and other difficulties of transfer and use. But in turning to American 
assistance, Mr. Lieu fails to discuss the factors of domestic and foreign 
policy which limit this country’s ability and willingness to provide goods in 
the huge amounts needed by: China; nor does he give adequate attention to 
the capacity of the Chinese economy to absorb such a flood of goods if it 
were forthcoming. 

In his approaches to the problems of planning, Mr. Lieu displays a 
sophistication which is all too rare among economists and government offi- 
cials in the relatively undeveloped countries. Nevertheless, so intricate are 
the problems of China that, as with many other planners, his prescriptions 
for China sometimes fall into the very pitfalls which his diagnosis was care- 
ful to avoid. 

Epwin P. REUBENS 

Cornell University 


The Industrial Future of Great Britain. A series of lectures arranged by the 
University of London and the Institute of Bankers. (London: Europa. 
Publications, 1948. Pp. xx, 208. 15s.) 


The importance of Britain’s industrial progress in the reconstitution of a 
stable, prosperous world economy gives this collection of lectures wider in- 
terest than it otherwise would have for American economists. It offers a 
good, although rather general, survey of the present position and prospects 
for British industry, similar to, but by no means as good as, the Liberal 
Industrial Inquiry’s survey in 1928 of Britain’s Industrial Future. It includes 
fourteen essays, some on individual industries (fuel and power, agriculture, 
iron and steel, building, inland transport, shipping, textiles), some on indi- 
vidual aspects of the subject (“Finance of Reconstruction,” “The Export 
Drive,” “Impact of the War,” “New Industrial Development and Export,” 
etc.), by as many authors, including Professors T. C. Ashton, G. C. Allen, 
P. Sargant. Florence, and Messrs. F. W. Paish and S. R. Dennison. 

Unfortunately, the volume has many flaws, some of them discussed by 
Paul Bareau in his brief introduction. Many of the essays are excessively 
general, “popular,” and inadequate. One offers the conclusion that “British 
agriculture can, on the whole, be rated as efficient”—because wheat yields 
per acre are considerably above those in Ontario, and so are “standards 
of husbandry in terms of neat farming and the maintenance of soil fertility” 
(p. 61). An economist will recognize that such observations are useless as 
guides to policy, and do not face the fundamental issue of the appropriate 
economic future for British agriculture. This and other chapters ignore also 
the problems created by the decline of competition in British industry. For 
example, the Economic Director of the British Iron and Steel Federation 
has only praise for the “planning” programs undertaken by that organiza- 
tion, under government auspices, which leave the detailed management of 
individual companies to private enterprise—ignoring the fact that such 
planning has consisted largely of price fixing and limitations on freedom of 
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entry of new firms, new capacity, and competitive foreign products. The 
industry representatives who delivered the lectures on textiles and shipping 
were guilty of similar oversights. Finally, it is to be regretted that there is no 
adequate discussion—but only a few obiter dicta, all against-—of the case 
for and against some of the major economic policies of the Labor govern- 
ment. 

Many of these deficiencies are, however, corrected in other essays. S. R. 
Dennison calls attention to the danger of attempting reconstruction by simul- 
taneous expansion and indiscriminate mechanization of all industries, with- 
out regard to the dictates of comparative advantage. F. W. Paish and Robert 
Shone, in the iron and steel chapter, both stress the necessity for choosing 
among alternative uses of scarce resources, underlining the need for a higher 
level of national saving and investment—though it is cause for regret that 
R. F. Harrod was not invited to defend the point of view of his recent book, 
Are These Hardships Necessary? And both Mr. Dennison and Sir Jonah 
Walker-Smith, the latter in an interesting discussion of the building indus- 
try, make perfectly clear the dangers of industrial rigidity inherent equally 
in private monopoly restriction and unimaginative government planning. 

ALFRED E. KAUN 

Cornell University 


Economic Systems; Postwar Planning 


Freedom and Order: ‘Lessons from the War. By Epuarp HEIMANN. (New 
York: Scribner’s. 1947. Pp. xiv, 344. $3.00.) 


Professor Heimann’s book is an attempt to interpret the present difficulties 
of western civilization and to relate them to the totalitarian challenge of nazi 
socialism and Soviet communism. He finds the root of the problem to be the 
attainment of a proper balance between individual freedom and a stable, 
orderly, yet not tyrannical political society. Classical liberalism fails by 
sacrificing order to unrestricted individual liberty, while communism and 
fascism sacrifice the Individual to an absolutistic political order. The great 
need of the times is a workable principle of social justice where liberty and 
order may be balanced in a tolerable compromise between both grand ex- 
tremes. Heimann finds this principle in the teachings of Christianity, particu- 
larly in the Petrine doctrine of foremost loyalty to God. 

Classical liberalism presumed that order would be the automatic result of 
the rational pursuit of self-interest under the impersonal coordination of 
competitive markets. It overstressed man’s rationality, and in turn relied 
for the control of the darker side of his nature upon the separation of politi- 
cal powers, the reservation of a large area for private (commercial and 
non-commercial) activities free of state intrusion, and again, the force of 
competition. For Heimann, competition has generally given way to “mo- 
nopoly” (undefined), and the whole ingenious system has broken down. Mass 
unemployment, class privilege, and short-sighted resource exploitation are 
the results. 

In its larger aspect, the failure to balance liberty with order arises from 
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lack of a universal ethic for the guidance of affairs, and consequently a 
relentless preoccupation with technical interests and private matters. For 
proof of monopoly, the author cites technological progress and the large 
firm. He attributes mass unemployment to the uneven nature of technological 
change and high dependence of prosperity upon a high rate of investment 
goods production. The author sees increasing “saturation” in particular 
markets and believes investment opportunities are steadily contracting, al- 
though neither problem is considered critically. He also accepts Rodbertus’ 
thesis that enterprise capitalism depends upon export markets and is thus 
driven to economic imperialism. Private enterprise also fails to exploit natural 
resources with proper regard for the future. Thus classical liberalism fails to 
yield a stable and just social order. 

Given this conception of the issues, Heimann offers his own version of the 
good society and at the same time assesses the two totalitarian alternatives. 
His solution is neither fascist nor communist. He is an advocate of a 
pluralistic or mixed economy that combines elements of private with state 
enterprise and strives for a stable equilibrium of group economic interests. 
The central principles of reform embrace a shift, by means of further income 
redistribution, to a high-consumption (low capital-formation) economy, 
backed up by government housing, TVA projects, and government-controlled 
foreign lending. He does not advocate price control, nor does he rely naively 
upon unionism to raise real wages, but neither does he face the problem of 
how to make interest groups responsible to the public interest, or how to 
deter them from the blind pursuit of inflationary policies. As a whole, his 
approach may justly be termed increasing state direction and intervention, in 
several respects similar to the rather pragmatic program of the British Labour 
Party. Yet ultimately Heimann is dubious about technical or materialistic 
solutions to the problems of the day, for he soberly views our basic problem 
as a moral one that calls for a revival of Christian faith and belief. Still, the 
linkage between Christianity and the ends of public policy (not to mention 
means) remains nebulous and undefined in his discussion. The secular state 
` that emerged with the western Renaissance appears to be the basis of our 
troubles: what is required, paradoxically, is an increase of statism, but 
leavened by a resurgence of the Christian spirit. 

Now what about the alternatives, whose tiresomely reiterated and supposed 
inevitability Heimann rightly denies? Nazi fascism had its immediate cause 
in the failure of German political democracy to furnish a stable order after 
1930. Back of this failure lay certain longer-run influences in German history. 
One was the failure of the German bourgeoisie to carry through a liberal 
revolution and so attain political dominance. Another was the tendency of 
German individualism after 1848 to lose itself in a dynamic and reckless na- 
tionalism and state-worship. Finally, there was the peculiar permissive con- 
tribution of the German version of Lutheranism: (1) that each is in duty- 
bound to give unreserved loyalty to the political authority; and (2) that 
acts of those in political power are by nature beyond the scope of moral 
judgment. The state is a divine grant of monopoly in the means of violence, 
to control the inherent sinfulness and destructive egoism of man. 
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Socialism proceeds from the thesis that it alone is the means of complete 
fulfillment of the democratic idea, which thesis Heimann properly rejects. 
According to the argument, “bourgeois” democracy rests upon personal 
ownership. and control, broadly distributed through self-employed units of 
production, which is overthrown iz toto by an asserted all-embracing tech- 
nological trend towards the large-scale firm, The outcome is a régime of 
class division and privilege, and separation of the workers from the means 
of production. Only collective ownership can establish a rational relationship 
to collective dependence in work. Heimann finds, however, that the tech- 
nological trend is not all-embracing, nor are all skills tending to be levelled 
out in an overwhelmingly large industrial, wage-working proletariat. The 
Marxian schema quite misses the point, as to diagnosis or solution. And 
while Heimann thinks that socialism has the advantage over enterprise 
capitalism in long-run and “rational” planning, he denies that this is an 
exclusive advantage—in other words, a pluralistic society can do the same. 

Part of this analysis also applies to Soviet communism. Here the author 
continues to maintain his deep sense of fairness and his scholarly sincerity, 
although dealing with the most bitterly controversial subject of the times. In 
favor of the Soviets, he finds (1) the use of planning rather than the market 
as the coordinator of activity; (2) the formulation of a long-run view; (3) 
the avoidance of fluctuations; (4) the attainment of a communal conception 
of work; (5) the program of cultural autonomy; and, (6) the realization of 
ethnic, racial, and economic equality. Heimann also believes that a pre- 
industrial society like Russia requires an authoritarian government for 
transition to advanced industrialism, and that probably in a half century or 
so that government will give way to a pluralistic democracy. On the other 
“side,” he finds: (1) overcentralization and excessive bureaucracy; (2) seri- 
ous errors in capital accounting, pricing, and income distribution; (3) ruth- 
less brutality in slavish adherence to a dogmatic conception of the inevitable 
course of history; (4) purges, mass political trials and executions, and mass 
slavery in prison labor camps. He also believes that an equitable compromise 
between Russia and the West is possible, that the issue of right and wrong 
is impossible to decide, that the régime respects the cultural and national 
autonomy of its subject minorities and satellites, that its expansion is dictated 
only by military-political considerations, and that the final fate of Poland 
was preferable to anything proposed by the vanquished Polish groups. 

The remainder of the book is an essay on social justice. Democracy requires 
an explicit formulation of a conception of the common good. The social 
sciences have failed here by becoming enmeshed in a tangle of exclusively 
technical and empirical problems in an endeavor to model themselves upon 
the natural sciences. Salvation lies in a rediscovery of Christianity, but the 
author is careful not to identify this proposal with the doctrines of any extant 
church. 

Upon examination, Heimann’s primary thesis represents, as he indicates, 
one of the major themes of Max Weber’s notable inquiries: the lack (in the 
formal sense) of a detailed and unitary system of values in the pluralistic, 
technical, rationalistic, and quasi-individualistic societies that have dominated 


BOOK REVIEWS 943 


western Europe since the Renaissance. In this period, two important develop- 
ments have occurred: (1) the loss of an institutional scheme based upon 
supernatural sanctions, wherein society was regarded as an organic whole with 
functionally adapted parts—an interrelation central to the sociological specula- 
tions of St. Simon, Comte, and Durkheim’; and, (2) the emergence of the secu- 
lar state and the secular economy, marked by increasing organizational complex- 
ity, wherein the problems of choice have increasingly become technical ones, 
morally responsible individuals have increasingly been displaced by the 
technical expert and the political manipulator, and questions of the ends of 
human conduct have become exclusively private and bereft of orthodox 
guidance. In the midst of this situation, what Heimann wants is, foremost, a 
revival of Christianity as a supposedly self-consistent and universal social 
ethic; and, secondarily, a program of specific economic reforms not unlike 
the New Deal but with somewhat greater emphasis upon the socialization of 
particular industries. 

In comment, I should like to make several observations. First, despite the 
rationalistic tendencies referred to, liberal society does possess a tacit system 
of values and is not, in my opinion, what Heimann designates a moral 
failure. The key to this system is the supreme worth of the individual and 
his free development within a system of rules intended only to check the 
destruction of society itself and to prevent the emergence of political tyranny 
or political and religious orthodoxy. Allied to this premise are the principle 
of decentralization of initiative (particularly private enterprise and coordina- 
tion through the market) and the principle of voluntary associations in 
interest-groupings outside the aegis of the national state. Under this system, 
political, civil, economic, and cultural liberties have been or are being won, 
with material benefits unrivalled by other civilizations past and present. If 
in the past we have failed to keep economic fluctuations and unemployment 
within bounds consistent with a flexible and progressive economy, that does 
not mean that it is impossible to do so. Furthermore, the so-called “crisis- 
proof” Soviet economy (if it is) has only solved the problem of employment 
security at the expense of police methods which have destroyed fundamental 
liberties in all spheres and have even placed security of one’s life in complete 
jeopardy. It is time for western liberals to quit apologizing for their own 
way of life when confronted with this supposedly superior alternative. 

Second, the peoples of these free societies have shown themselves on the 
whole to be morally responsible and fundamentally decent, notwithstanding 
wrongs in racial and colonial matters, which, significantly, are largely 
acknowledged and under slow redress. At no time in the present century has 
it been possible to get these peoples to initiate aggressive warfare: both 
world wars arose with the activities of absolutist governments.” 


* Machiavelli and Hobbes were also concerned with the problem of how to hold together 
a secular society based upon the egoistic pursuit of material interests. 

*It is noteworthy that, while the U.S.S.R. is now engaged in a power play involving the 
threatened starvation of two and a half million citizens in Berlin, the liberal democracies 
‘ are struggling to feed them. Yet the Soviet government claims, along with its American 
apologists, moral superiority over these nations, no one of which would dare embark upon 
such an undertaking. l 
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Third, I fnd myself questioning Heimann’s optimistic expectation that 
Russia will ultimately become a pluralistic democracy, or that her territorial 
expansion has no economic motivations. Heimann’s position rests partly 
upon his belief that the Soviets have fostered private peasant holdings and 
have abandoned total proletarianization, both of which are doubtful. More- 
over, totalitarian states cannot by their nature tolerate civil and cultural 
liberties or the formation of independent and competing voluntary associa- 
tions. This is a matter of political structure and power, not of a low initial 
economic level. As for territorial expansion, two things must be observed. 
First, there are the Soviet hunger for goods and correlative official demands 
for enormous reparations, plus outright seizures and domination of satellite 
states in matters of production and trade—all of which may vulgarly be 
called economic imperialism backed by political duress. Moreover, it is at 
least possible that this program of expansion is not limited and defensive 
but unlimited and designed to carry out a well-documented program of world 
communism. The future will decide which hypothesis is correct, but until 
then we cannot ignore the less attractive one. 

Fourth, I believe that Heimann concedes too much to economic planning 
at the expense of the price system, though I would agree regarding short- 
sighted wastage of exhaustible resources and the neglect of certain collective 
ends. Centralization of the power to make investment decisions (modern 
socialism) neither abolishes uncertainty nor assures more reliable criteria for 
determining directions of development or the optimum size of industries. In 
fact, I doubt strongly that central planning does abolish fluctuations (whose 
effects may be concealed), because it is likely to be accompanied by in- 
flationary pressure and hence random and multiple bottlenecks, and because 
of too rapid building followed by periods of slackened demand. At the same 
time, the pursuit of Helmann’s objective of still greater income equality, to- 
gether with his desire for a high-consumption economy, seems to me to clash 
with his parallel aim of a domestic and world-wide increase in standards of 
living. The rise in standards achieved by capitalism after 1800 was based upon 
capital formation—uneven over time but high as a secular average. These . 
things go together. Events after 1929 have led most of us to concentrate 
attention upon oversaving and inadequate investment outlets, suggesting that — 
for all time increased consumption depends upon decreased efforts to save. 
It is time to adjust our thinking to new conditions, If now, in pursuit of more 
equality and of “high consumption,” we are to push further in the attack 
on saving and capital formation, then given the enormous capital needs of 
the world, we face credit inflation or a slackening of the secular rate of 
progress. To me, this kind of policy seems sadly misguided in these times, 
and perforce unlikely to maintain the rate of broad improvement in material, 
conditions so confidently assumed by those who would like to unite the in- 
compatibles. 

Heimann’s skepticism regarding the coordinating function of the price ` 
system rests upon two undemonstrated and unsupported arguments: that over- 
saving is a secular condition, and that “monopoly” in product markets has 
become practically universal. Yet if the term is used with precision, to mean 
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one producer whose product is free of close substitutes over the long run, it 
designates a rare empirical condition, one that has not been shown to mani- 
fest an increasing trend over time. However, Heimann’s conception seems to 
identify monopoly with large-scale firms, multiple plant firms, financial in- 
terest-groupings, or unused capacity—no one of which criteria satisfies a 
workable definition. 

In closing, I should like to state that this is a deeply sincere’ book, one 
that points out several weaknesses in our society. It calls for a broad and 
morally responsible outlook among the social scientists, for that quality of 
dignity and honesty which led Marshall to cast the economist chiefly in the 
role of a censor of policy, though certainly equipped with the technical skills 
to be an intelligent one. 

GEORGE H. HILDEBRAND 

University of California, Los Angeles 


National Income and Product; Income Distribution; 
Consumption Statistics 


Studies in Income and Wealth. Vol. 10. By Conference on Research in In- 
come and Wealth. (New York: Nat. Bur. of Econ. Research. 1947. Pp. 
xi, 335. $4.50.) 


Since 1936, the National Bureau of Economie Research has sponsored an 
annual Conference on Research in Income and Wealth. Composed of mem- 
bers from universities, government agencies, and other research organizations, 
these conferences have stimulated and coordinated research in income and 
wealth and have brought about during the last dozen years a relatively rapid 
development of concepts and statistics in this field. It was in significant de- 
gree a result of these conferences that American statisticians were able 
during the recent war to provide meaningful and comprehensive data on the 
over-all economic position of this country. The value of the conferences lies 
not only in their bringing together workers in the income field for the purpose 
of discussing problems arising in their work, but also in the fact that the 
discussions, as well as the papers, are generally published and hence made 
available to a wider circle in this country and abroad, in a series of Studies 
in Income and Wealth, of which the present volume is number 10. 

This volume includes eight papers, and the discussions on them, presented 
at the 1945 annual meeting of the Conference. The papers are divided into 
four groups, of which the first, and to this reviewer the most important, 
contains a report by Edward F. Denison on the United States-United 
Kingdom-Canada official agreement on national income concepts and ter- 
minology, a paper by Dwight B. Yntema explaining in some detail the 
change being made by the Department of Commerce in estimating income 
originating in (or derived from) financial intermediaries, and discussion on 
these papers by Solomon Fabricant, Morris A. Copeland, O. C. Stine, Jerome 
Rothenberg, and Clark Warburton. 

Although achievement of tripartite agreement on national income concepts 
is no small accomplishment, many readers of this volume will probably 
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sympathize with the discussants’ adverse criticisms of certain details of this 
agreement, The decision disturbing to this reviewer most is that to exclude 
national government interest. Other particularly controversial decisions are 
the exclusion of depletion charges, the imputation of interest to bank deposits, 
and the application of the terms “national income” and “national product” 
to different quantities. Unfortunately, Mr. Denison, in summarizing the 
tripartite agreement, did not generally attempt to explain the decisions re- 
corded. Perhaps the logical system underlying the new concepts will be 
presented in detail in the forthcoming Department of Commerce volume on 
national income methodology and statistics. In the meantime, estimates based 
on the new concept were issued in a special supplement to the July, 1947 
Survey of Current Business, published by the U. S. Department of Com- 
merce. 

Part II of the volume under review contains an article by Gerhard Colm 
discussing the general problem of using a nation’s economic budget, że., 
national income estimates in the broad sense, as a tool to aid in carrying 
out a full-employment policy, and an example by Everett E. Hagen (assisted 
by Mrs. Nora Kirkpatrick) of the nation’s budget method in forecasting 
gross national production and employment during the transition period. The 
ill-fated nature of these forecasts of GNP and employment is too well known 
to require summarization here. Mr. Hagen sets forth in detail the nature and 
extent of the error in these forecasts, but does not despair of the soundness 
of the underlying method. . 

In 1945, the American and British governments published a study by the 
Combined Production and Resources Board of Tke Impact of the War on 
Civilian Consumption in the United Kingdom, the United States and Canada. 
This was a pioneer attempt, led by Mr. Copeland, to resolve on a broad 
scale the difficulties in the way of international comparisons of national 
income. In Part III of the present volume Mr. Copeland, in collaboration 
with Jerome Jacobson and Bernard Clyman, illuminates some of the technical 
problems that arose in this project in a paper that constitutes a valuable 
adjunct to the C.P.R.B. study. (Editorially, this paper jars one by its use 
of the terminological monstrosity “manmonths.” The least that could be done 
to this word would be to hyphenate it!) Also included in Part III is a 
lengthy survey by Loreto M. Dominguez of the national income estimates of 
some twenty Latin American countries. The article concludes with a discus- 
sion of international comparisons of national income which is in large part an 
elementary comment on the index-number problem. The author computes 
purchasing-power parities by using a common “basket” of goods based on 
United States consumption patterns, and then converts the national income 
estimates to a common basis by means of these parities, The resulting rank- 
ing of countries by per capita national income would be more convincing if 
the calculations were also carried through using a Latin American “basket.” 

In a different category are the two papers that form the concluding Part 
IV: an analysis of “Savings and the Income Distribution,” by Dorothy S. 
Brady and Rose D. Friedman, and “Resource Distribution Patterns and the 


* Reviewed in this journal, June, 1948, p. 416. 
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Classification of Families,” by William Vickrey. The former presents an 
ingenious analysis showing that “variations in the pattern of consumption and 
savings among groups of families at given income levels” are the result, to a 
considerable extent, of differences in the level and distribution of income. 
The authors find from recent sample surveys that, “in general, the smaller 
the percentage of families in the higher income brackets, the greater the 
percentage of income saved at each income level” and “raising the general 
level of income in a community has the effect of increasing the expenditures 
and decreasing the savings of families at every level.” This paper is an 
important contribution in a field that is still in need of extensive conceptual 
and statistical exploration. Mr. Vickrey’s paper is a demonstration that choice 
of the Income-receiving unit (family, individual, etc.) is one of the determi- 
nants of the income distribution pattern, but his suggestion that there is a 
single all-purpose classification of income distribution data (ż.e., by expendi- 
tures per equivalent adult) and his failure to consult the recent literature 
on this subject, rightfully brought him under the fire of the discussants. 

Workers in the income field can be thankful for the excellent studies by the 
Income Conference, of which the present volume is a worthy example, and 
can hope that the Conference continues and intensifies its work in the fields 
of income distribution, international comparisons of national income, and 
national wealth. 

CHARLES L. MERWIN 
Washington, D.C. 


Business Cycles and Fluctuations 


La Lutte Contre l'Inflation et la Stabilisation Monétaire. By GAEL FAIN. 
(Paris: Payot. 1947. Pp. 177. 200 fr.) 


Professor Fain’s purpose in this book is to study the causes and cures of 
one of the two great monetary diseases—inflation. Though his central interest 
is the French inflation during and since World War II, he devotes the first 
half of the book to a development of what seems to him the most satisfactory 
form of monetary theory and to a description of the basic causes of price 
inflation. Using a form of the income and expenditure theory of aggregate 
demand and prices, he points out that general price increases result when 
total spendings—-for consumption, private investment, and government pur- 
poses—rise relative to the available quantity of goods and services. In 
elaborating his analysis, he finds several causes of inflation other than a 
scarcity of goods: (1) Productive inflatlon—the financing uf capital construc- 
tion through the creation of new money. (2) Speculative inflation—the 
creation of new money to be lent to speculators to buy and hold off the 
market either real goods or securities. (3) Fiscal inflation—the creation of 
new money to finance government deficits if the additional money is not 
offset by an equivalent hoarding of the means of payment. (4) Salary in- 
flation—the creation of new money resulting from increases in the remunera- 
tion of labor not accompanied by a proportional rise in the output of labor 
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or not offset by a reduction of other cost elements, notably profits. At a, 
number of points he shows how an inflation can be prolonged and aggravated 
as various groups of workers try, by demanding and securing wage increases, 
to raise their real standard of living above the levels made possible by the 
available supply of consumption goods and services. (5) Dishoarding, 
especially as people fear further price inflation. 

All the factors indicated above contributed to the serious French inflation, 
though fiscal inflation was undoubtedly the prime mover. Professor Fain 
points out that successful price stabilization requires a maximization of the 
- available supply of goods and services and monetary-fiscal measures designed 
to reduce the money supply and to prevent further increases in the rate of 
spendings. To achieve the former, he advocates raising domestic production 
and achieving for a time an excess of imports over exports through loans or 
gifts from abroad. On the monetary-fiscal side, the problem is. to prevent 
further expansions of the money supply and to retire some of the redundant 
money already outstanding. He would do this in several ways: (1) Through 
loans from abroad. Goods or funds borrowed abroad could be sold for 
francs which could then be retired. (2) Through a capital levy. (3) Through 
other taxation and borrowing from nonbank sources. 

Professor Fain disagrees vehemently with those who argue that a govern- 
ment deficit is necessarily inflationary and that stabilization cannot be 
achieved unless tax receipts are at least equal to government expenditures. 
He argues that the important point is lu reduce, or at least to prevent a 
rise of, private spendings, and that this can be accomplished by borrowing 
from nonbank sources as well as by taxation. Moreover, he contends that it 
is unrealistic to expect the government to achieve a balanced budget in the 
midst of its great and necessary reconstruction program. He is driven to the 
- conclusion that a balanced budget is infeasible as well as unnecessary and 
that fiscal and monetary stabilization require large borrowings from nonbank 
sources. But the great practical difficulty with the conventional type of 
borrowing is this: “How can people be expected to buy large volumes of 
government securities stated in fixed amounts of francs when the franc has 
been depreciating rapidly and threatens to continue its depreciation?” To 
meet this problem, Professor Fain presents his own plan which he has been 
advocating for several years. He would issue securities stated in terms of 
“monnaie d’epargne.” These would be similar to the “compensated dollar 
bonds” long advocated by the late Irving Fisher. Their real purchasing power 
would be maintained at a constant level through adjusting their franc value 
by an appropriate price index. Professor Fain prefers the use of an index of 
. salaries for this purpose, though he admits that a retail or wholesale price 
index could be used. Such bonds would not be made available to banks. 

This book does not describe in detail either the process of inflation in 
France or the measures that have been used to combat it. Instead, it deals 
largely with basic principles and with Professor Fain’s own program for stabili- 
zation. It is well written and should be of interest to specialists in the field. 

LESTER V, CHANDLER 

Amherst College 
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Production Cost Trends in Selected Industrial Areas. By Puitie NEFT, 
Lisette C. Baum, and Grace E. HEILMAN. (Berkeley: Univ. of Cali- 
fornia Press, for the John Randolph Haynes and Dora Haynes Founda- 
tion. 1948. Pp. xii, 250. $4.00.) 


This study, which was conducted by the Haynes Foundation of Los 
Angeles, is an attempt to explore trends in cost differentials in six different 
urban industrial areas. Manufacturing cost trends are examined for the Los 
Angeles, San Francisco, Detroit, Cleveland, Chicago, and Pittsburgh regions. 
The data used are primarily those obtained from the Biennial Census of 
Manufactures for the period 1929 to 1939. Some attention is given to 
cyclical fluctuations in costs, and an attempt is made in some cases to give 
reasons for cost differentials. The primary breakdown of industries is be- 
tween durable and non-durable goods, although within the chapters devoted 
to these two groups the breakdown is carried to most of the sixteen industries 
covered by the main Census classifications. Finally, in Chapter V, specific 
subgroups of industries are considered. These are bread and other bakery 
products, furniture, paper boxes, newspaper and periodical printing and 
publishing, paints and pigments, concrete products, structural and ornamental 
metal work, heating and cooking apparatus except electricity, and aircraft 
and aircraft parts. 

The authors’ purpose in undertaking this monograph is a very commend- 
able one. Essentially they undertook to study the variance of costs in an 
attempt to solve, some of the problems inherent in micro- and macro- 
relationships. It is becoming increasingly evident that both the study of 
interrelationships among components of the gross national product and the 
comparative analysis of different areas of the economy can yield fruitful 
results. 

The present study has, however, not managed to solve many of the diffi- 
culties of this type of analysis. The reader is faced with a maze of statistics, 
with very little by way of guide through the maze. The authors state that 
the book is intended for professional economists, but even the most profes- 
sional of economists would not find this an easy book to read. A great deal 
of the statistical material might well have been relegated to an appendix. 
At the same time, some of the data which have been omitted might well 
have been supplied. Many of the charts upon which major conclusions have 
been based are not supported by data anywhere in the book. In an elementary 
presentation such a procedure would be permissible, but in a research mono- 
graph it is unsatisfactory, since anyone wishing to make further analysis 
along the same line would have to re-compute the statistics from the basic 
data. 

The measures which are used in this study are 


wage earners valued added wages 
(1) —__—_+____________; (2) —--—_- and. —-__——__; and 
number of establishments wage earners value added 


cost of materials 


value added 
The first of these was used to measure differences and changes in the size 
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of manufacturing establishments in various regions; it is of course the 
arithmetic average of the number of workers per establishment. But the exact 
significance of this measure is somewhat difficult to grasp in view of the 
skewed distribution of establishments by size which exists in most industries, 
and in view of the differences in these distributions which are found in 
different industries. For this reason, the arithmetic average seems somewhat 
inadequate as a basis of comparison. 

In the other two measures, value added was preferred to value of product 
for what the authors say is a very simple reason (p. 10): the use of value of 
product in the ratios would introduce an additional source of error. Since 
value of product includes cost of materials, it is argued, this measure would 
reflect changes in their cost as well as in wages and value added. In some 
sense or Other it is felt that an additional variable would be involved if 
value of product were used instead of value added. 

Such reasoning disregards the fact that value added itself is a residual 
obtained by subtracting cost of materials from the value of product, and is 
therefore implicitly related to the cost of materials. The use of value added 
does not eliminate cost of materials as a variable. Interpreting the second 


value added wages 


group of ratios, , as being directly related 


wage earners value added 
to labor cost thus can be valid only in a definitional sense. Special condi- 
tions would be needed to give significance to these measures, and these 
conditions are not fulfilled by the data. Considerable dissimilarity exists 
among industries and regions, both in types of production and in technology, 
so that labor cost as defined above has little meaning. Finally, with respect 


i cost of materials i r ; 
to the third measure, —-----_-_, the authors admit that isolation of 
value added 


the cause or causes of its variance is impossible in almost all cases. 

From a methodological point of view also, the authors leave much to be 
desired in the analysis used in conjunction with the above measures. There 
is an unfortunate habit in this book of computing trends from data for the 
period 1929 to 1939; in fact this procedure, as the title indicates, is the 
principal type of analysis employed. It would, of course, be dangerous to 
compute a trend for a period of this length even if the cycle were of minor 
significance, and for this particular period the violent cyclical fluctuation 
makes any trend computations completely unsound. This factor destroys 
the validity of a number of the conclusions which the authors reach. In 
particular, the evidence given does not support the conclusions (1) that 
wages are becoming a larger proportion of value added, and (2) that value 
added per wage earner is declining. If the data could have been extended to 
_ a period of true full employment, the trend line might well have been quite 
different. In any case, the trend obtained for this period is likely to be 
largely the result of the shape of the cycle. Since only one cycle is examined 
and that one is highly skewed, an apparent trend of a specific type will result 
even though no trend or a a radically different trend might be found if a 
longer period were examined. 
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In spite of these criticisms, however, this book is a useful contribution to 
the literature. It is easy to criticize methods and results; but those who open 
up new fields and attempt positive research merit a great deal of credit. 

RICHARD RUGGLES 

Yale University 


Public Finance; Fiscal Policy; Taxation 


Nove: Publication of Agenda for Progressive Taxation, by William Vickrey, a review of 
which appeared in this section in the September number of the Review, was erroneously 
credited to McGraw-Hill. The publisher of the book is the Ronald Press. 


The Impact of the Undistributed Profits Tax, 1936-1937. By GEORGE E. 
Lent. (New York: Columbia Univ. Press. 1948. Pp. 203. $2.50.) 

The 80th Congress was deeply concerned with revenue reduction. It may 
be that the 81st Congress will be concerned with the more important prob- 
lem of revenue revision. If so, Professor Lent’s study of the outstanding tax 
unorthodoxy of the ’thirties will be an important guide to the problems of 
integrating corporate and individual income taxes. 

Dispassionate consideration of the undistributed profits tax has been rare, 
Probably no tax before or since has aroused so much concerted opposition 
from the business community. With emotions running high there has been 
a great tendency to choose up sides with respect to the undistributed profits 
tax, a tendency which Professor Lent is careful to avoid by assembling im- 
pressive statistical evidence to support even his most guarded conclusions. 
The result is an unusually tightly written book, with discursiveness at a 
minimum. 

Professor Lent estimates that the undistributed profits tax was responsible - 
for an increase in dividend payments in the years in which it was in effect 
to the extent of about one-third more than might be expected from the 1934- 
42 relationship between profits and dividends. Small corporations increased 
their dividend payments more than large corporations, in part because small 
corporations were considerably motivated by the individual income tax 
liabilities of their stockholders. The law also forced increased recourse to 
capital markets. Professor Lent finds that about one-third of the new issues 
of 1936 and 1937 were occasioned by the forced distributions of earnings. 
This was no particular hindrance to the financing and investment efforts of 
large corporations with easy access to capital markets. Small corporations 
were restricted in their investment activities but less than has generally been 
argued, because these corporations were very often in a position to recall 
dividends from stockholders in the form of loans or new stock subscriptions. 
But the evidence suggests that the medium sized corporation, where costs 
of new security flotation are frequently prohibitive, was sometimes hampered 
by the law. This fostered a tendency toward concentration in the control of 
industry. 

As for savings-investment effects, Professor Lent concludes that the tax 
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was paid in good part out of savings (to a greater degree than the corporate 
net income tax) and therefore tended to bring a more desirable balance in 
the proportion of national income saved and spent on consumer goods. 
‘Similarly, there is considerable evidence that the tax reduced corporate cash 
balances, but no evidence that the magnitude of total investment was much 
affected. Professor Lent seems to feel that the tax intensified the cyclical 
pattern of 1937 and 1938, although he admits that the evidence is distinctly 
shaky, 

Two omissions in Professor Lent’s treatment may be noted. First, there is 
inadequate appraisal of the effect of the tax on the distribution of income. 
Second, the author omits direct consideration of the effectiveness (or equity) 
of undistributed profits taxation in overcoming the tax avoidance characteris- 
tics of corporate retentions. That is, can an undistributed profits tax impose 
equivalent burdens on corporations (and their stockholders) that retain net 
income as compared with corporations that distribute? 

The tendencies toward internal financing of corporate enterprise have been 
increasingly marked since 1937 and 1938. Those who would attempt a better 
integration of corporate and individual income taxes must decide whether 
laxation should be employed to restrict internal timancing. 1t may be de- 
sirable to restrict the financial independence of corporate enterprise; the tax 
. avoidance inherent in retained earnings may need to be modified. Professor 
Lent demonstrates that an undistributed profits tax can, with mixed effects, 
accomplish these objectives. 

Jesse V. BURKHEAD 

Syracuse University 


Money and Banking; Short-Term Credit 


Money, Debt, and Economic Activity. By ALBERT GatLorp Hart. (New 
York: Prentice-Hall. 1948. Pp. viii, 558. $5.00.) 


Although this book has been conceived as a textbook for university stu- 
dents, it is really a well-rounded treatise on money; it is written for grown- 
ups and will prove educative to most economists and illuminating even to 
special students in the field. The work is strongly oriented toward policy- 
making; but, with the possible exception of international finance, it does 
not incontinently hasten on to conclusions without a firm basis of fact and 
analysis. Part I covers the chief institutions necessary to the understanding 
of money, credit, and prices; Part II is devoted to monetary theory; Part 
III to business fluctuations; Part IV to international monetary relations; 
and Part V to policy. 

Definitions are indeed an individual prerogative and, within the limits of 
common sense, a matter of taste. Hart’s definitions, however, seem to me 
atavistic and awkward. For him, coins and paper money are “money,” 
demand deposits are “near money,” and both together are “cash.” To me 
“cash” seems in ordinary discourse to contrast with sales or purchases “‘on 
time”; money, especially in all phrases like “monetary theory,” “monetary” 
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versus “real,” etc., includes not only Hart’s “money,” but also his “near 
money”; and “near money” would be a convenient term to have left to cover 
time deposits, redeemable government bonds, and the like. Hart would have to 
say that he receives his monthly remuneration from the university in near 
money for conducting courses and seminars in the field of cash theory. This. 
is permissible but weird. On a closely related matter I do not think his 
usage even permissible. Referring to the gradual shift historically from full- 
bodied coin to paper money and checks, Hart says that money has come to 
be more and more abstract. Commoner and more defensible practice would 
say that even with full-bodied money the unit of account is abstract. The 
physical aspect of money, as a medium of exchange, has been increasingly 
divorced from commodity value. 

Part I embraces, within one-fourth of the volume, nearly the whole terrain - 
of the old-fashioned textbook on Money and Banking; and it does so not 
only adequately but in a fresh and vigorous fashion. Its three substantial 
chapters explain commercial banking, both as a business venture and as an 
institution creating money; the nature of government control of banking in 
both these aspects, including the newest developments in reserve requirements, 
qualitative controls, and credit rationing; and finally, the nature and 
significance of liquidity, shiftability, debt, and liquid assets. In place of 
purely hypothetical illustrations of bank balance sheets, Hart employs 
summary tables for all insured banks, and proceeds to a detailed examina- 
tion of liabilities, assets, cash assets, and security holdings in thé actual 
historical context. In place of a purely schematic illustration of multiple 
expansion (for which, interestingly enough, he finds a current value of about 
3%), he puts the principle to work immediately from tables of deposit- 
creation during 1944-45 and during World War II. In place of a purely 
abstract discussion of credit control devices, he shows their operation in 
crucial instances. Part I manages to encompass not only all these funda- 
mentals but also sophisticated presentations of the banker’s portfolio prob- 
lem, the classical “real bills” doctrine, the “sources and uses” analysis of 
reserve funds, the character of New Deal credit agencies, and many other 
matters entiching the actual context of the central themes. 

Part II, devoted to monetary theory, also represents an outstandingly - 
successful marshalling of institutional economics, pure theory, and statistical 
tests. The reviewer finds several features of the analysis to which he objects, 
but some are minor and none is catastrophic. For one thing the “Four Ways 
to Look at Money” do not seem to run on all fours: commodity-theory, 
transactions-velocity, payments, and cash balances. The “payments” chapter 
begins with graphic and verbal explanations of the flow of income (by sources 
and disposition), and continues with a presentation and critique of Keynesian . 
theory. What is the distinctiveness of the approach which this chapter 
would represent? If it is Keynes’ really distinctive monetary approach, one 
would expect emphasis upon the multiplier; but this, Hart (in my judgment, 
correctly) dismisses summarily as “an analytical fifth wheel” (p. 190). If 
it is the whole Keynesian equilibrium system, it should have been called by 


954 THE AMERICAN ECONOMIC REVIEW 


that name. But in that event, a two-fold division into Keynesian and tradi- 
tional theory would have been more natural than the four categories. Aside 
from the multiplier and on the score of strictly monetary analysis, Keynes’ 
liquidity analysis belongs to the cash-balance approach, which he partly 
befogged, partly improved, but in any event greatly vitalized. Or if Hart’s 
main point in the chapter is that decreased outlays, particularly on invest- 
ment, reduce the flow of income and hence prices and employment, this 
could easily be done by reference to any suitable equation of exchange, 
which is scarcely a theory of money coordinate with the transactions-velocity 
and cash-balance approaches. 

An introductory chapter (IV) to the four theoretical approaches to 
monetary problems considers “the” quantity theory (not one of the four), 
interpreted as asserting a simple direct correlation of price level with stock 
of money. Hart discovers a rough proportionality, if one allows for trend, 
for “larger swings” in the two series; but he finds the theory inadequate for 
smaller changes in, prices, too much preoccupied with general price-level 
changes, and too little concerned with variations of employment. He points 
tothe significance of relative price changes, including the damage wrought 
in a society subject to economic fluctuations by fixed dollar’ claims and by 
rigid (monopoly) prices. 

As for the four approaches, the commodity theory quite properly receives 
short shrift. The second, the transactions-velocity theory, based upon the 
Fisher equation of exchange, seems to signify to Hart “the” quantity theory 
in some pre-eminent sense, and to involve a belief in the long-run stability 
of velocity. Other writers, such as Marget, Angell, and Robertson have not 
wearied of emphasizing the fact that, in general, V = 1/k, and hence the 
cash-balance approach is also @ quantity theory. Neither approach requires 
a postulate of stability in V or k; and certainly Angell and Robertson have 
done much to emphasize short-run variations, and Angell has shown breaks 
in the long-run trends. Hart’s interesting statistical analysis, showing “a 
good deal of stability” of velocity—interrupted in war periods—runs close 
to Angell’s findings. What these statistical studies reveal is precisely the be- 
havior of velocity, and not the validity or fallibility of “the” quantity theory 
or limitations of the transactions-velocity approach. Incidentally, Hart does 
not warn the reader that gross national product is a very incomplete index of 
total transactions in the Fisher sense: actually it is much closer to “income” 
in the sense of the conventional Cambridge cash-balance analysis. 

The “payments approach” chapter pictures the circular flow of income 
receipts disposition and presents a lucid summary of Keynesian doctrine in 
terms of consumption function, marginal efficiency of capital, and liquidity 
preference. Hart criticizes Keynes for limiting the economic effects of money 
to its effect through interest rates, and for too great preoccupation with equi- 
librium and aggregative analysis. It is clearly implicit in the rest of the book 
that Hart is sceptical of any necessary or inevitable economic impasse arising 
out of the mere process of saving and investment in a capitalistic economy. 
If so, this should have been stated explicitly in the present chapter; and the 
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student should have been warned that the purely mechanical income-flow 
diagrams, which immediately precede the discussion of Keynes, do not mean, 
granting that “income can be OY; only if investment equals C;D,,” that 
Keynes shows it will not be. 

In the theoretical portion of the book, Hart is at his best in the three fol- 
lowing chapters, particularly in the analysis of the cash-balance approach. 
This type of theory is superior to the velocity approach, as the body of the 
chapter demonstrates, in dealing with (1) uncertainty, (2) transitional 
periods, and (3) the relation of “money” and “near money” (in Hart’s 
terminology). The chapter, together with Appendix A, offers the best exposi- 
tion yet available of the motives for holding cash, of the linkage of business 
risks, of the “margin-of-safety” motive relatively to inventories and insur- 
ance, of the credit-rationing and cash-balances, of the speculative motive, 
and of the bearing of near moneys on cash-balance holdings. The theory is 
tested empirically by reference to the real value of cash balances relatively 
to a prosperity-level function of potential output; deviations of the former 
from the trend of the latter tally with theoretical expectations and account 
for the chief price and employment variations. Incidentally, the text lacks 
an explanation, which my experience has seemed to show to be quite neces- 
sary, as to kow people on the average can vary their real cash balances with- 
out any necessary change in the average dollar cash balances. Furthermore, it 
is difficult to see why utility or indifference analysis should not have been used, 
since most of Hart’s theorizing runs implicitly in terms of weighing margins, 
and since it also fits gracefully with Keynesian liquidity analysis. In fact, 
unless marginal analysis is utilized, why is velocity (rate of spending) any 
less a “part of anybody’s.thinking about his private affairs” (p. 167), than 
is his attitude toward his cash balance? 

The monetary theory section concludes with a clear general-reader’ s expla- 
nation of ex ante and ex post savings and investment, embellished in algebraic 
terms in an appendix, and a very strong chapter (under the curiously unil- 
luminating heading of “Inflation and Deflation”) on the non-monetary 
determinants of price movements: industrial price-policy, labor-union action, 
and the influence of government through specific taxes, utility rates, agri- 
cultural subsidies, wage policy, etc. Amongst the most eloquent passages of 
the book are the paragraphs on pages 252-53 which describe—anonymously—— 
the plight of England under suppressed inflation. 

Part III, entitled “Fluctuations, Employment, and Prices,” consists chiefly 
in two long chapters: “Key Facts on Fluctuations,” and “Interwar Annals.” 
The former examines analytically and statistically the most important com- 
ponents of total output: industrial and farm production, construction, mining, 
durable and non-durable manufactures, and the chief monetary series. The 
author blocks out the major swings, ' studies crucial turning points and, in 
general, puts to use the theory evolved in preceding parts. The annals chapter 
goes over the same territory in a “play-by-play” fashion, showing the 
combination of forces during given quarters, years, or episodes. Naturally, 
these chapters do not lend themselves easily to review; and, furthermore, the 
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author conveniently summarizes his general findings. The analysis does not 
pretend to be a general theory of economic fluctuations, but rather—and 
quite appropriately—to concentrate upon the role of money. 

I shall also not dwell upon Part IV, devoted to “International Monetary Re- 
lations.” This part is not marked by the originality and exhaustiveness of 
other sections. In addition, it generally fails to provide the student reader 
with the factual and theoretical basis for understanding problems which are 
no less intricate than those involved in the domestic economy. Thus a brief 
discussion of the “spread of disturbances” puts in its appearance at the very 
beginning of the Part, long before the international payments mechanism 
is described. A chapter on the Foreign Exchange Mechanism introduces 
arbitraging before the reader has any conception of the prices lying at the 
bottom of these operations. And the (quite possibly beginning) student in 
this field finds himself whisked along into official stabilization of exchange 
rates and exchange control without any analysis of the ordinary equilibrating 
mechanisms operative upon the balance on current account. It cannot be 
denied that Hart brings up for discussion the most important current prob- 
lems of policy; but the inexpert reader will scarely be able to appreciate their 
profound character. 

But the concluding Part on “Stabilization Policy” re-establishes the high 
level of accomplishment of the volume as a whole. Introducing the theme, 
Hart judiciously takes the goals of full employment and price-level stability 
as coordinate. Certain non-monetary stabilization devices, such as the pre- 
vention of “log-rolling” inflation through political-pressure groups, are im- 
portant; but schemes for the direct control of private investment and general 
price control are not promising. Thus the brunt of responsibility is thrown 
on monetary-fiscal policy. 

Under this head, Hart first reviews a number of monetary panaceas for 
whatever practical salvage they may yield. Thus 100 per cent reserve money 
suggests the desirability of reducing the contribution to instability made by 
our commercial banking system, by means of increasing reserves requirements, 
if not to 100 per cent, at least to substantially more than their present level. 
I find it difficult to stomach the classification of the Federal Reserve Board’s 
bond-reserve proposal as a “panacea,” and the Townsend Plan as a “fiscal 
formula” (in the next chapter devoted to plans “which purport to be for- 
mulas for general stabilization”). Hart’s generally favorable attitude toward 
the Graham Commodity Stabilization plan fails to touch upon the balance- 
of-payments difficulties and deflation which its international adoption could 
impose on one-crop countries. 

But the analysis of various fiscal formulas reveals Hart’s long aquaintance 
with these problems—-the pros and cons of balancing the budget annually, or 
over the cycle, or for a certain high level of employment, and finally leaving 
the matter to discretionary authority. He sets forth the political reasons for the 
failure of employment guarantee to be enacted into law, and his own very 
compelling reasons for believing that the enactment would have been unwise. 

To see what terrain must finally be covered by monetary-fiscal policy, the 
author first considers the automatic stabilizing influences of personal and 
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corporate taxes, social security contributions, and unemployment compensa- 
tion, arriving at the interesting estimate that in the aggregate they would 
afford a $3 to $4 billion “offset to saving” for a $10 billion decline in national 
income. There are ways to increase the efficacy of these stabilizers, offered by 
Hart; but, because of the passive character of these influences, they are at 
best ancillary. 

In the end-we must rely upon “Discretionary Stabilization Policy and 
Forecasting.” Discretionary private action cannot and should not be relied 
upon extensively. Discretionary public policy embraces stabilization through 
government wage policy, which signifies a gradually rising average wage 
level in accord with general productivity increases, and the rejection of the 
appeal to particular profit rates and the “in-lining” principle. Hart then pro- 
ceeds to the backbone of compensatory public finance in public works and 
transfer payments on the side of expenditures, and flexible taxes on the side 
of revenue. While he would rely somewhat on the first two, his analysis shows 
that they can be overestimated as effective stabilizers. Flexible taxes thus 
come out as the main weapon, though Hart carefully points out that they 
entail certain serious drawbacks. In short, he offers no easy formula, but 
rather a broad combination of fiscal and monetary measures, including “‘debt 
management” and the rehabilitation of the conventional powers of the Federal 
Reserve System, and including also the creation of a political system which 
will resist ‘“log-rolling” inflation. 

The book is written in an informal and spirited style, and this is not in- 
compatible with scientific profundity. The present reader could wish, how- 
ever, that the fair face of Hart’s creation were not so extensively pockmarked 
with hackneyed Washingtonese and shady colloquialisms. One fears that un- 
grammatical horrors are about to appear. Actually the sentences come out in- 
tact, but the suspense is wearing. However, the defects of style are only beauty 
blemishes. The bare outline of the course of Hart’s analysis reveals that we 
have in hand an opus which is bound to be recognized in the history of 
monetary theory and policy as a substantial contribution. 

Howard S. ELLIS 

University of California, Berkeley 


The Economics of Money and Banking. By LESTER V. CHANDLER. (New 
York: Harper and Brothers. 1948. Pp. xiv, 732. $4.50.) 


This book was written as an introductory textbook in Money and Bank- 
ing. The author states in his Preface that he has not attempted to write 
to his professional colleagues but rather has tried to keep in mind the needs 
of the students. I believe that Dr. Chandler has succeeded in writing a re- 
markably clear and teachable text from the standpoint of both the organiza- 
tion of the material and of his presentation of the complex problems and 
theoretical concepts with which a modern money and banking text should 
deal. In certain instances this clarity and understandability has been achieved 
at the expense of over-simplification. It is impossible, particularly in dis- 
cussing theory, to deal with every conceivable reservation or weakness, with- 
out hopelessly confusing the student in a maze of argument and counter- 
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argument. In general, the author has avoided the presentation of polemics by 
pointing out the positive contributions of various possible theoretical ap- 
proaches to problems. There are, however, a number of points on which profes- 
sional economists will disagree. No one would be capable of presenting 
current monetary policy and theory in a manner which would please all of 
his professional colleagues no matter how fair and objective he tried to be. 
But before touching upon a few of the points which the reviewer, at least, 
considers to be debatable, I will turn to a brief survey of the content of this 
book. 

In spite of its length the author has not intended to provide an exhaustive 
treatise on money and banking. In the selection of his materials and the 
relative weight given to the various aspects of the field he has sought to give 
the beginning student an understanding of the relationship between the money 
and banking system and the other parts of the economy. The author has 
employed a functional approach to monetary and banking concepts and 
institutions which in comparison with most older texts (and a few newer ones) 
is quite refreshing. He tends to avoid sterile definitions in favor of an orderly 
outlining of functions. For example, no definition of money is attempted. 
The one fundamental purpose of money in the economic system is “to 
facilitate the exchange of goods and services—to lessen the time and effort 
required to carry on trade.” This function is performed by the monetary 
and banking system. Chandler includes in the money supply not simply 
legal tender notes and coins, but also bank deposits subject to check. 

Following his discussion of the functions and kinds of money, Chandler 
devotes four chapters to monetary standards and their history, largely U.S. 
monetary history. The bulk of the material deals with various types of gold 
standards which he classifies on three bases: (1) the way in which circulating 
. Moneys are redeemable into gold; (2) the degree of monetary management 
employed and (3) the extent of the geographical coverage, t.e., national and 
international gold standards. The inclusion of this second basis for classifi- 
cation is extremely important. Too much space is devoted in most texts to 
the form of gold convertibility and not enough to the relationship between 
gold policy and the monetary system as a whole. The former is likely to be 
of little more than historical interest in the future since any country which 
is on the gold standard will undoubtedly adopt some variant of what Chan- 
dler calls the “qualified gold-bullion standard” in which the monetary use of 
gold‘is limited to the settlement of international balances. 

In the chapter on commercial banking, considerable space is devoted to a 
systematic discussion of the factors determining the volume of deposits that 
can be created by the banking system. The techniques of commercial bank 
operations, management and supervision are dealt with only briefly as are 
consumer credit, savings and investment institutions, and the money market. 
One chapter (out of a total of 34) is devoted to U.S. banking history before 
1914 and one chapter to the structure and organization of the Federal Re- 
serve System. Three chapters are devoted to the mechanism and objectives 
of Federal Reserve and Treasury credit control. These chapters are excellent 
from the standpoint of the systematic organization of the material and the 
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summary outlines to help the student organize what he has learned. In- 
cluded in the chapter on Federal Reserve policy is a brief discussion of war- 
time objectives. 

Four chapters are devoted to international finance covering the inter- 
national payments mechanism, exchange rates, government intervention in 
exchange markets and a chapter on the Bretton Woods institutions. Al- 
though the reviewer realizes that the author could not discuss fully the 
complex factors which relate to the determination of exchange rates, it 
would seem that an unqualified identification of purchasing power parity with 
the equilibrium rate represents an unnecessary and misleading over-simpli- 
fication. The causes of deviations of exchange rates from purchasing power 
parity are, according to Chandler, (1) government intervention and (2) 
international capital movements. No mention is made of the fact that changes 
in “real” factors such as shifts in demand for exports, the exhaustion of 
resources or the loss of important sources of invisible income may result in 
an equilibrium rate far different from that derived from comparing ratios of 
prices in different periods. In view of the considerable literature on the 
limitations of the purchasing power parity approach to the determination of 
exchange rates, the author might well have included some of the major 
criticisms in his discussion. 

One gets.the impression from Chandler that nations can always Palance 
their international accounts by permitting exchange rates to find their own 
level in the market. This overlooks the fact that market rates need not 
necessarily reflect equilibrium rates, and more important, that there are many 
cases where no rate, within bounds of feasibility, would achieve equilibrium. 
Dr. Chandler’s treatment of exchange rate theory is reflected in his unSym- 
pathetic attitude toward exchange controls, except possibly those which curb 
erratic capital movements. In a world of trade and exchange controls largely 
forced upon countries by the terrific maladjustments created by the war— 
maladjustments which it may require a generation or more to resolve even in 
the most favorable political environment-—-it is time that economists stopped 
treating foreign trade controls as simply the product of misguided govern- 
mental authorities. 

The last 200 pages of his book are devoted to monetary theory and policy. 
Four principal types of monetary theory are discussed: (1) quantity theories 
of the transactional type; (2) the cash balance type of quantity theory; (3) 
commodity theories; and (4) income and expenditure theories. The treat- 
ment is, for the most part, constructive rather than polemic in that the 
author seeks to present the positive contribution of each type to the analysis 
of economic phenomena. The principal exception is his critical treatment 
of the commodity theories, some variants of which he considers to be mis- 
leading while even the most valid formulations are shown to have only a 
limited usefulness. The discussion of the income and expenditure approach 
includes a clear and simplified explanation of the income, investment and 
savings process, the multiplier, and related concepts. 

In his final chapter Chandler discusses a number of possible objectives of 
monetary policy including the stabilization of the price level, stabilizing the 
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total quantity of money, stabilizing MV, and the stabilization of monetary 
demand for current output. He concludes that the best criterion is the 
“increase in the money demand for output in proportion to the supply of 
productive factors: stabilization of the average money income per unit of 
productive factors.” The adoption of this criterion would permit a decline 
in the price level of output only in response to increases in productive effi- 
ciency. The author states, however, that such a policy could not achieve full 
and stable employment if “obstacles of a non-monetary character” intervened, 
and he readily admits that “purely monetary measures cannot reasonably be 
expected to achieve their objectives if they must continually combat un- 
friendly economic policies.” 

I would like, however, to raise a question regarding the propriety of pre- 
senting the control of monetary demand in relation to output as primarily 
a function of monetary policy operating in a favorable non-monetary envi- 
ronment. Unless we are to include in “purely monetary measures” something 
more than the normal powers of Central Banks and Treasuries over com- 
mercial bank reserves and money market rates, e.g., fiscal operations and 
taxes to discourage or encourage hoarding, it seems to me inappropriate to 
speak of monetary measures as the sole or even the dominant instrument for 
determining the level of monetary demand. Considering the limitations of 
monetary measures, would it not be just as appropriate to consider non- 
monetary measures as being able to achieve their objectives in a favora- 
ble monetary framework? Or perhaps better still should we not discuss the 
coordination of monetary’ and non-monetary measures for the achievement 
of certain economic objectives? This is admittedly a question of emphasis but 
it is important that students appreciate fully the limitations of monetary 
policy and the possible need for positive measures (as opposed to the removal 
of non-monetary obstacles) in fiscal, wage, investment and other non-mone- 
tary policy fields for the realization of our objective. 

These critical remarks are in no way meant to depreciate the value of this 
book as a stimulating and teachable introductory text. In my judgment, 
Dr. Chandler has made an excellent contribution in this field. 

RAYMOND F. MIKESELL 

University of Virginia 


International Trade, Finance and Economic Policy 


“Die Neue Weltwirtschaft. By ApoLr WEBER (München: Richard Pflaum 
Verlag. 1947. Pp. xii, 423.) 


Professor Weber has written a good introduction to the new world economy. 
He deserves the warmest commendation for presenting economic facts and 
principles from a world viewpoint, one too rarely employed by economists. 
To an extent, the latent or assumed nationalism which underlies most dis- 
cussion of “foreign” trade is still present but it does not serve as a framework 
for his study. His otherwise objective account is marred by his defense of 
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Germany, understandable as that may be. For the most part, however, his 
treatment is balanced, keen and remarkably up-to-the-minute in facts, in- 
` sights, and appreciation. 

In spite of his excellent analysis, his recommendations are far from clear. 
He hopes for a reconstructed world operating under the freest possible con- 
ditions of trade. He recognizes the enlarged role of government but is vague 
about its limits. He clearly describes the problems of international payments 
but after stating the defects of the gold standard, he' offers, as a substitute, 
only general advice. He states very well the relations of internal and interna- 
tional control of credit, investment, and foreign debt, but aside from an 
endorsement of the instruments of the United Nations, he has hardly any 
suggestions as to how one can change the present situation into the one he 
hopes for. Only the briefest mention is made of the state monopoly of foreign 
trade. It is difficult te know how much actual or implied censorship there is 
in a German book published under Military Government Information Con- 
trol but the fact remains that Professor Weber offers no criticism of Allied 
policies and no one would know from his account that the Russians are 
playing their prominent role in the German, European, and world economies. 

Professor Weber has ostensibly written an introductory text, yet his fail- 
ure to give a fairly clear picture of the world economy as he expects or hopes 
it will be stabilized is a pathetic and, tragic omission, particularly for a 
German economist. Without a reasonably clear model, it is practically im- 
possible to form policies for the present and the future. Professor Weber 
ably presents the classic advantages of international trade, but he takes the 
course-—perhaps, in the final analysis, the only one, at any rate, one espec- 
ially dear to teachers—of making wisdom so clear that men will be con- 
strained to act upon it. This method plays down the realities of prejudice, 
power, and politics but these are the very realities which must be analyzed 
and solved before such wisdom will become clear and acceptable. 

His hopes rest somewhat uncertainly upon the International Monetary 
Fund and other instruments of world cooperation. He pleads for an apprecia- 
tion of their relatedness. He urges regional free trade (e.g. Benelux) as step- 
ping stones to a saner world economy. He argues for a union of the three 
western zones, for then Western Germany would serve as a “magnet” to 
draw in Eastern Germany and Southeastern Europe. Meanwhile, the Allies 
should avoid giving Soviet Russia any cause for suspicion. Brave, wise and 
vaguely hopeful, it is a plan many people share: it looks pitifully inadequate 
even on paper. Yet it is an achievement that, after the stress of the last 
fifteen years, and particularly under present circumstances, Professor Weber 
could write such an objective and enlightened introduction to world eco- 
nomics, Its virtues and defects help to appraise the quality of German economic 
thinking at this moment of fateful decision for themselves and for the world. 
With all its failings noted, this study by Professor Weber is reassuring. 

2 Meno LOVENSTEIN 

Ohio State University 3 
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Industrial Organization; Price and Production Policies; 
Business Methods 


Modern Business: An Introduction to Principles and Problems. By LLOYD V. 
Douctas, Rosert O. Skar and Ray G, Price, (New York: McGraw- 
Hill. 1948. Pp. x, 417. $3.50.) 


This is a highly readable and interest-engaging text for beginning business 
students, Its twenty-nine chapters span the entire business field with clarity 
and preciseness, and there are ample graphs, charts, and diagrams to point 
up the salient principles and facts. Each chapter is further accompanied by 
the customary questions for review and discussion and references, but in 
addition has the not-so-common “suggested projects” with which to illu- 
minate the subject and its case problems. 

The usual topics receive their fair share of attention: money and banking, 
insurance, methods of financing, location, labor problems, accounting, govern- 
ment regulations, etc. Attention is also called to such weaknesses in our econ- 
omy as the authors feel merit the consideration of all good citizens and ethical 
business men. As a clear, comprehensive overview of business, Professors 
Douglas, Skar and Price have done an admirable job. 

If this text has a fault, it lies mostly in the fact that the treatment is per- 
haps too elementary. The average college student who takes a course in 
business organization these days is usually a junior or senior, and in any event 
has probably been exposed to some of the principles of business, either in 
conversations at home, or in the actual business world, or on Army duty. 
Hence, it is reasonably safe to assume that the average student taking even 
a beginning course in business administration has already acquired at least a 
modest measure of financial knowledge and sophistication. 

On the other hand, previous conceptions of a field like business organization 
can be and often are misconceptions, and perhaps it is wise to orient the 
student correctly by beginning “from scratch,” and to assume that he starts 
“stmon-pure.” Such is the strategy of Modern Business: An additional merit 
of the work is that it deals with special areas and topics that are often ignored 
in other texts, such as the interplay of government and business. l 

E. CARROLL SIBLEY 

Washington University 


Agriculture; Forestry; Fisheries 


Farm Management. By Jonn D. BLACK, Marion CLAWsoN, CuarLES R. 
SAYRE, and WALTER W. Witcox (New York: Macmillan. 1947. Pp. xii, 
1073. $5.50.) 


Already in use in the classrooms of several colleges and universities, 
Farm Management is probably the most comprehensive work of its kind 
available today. Written at the upperclass college level, the book is of value 
to teachers and workers in general economics for its thorough treatment of 
production economics as applied to the agricultural industry. 
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As one of the applied sciences, farm management involves the joining 
together of principles and facts’ from many sources. An understanding of 
basic economics, of several natural sciences, and of applied sciences such as 
agronomy and animal husbandry is needed to make intelligent management 
decisions. The influence of a management decision is first felt in a particular 
farm enterprise or “department” of the farm business. But the net result 
must be tested by the influence the practice or change in organization ,exerts 
on the farm business as a whole, Thus in a very real sense, as the authors 
point out in their preface (p. vi), the economics of farm management is the 
economics of the farm as a firm. 

Students.of farm management have sometimes divided management de- 
cisions into two groups: (1) farm organization or “what-to-do decisions” 
and (2) farm operation or “how-to-do-it decisions.” If this over-simplified 
division of the subject matter is used, Dr. Black and his associates devote 
more than forty of their forty-eight chapters to the former. 

Starting with their definition of the farm-management function, the first 
five chapters (Part One, the introduction) are largely devoted to institutional 
and traditional factors surrounding agricultural production in the United 
States and the world at large. The general nature of farms, the people who 
operate them, and of their business goals are realistically illustrated with 
well-chosen examples. 

Broad geographic coverage is obtained (Part Two, Chapters VIJ-XV) by 
showing the application of basic principles in selected cases. Here financial 
and farm organization data are presented for six broad types of farms, 
ranging from specialized one-crop units in Maine, Texas and the Pacific 
Northwest to more complicated feed-and-livestock farms in the Midwest and 
cotton-livestock farms in the Southeast. While treatment of individual areas 
and type situations is all-inclusive, the book does not carry information on 
each area or type of farm in sufficient detail to satisfy fully the needs of 
students in that particular area. Such is not the authors’ intent. The cases 
and wealth of descriptive material are used as vehicles for developing and 
treating principles. Beyond that, the student must make the application to 
his own situation. 

In Part Three, eight chapters are devoted to principles and methods of 
analysis. Excellent treatment of input-output relationships is given for potato 
production (p. 149), dairy cattle feeding (p. 201), hog feeding (p. 272), and 
feeding cattle (p. 280). Since so many farm organization decisions hinge 
upon what will happen to input-output ratios when inputs are changed 
individually or in groups, this assemblage of data is a distinct contribution 
to the science of farm management. Many agricultural economists feel that 
one key to increased production efficiency on farms is the further develop- 
ment and use of input-output tables of the type mentioned above. The 
economic principles or models are well developed. Too frequently, however, 
the principles have been inadequately applied due in part to the absence of 
needed input-output data, or failure to assemble and use such data as are 
available in the area of production economics. Nevertheless, in this book the 
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principles are better developed than are the means for applying them. Some 
will argue that more specific tests and criteria of farming success exist than 
those outlined in this book. 

General economists will probably be most interested in the authors’ treat- 
ment of the principle of comparative advantage (Chapters XVI, XVII, 
XVIII). Curves from actual farm data showing fixed, variable, average, and 
marginal costs should be a real aid in getting these concepts across to 
students. The discussion of productivity differences, page 407, may be ap- 
plied more broadly than to land, animals, or tools. In the final analysis, it 
extends to man himself. Productivity is well defined in its two dimensions, 
“efficiency (output per unit of input) and capacity.” 

It is in the early chapters of Part Four on problems of management that 
some attention is given to farm operation. Even here, the prospective farmer 
‘will find few specific suggestions on how to do his work. Rather, the authors 
stick to their objective of teaching principles. To the problem of equipment 
selection, for example, a complete “type” analysis of the economics of 
machine use is presented. If the farmer could obtain all the data on machine 
inputs and outputs which the authors use, he presumably could work out 
the best answer fur his own conditions. It is doubtful, however, that many 
practical farmers would have at hand the necessary data. In other words, 
Farm Management is more a treatise on production economics for the aca- 
demic group than a book for the practical farm operator. 

In addition to describing the economy of labor use on farms, brief atten- 
tion is given to work simplification in agriculture in chapters pertaining to 
labor management. To the rising interest in work simplification, the authors 
sound this warning, “Usually work simplification calls for more supervision 
than familiar work procedures. This may mean a substitution of management 
for labor . . . added costs of supervision . . . taking away from the worker 
some of his [prized] responsibilities” (p. 558). Such a statement could pre- 
sumably be made of almost all technological progress. 

Part Five deals with management by types of farming and is essentially a 
continuation of Part Two on systems of farming. This brings to twenty-one 
the number of chapters devoted to description and discussion of types and 
systems of farming. Such a bulk of material makes it necessary to read 
extensively to absorb the underlying principles which are demonstrated. 

The interdependence of agriculture and other production, foreign markets, 
national agricultural programs, and related public problems are treated in 
summary fashion in the last chapter, Agriculture in the National Economy. 
Thus again, as is the case throughout the book, the economic problems of 
society at large are intermingled with the business management problems of 
the individual farmer. 

Summing up the forty-eight chapters, this reviewer concludes that there 
is much more in the 1073 pages than the title implies. The book treats a 
broad range of subjects from the natural sciences to public policy. Written 
in an understandable manner, it is an economist’s, not a farmer’s, analysis of 
farm production. 

L. S. HARDIN 

Purdue University 
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Cotion: Hearings before the Subcommittee of the Committee on Agri- 
‘culture, House of Representatives, 78th Congress, Second Session, De- 
cember 4-9, 1944 (Washington: Supt. Docs. 1945. Pp. 850. $1.25.) 


Study of Agricultural and Economic Problems of the Cotton Belt: Hearings 
before the Special Subcommittee on Cotton of the Committee on Agricul- 
ture, House of Representatives, 80th Congress, First Session, July 7-8, and 
October 10, 1947. 2 Vols. (Washington. Supt. Docs. 1947. Pp. 1170; 
$2.; 55c.) ; 

The Special Subcommittee on Cotton of the House Committee on Agricul- 
ture created early in 1944 deserves some type of citation for distinguished 
service to the national economy. It has provided a demonstration in formula- 
tion of public policy with the aid of scholarly research which is worthy of 
professional attention from the political scientist and of emulation in other 
and future Congressional inquiries into matters of major national concern. 
The Subcommittee has become known as the “Pace Committee,” after the 
name of its first chairman, Representative Stephen Pace, of Georgia. In the 
80th Congress, it has been sympathetically headed by Republican Representa- 
tive Anton J. Johnson of Illinois. 

More immediately, the Subcommittee has produced three volumes of policy 
statements and economic studies concerning cotton and the problems of the 
south which will remain landmarks in the economic literature of that field 
for some time. That they are not more widely known is perhaps natural. 
Congressional documents are seldom literary or scientific landmarks, and do 
not benefit from the paraphernalia of promotion which attends the launching 
of a best-seller or a new or “revised” textbook. 

This is not to say that the “Pace Committee” has achieved its objective. 
Its uncompleted task has been to formulate and sponsor a postwar policy 
and program for cotton in face of cBronic surpluses, growing world produc- 
tion, competition of synthetic fibers and substitutes, and the high-cost-high- 
price operations characteristic of domestic production. It may well be that'a 
more hurried undertaking could hardly develop the factual foundation and 
allow for the complicated adjustment and accommodation of conflicting in- 
terests which a truly effective, new national cotton policy and program will 
require. In any case, there is now at hand a thoroughly adequate, if not 
wholly complete, factual and analytical picture of “the cotton situation.” It is 
carried principally within the dull formats of the Study of Agricultural and 
Economic Problems of the Cotton Belt, published as Hearings of the Special 
Subcommittee on Cotton, July 7-8 and October 10, 1947. Available, too, and 
at least equally important, is a full-dress presentation and open discussion of 
policy and program recommendations from each of the several major, and 
frequently conflicting, interests within the cotton bloc—the Subcommittee 
Hearings on Cotton, December 4-9, 1944, Here, then, is raw material for a 
new approach to the cotton problem; the task of economic and political 
craftsmanship and statesmanship remains. 

Any one of a large number of the studies and the policy and program 
statements published in the 2,020 pages of the three volumes of Hearings, 
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above, would make an appropriate subject for review. The statements run to 
some seventy-five in number—from as many agencies, organizations, business 
firms, and individuals; there are some twenty studies, many extremely - 
specialized and detailed. Within limitations of available space, it will be 
possible here to sketch something of their nature and scope and to identify 
findings and judgments for more leisurely probing. 

The year 1944 witnessed perhaps the peak of what was assumed to be 
advance planning and thinking directed toward postwar adjustment. Most 
national and many state, local, and private agencies and organizations, with- 
out a preclusive interest in pure war activities, went to work on postwar plan- 
ning. The Office of War Mobilization was then given statutory recognition, 
but the words “and Reconversion” were added to its title. It was in the 
same year and the same context that the Special Subcommittee on Cotton 
came into being. After what must have been very impressive staff work for 
the Subcommittee by agencies and organizatioris within the cotton industry, 
the Subcommittee opened hearings on December 4, 1944, having assembled 
for that purpose the officials and technicians of a host of governmental 
agencies, farm organizations, ginners, warehousemen, crushers, shippers and 
merchants, manufacturers, labor unions, cotton exchanges, banks, railroads, 
colleges and universities, agricultural journals, private research groups. 
These filed their detailed and extended policy and program recommendations 
and entered into open and often sharp debate upon them. All is recorded 
verbatim in the published Hearings on Cotton. 

As the group convened it listened, first, to a purely factual and statistical 
description of the cotton situation prepared by the Bureau of Agricultural 
Economics. The Bureau reported that about one-fourth of the nation’s farm 
population was cugaged in colton production on sume 1,600,000 farms, and 
that upwards of half a million workers were employed in cotton textile manu- 
facture alone. Cotton acreage had dropped from 44,448,000 acres in 1929 to 
20,472,000 acres in 1944. But, for a variety of reasons, the average yield per 
acre rose dramatically and 1944 cotton production was estimated at 
12,320,000 bales, compared with an average of 14,414,000 for the period - 
1923-1932. With an annual cotton carry-over of 3-5,000,000 bales regarded 
as normal, the carry-over had been running above 10,000,000 bales in the 
seven years since 1938. For more than a decade, large stocks of cotton had 
been owned by or carried under loan from the government. In 1939, the 
figure stood at 11,049,000 bales; despite war demands it stood at 5,847,000 
bales in August, 1944. - 

Domestic mills used roughly 7,770,000 bales in the 1936-37 season, 
10,970,000 bales (an all-time record) in the 1941-42 season, and 9,830,000 
bales in 1943-44, In 1927-28, foreign mills used 9,040,000 bales of American 
cotton, But exports were drastically lower through the following decade, 
except for 6,163,000 bales shipped under the special subsidy in prewar 
1939-1940. Total foreign shipments, including lend-lease, in 1942-1943 stood 
at 1,480,000 bales. 

From 1925 through 1940, farmers received less than the parity level from 
cotton prices. In two and a half decades they swung from as high as 35 cents 
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per pound to as low as 5 cents, and were averaging just over 20 cents during 
the 1944 marketing season. Prices of foreign cotton for export were then 
under domestic prices, and the government had announced a four cent per 
pound export price differential shortly before the Hearings commenced. The 
government loan rate under the AAA program in 1944 was 21.08 cents per 
pound, based on 95 per cent of parity. Available statistics showed that in 
1943 cotton farmers were receiving 12.7 cents out of each dollar spent for 
cotton goods at retail, the charge for processing cotton into unfinished cloth 
being about the same. Apparel and household goods figures for 1939 showed 
that farmers received about 7.5 cents of the dollar spent at retail; wages and 
salaries accounted to upwards of 50 per cent of the remainder. All but 
three-eighths of cotton goods were going into those uses; the remainder into 
industrial uses. 

Competitive products were increasing in amount. Production of commercial 
foreign cotton rose from 6,888,000 bales in 1921 to the record high of 
18,354,000 bales in 1936. Foreign consumption as well as production declined 
as war spread in the late 1930’s, so that stocks of world cotton were estimated 
at a record level of 14,381,000 bales in 1944. Rayon production in the United 
States increased by two-thirds from 1939 to 1942, and in that year was the 
equivalent of 1,500,000 bales of cotton; world production increased by more 
than one-half and was the equivalent of some 8,000,000 bales. This latter 
increase was in Axis areas cut off from cotton and wool imports. The U.S. 
increase had been importantly speeded by the steady secular price decline 
in rayon yarns—$2.79 per pound in 1921-22 to from 49 to 55 cents per 
pound in the years following 1938. Thus, staple rayon fiber, used on cotton 
or wool spinning and weaving machinery, accounted for about 20 per cent of 
the total domestic rayon production in 1944; it accounted for only 2 per cent 
in 1935. Again, in 1939 paper was being substituted in various products in 
an amount equivalent to 1,000,000 bales of cotton. Farm income: gross farm 
income, including government payments, in the ten cotton states of the 
South averaged $193 per capita in 1939; it averaged $425 in the other states; 
in 1943 it stood at $415 in the South, but at $1,092 in the other states. 

Such dire statistics point up the national stake in a solution of the cotton 
problem. They suggest, also, that it is not to be solved wholly within agricul- 
ture itself. Not only is cotton an export commodity, it is also threatened 
gravely by competing fibers inside its domestic market. If production costs 
were fairly even from farm to farm, all would still not be well. Actually, 
however, production was and is dispersed over the Southern landscape. Thou- 
sands of small marginal and submarginal producers would perhaps never be 
able to continue except for artificially maintained prices. In the Delta and 
the Texas Plains large producers were beginning to make efficiency advances 
giving some assurance of power to survive without subsidy or support prices. 

Of the large number of “solutions” offered at the Hearings, that advanced 
by Secretary Wickard for the Department of Agriculture will serve here to 
indicate the issues and approaches. 

It warned, first, that the cotton export subsidy program and ie price 
support were temporary measures, and that, even so, they have the suicidal 
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effect of pricing cotton out of its already shrunken market. It listed three 
basic requirements for any successful solution; (a) full industrial production | 
and employment to sustain consumer markets; (b) special efforts to create 
effective consumer demand from low-income families even under full employ- 
ment; (c) expanded world trade to underpin both farm and non-farm activity. 
There follow three major objectives of a successful solution: (a) greater 
efficiency per man and per man-hour on the farm; (b) protection of farm 
income, related not merely to cotton production but to alternative land- 
uses; (c) soil conservation. 

Complete cotton mechanization, in areas most suitable for mechanization, 
the Secretary continued, had demonstrated a reduction of from 150 man 
hours of labor per acre to some 30 hours, threatening displacement of as 
much as 80 per cent of cotton farm labor. But this would reduce production 
costs similarly, just as use of fertilizers had increased lint yields by 50 
per cent. Perhaps cotton could, indeed, survive under free-market conditions. 

The Department’s statement advanced certain general elements of a solu- 
tion. It placed Southern industrialization among the chief answers—economic 
opportunities for displaced farm population, markets for diversified farm 
production. Others were: Research to lower production costs and develop 
new uses for cotton, crop insurance, greater efficiency in distribution. 

But, it asked, “How much cotton should Southern farmers grow, and what 
kind of price should they expect for it?” It suggested the impossibility of two 
extremes: Peg the price legally for all the cotton the South can produce and 
suffer the consequences in loss of domestic and foreign markets: Abandon all 
government programs immediately and let the domestic price fall to dis- 
astrous levels, with ensuing mass poverty in Southern agriculture, 

Four possible approaches were considered: The first would hold cotton 
prices at some given level such as parity price, retaining other government 
programs. This would probably encourage foreign production and permit 
synthetic fibers to make further inroads on the domestic market; only drastic 
acreage allotments could forestall mounting surpluses; the necessary. and 
costly export subsidies would invite foreign reprisals. The second approach 
would provide a parity price for cotton domestically consumed and a world 
price for the exported production, with no acreage restrictions. Normally it 
would not be costly, but it, too, would involve further loss of the domestic 
market to synthetics; acreage allotments or marketing quotas would be 
needed if the foreign market failed to absorb the surplus. Both of these 
approaches would give the farmer his whole return through the market place, 
a situation he prefers. A third approach would provide a domestic cotton price 
“hitched to a world price.” It would be less than an assured parity price for 
the whole crop, but payments would be made to bolster producers’ incomes. 
No export subsidies would be required. Cotton could effectively meet foreign 
and domestic competition. Consumers would benefit. 

All three of the above approaches, the Department stressed, two calling 
for very heavy appropriations, would perpetuate the situation from which 
they stem through year-to-year appropriations. All would protect producers’ 
incomes, but none would get cotton onto its own feet. 


+ 
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A fourth approach was endorsed in the Department’s submission—‘‘a re- 
conversion program for the Cotton South.” Like the third approach, it would 
provide one price for both domestic and foreign markets and make supple- 
mentary income payments to farmers—not perpetually but at a descending 
rate over a period of five or more years for use in cotton mechanization and 
other efficiency measures, and for shifts to other crops; special aid would be 
given farmers in areas not suited to mechanization. It would maximize the 
effectiveness of other necessary governmental and private programs in the 
field of farm credit, soil conservation, industrialization, education. It would 
be very costly in its initial years, but its promise would be elimination of 
subsidies and price supports and an economically efficient agriculture for the 
South. 

. I have never heard a sounder paper, or one that has attracted me 
more strongly, than that which was read a few moments ago by the Secretary 
of Agriculture.” Such was the comment of Oscar Johnson, president of the 
National Cotton Council, joint organization of the major interests within 
the cotton industry, who followed Secretary Wickard to the stand. It was his 
personal view—the Council had yet to formulate its specific recommendations. 

The “reconversion” program, or any other following its basic principles, 
would require vigorous support from the whole cotton industry. The balance 
of the December 1944 Hearings showed that that would not be easily forth- 
coming. Export subsidies and the price support were then and still remain 
the dike against disaster. Under them, cotton seems a sure “cash crop” from 
one year to the next for hundreds of thousands of farmers to whom cash is 
piteously scarce. And a bird in the hand is worth two in the bush. That view 
is reflected in the policies and programs recommended by agencies and 
organizations closest to the mass of cotton farmers, e.g., the statement of Tom 
Linder of Georgia for the Southern Commissioners of Agriculture, that of 
Ransom Aldrich of the Mississippi Farm Bureau for the American Farm 
Bureau Federation, and many other individuals and organizations. Their 
recommendations emphasize research for greater efficiency in production, 
processing and distribution, and involve frequently ingenious governmental 
programs related to price supports, export subsidies, foreign trade policy, and 
the handling of surpluses. 

Programs suggested by cotton interests more remote from the basic pro- 
ducer tend to follow the free-market-competitive-price principles of the 
“reconversion program,” ¢.g., the statements of A. L. M. Wiggins, South 
Carolina, then President of the American Bankers Association, M. W. Espy 
of the Alabama Bankers Association, R. O. Beach for the American Cotton 
Shippers Association, Lamar Fleming, Jr., of Anderson, Clayton & Company, 
E. R. Oliver of the Southern Railway System for his own, the Central of 
Georgia and the Seaboard Airline railways, Solomon Barkin of the CIO 
Textile Workers, George Googe of the A. F. of L., William D. Anderson of 
the Bibb Manufacturing Company. ° 

If the Subcommittee had done no more than provide this extended record 
of the views of all of the diverse interests in the cotton industry, its time 
would have been well spent. The record is a reconnaissance report of in- 
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estimable value for tactician, strategist, and staff in the field of cotton. But 
the Subcommittee made a further contribution. | 

For all the wealth of statistical and factual material developed in the 1944 
Hearings, the Subcommittee felt the need for more precision and detail and 
for objective analysis and interpretation of the many highly specialized 
problems within the central problem. It asked the National Cotton Council 
to initiate and manage a basic fact-finding investigation for that purpose. 
Accordingly, from early 1945 to the middle of 1947 economists and tech- 
niclans from some forty-odd colleges and universities, state and federal 
agencies, and private organizations worked together in a coordinated fact- 
finding investigation. The studies were filed as the Study of Agricultural and 
Economic Problems of the Cotton Belt, published as Subcommittee Hearings 
for October 10, 1947. The sub-studies were produced by working committees 
under a central steering committee chaired initially by the late Dr. Clarence 
Dorman, director of the Mississippi Experiment Station, and later by Dr. 
Frank J. Welch, dean of the School of Agriculture, Mississippi State College. 
The subjects follow: (1) Adjustments Toward Efficient Agriculture in the 
South; (2) Preparation for Market and Marketing of Cotton and Cottonseed; 
(3) Cuttun Goods Production and Distribution Techniques, Cost, and Mar- 
gins; (4) The Competitive Position of Cotton and Other Materials; (5) Pro- 
duction Studies of Synthetic Fibers and Paper; (6) Foreign Market Outlets 
for American Cotton and Cotton Manufacturers; (7) Industrialization and 
the South; (8) Southern Education Problems; (9) The Health Situation in 
the South and Recommendations for the Future. 

The relevance of each of the sub-studies to the policy and program issues 
raised in the December Hearings of 1944 will be obvious. That which deals 
most directly and broadly with those issues is that on farm adjustments for 
an efficient Southern agriculture. It was prepared by a committee headed by 
Dr. Welch. It did not purport to “prove” and support either of the basic 
alternatives for cotton—the free market or a control program. It proceeded 
meticulously to measure the consequences of each, and, under a set of assump- 
tions as to national income, employment, price levels, absence of production 
restrictions, competitive farm pricing, to project a pattern of “efficient” agri- 
culture for sixteen Southern “type of farming” areas. With reference to con- 
sequences of a control program, it found that American cotton would prob- 
ably be largely eliminated from foreign markets. Under the efficiency pattern 
and competitive prices which it projected, the foreign cotton market would 
remain important, cotton production would go to those domestic areas to 
which it is best adapted, high-cost areas would be more largely devoted to 
diversified farming. It would require the non-farm job opportunities and 
fiber and foodstuff markets which industrialization can provide, larger farm 
units, adequate farm credit, greater mechanization, better farm management 
practices. 

The foregoing comments deal most superficially with the “Adjustments” 
study. It is perhaps one of the most significant American documents in 
applied agricultural economics and agricultural planning. Most of the other 
studies, though narrower in, scope, reflect a similar competence. This is 
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particularly true of the study of cotton’s competitive position prepared by a 
group headed by Dr. M. K. Horne of the University of Mississippi and of 
the study on synthetic fiber and paper production headed by Dr. Horne and 
Robert B. Evans of the Department of Agriculture. An interesting incidental 
aspect of the very workmanlike Industrialization study took the form of a 
dissent by chairman John V. Van Sickle from the views of his committee 
regarding minimum wages and industry-wide collective bargaining. 

Space permits only the briefest mention of the contents of the third volume 
in the series here reviewed. It is Part 2 of the Study of Agricultural and 
Economic Problems of the Cotton Belt, published as Hearings of the Sub- 
committee, October 10, 1947. (The July Hearings, treated above, constituted 
Part 1, but are not so labeled.) This volume carries a set of studies requested 
by the Subcommittee and conducted within the Department of Agriculture 
dealing importantly with research and with technological improvements in 
cotton production and utilization. They supplement the above fact-finding 
inquiry conducted for the Subcommittee by the National Cotton Council. 
The study subjects are as follows: (1) Relationship of Research to the Cotton 
Problem; (2) Better Cottons; (3) Fundamental and Applied Researches 
Reveal New Horizons for Cotton and Cottonseed; (4) Synthetic Fibers and 
Papers as Competitors of Cotton; (5) Mechanization of Cotton; (6) Recent 
Developments in the Control of Cotton Insects; (7) Soil Conservation and 
Land-Use in the South; (8) Extension and Educational Work to Improve 
Conditions in the Cotton Belt. 

The Census volumes of the next three years will paint a more hopeful 
picture of the South than has been extant. Those who have observed it 
Closely in recent years are aware that fresh statistics will show a marked 
decline in rural-farm population, substantial urban growth, considerable out- 
migration, relatively dramatic gains in non-farm employment and income, 
similar advances in agricultural diversification, All of these trends were 
under way in the 30’s; they were accelerated by war, and have since con- 
tinued strong. (Symbolically, in 1946 four of the five states leading the 
nation in industrial construction contracts valued at $1,000,000 and over were 
in the South.) Such trends go to the roots of any solution of “the cotton 
problem,” and they do not involve conflicts and controversies in the field of 
agricultural policy. However sharply conflicting the policy views within the 
cotton industry, there is nearly unanimous and even fervently active support 
for the Southern industrial growth upon which they rest. 

In the absence of a national cotton policy and program more adequately 
attuned to a rational solution of the problem, stability depends upon con- 
tinued high-level national production and employment, upon the Southern 
industrial growth it largely but not wholly makes possible, and upon public 
willingness to continue export subsidies and price supports for cotton. It 
would be interesting to know whether in a perhaps hypothetical continuance 
of this set of conditions, Southern industrial growth might of itself solve the 
problem of cotton. Farm adjustments which have come in specific small areas 
of the South through industrial growth render the question at least plausible. 

Impatience at delay of a new national policy and program for cotton is 
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understandable. So, too, is the delay. In its-“Adjustments” report the com- 
mittee under Dean Welch wrote: “Agricultural policy must, however, take 
account of the economic and political environment in which it finds itself. 
Research on policy and programs must thus be realistic and not be developed 
within a framework of assumptions that disregard institutional and legal 
forces that are the very essence of agricultural difficulties.” But it also ob- 
served that the solution of agricultural adjustment problems in the South 
“,.. is a national as well as a regional problem. A modern nation cannot 
avoid balancing its total production-consumption budget. This can be done 
at a low level with a great deal of unemployment, inefficiency, and suffering; 
or it can be done at a high level with full employment, high efficiency, and a 
better life for all.” 
WirttiamM R. DAVLIN 
Washington, D.C. 


Labor and Industrial Relations 


Unions, Management and the Public. By E. WIGHT BAKKE and CLARK KERR. 
(New York: Harcourt Brace. 1948. Pp. xx, 946.) 


Teachers of trade union organization, collective bargaining and labor eco- 
nomics will welcome this volume of selected readings as a partial answer to 
the problem of finding ‘adequate supplies of reading materials for their classes. 
The limitations of single texts in the labor relations field have been apparent 
for a long time. Some provide the student with a monistic interpretation, 
neo-classical or Keynesian. one are sheerly factual. And most were written 
hefore World War IT. 

The present collection has none of these defects. “Here the student will find 
the theories of Slichter, Pigou, Lester, Dunlop, Hicks, and Dobb among 
others, as well as the partisan arguments of the spokesmen for both labor and 
management. Factual description is supplemented by theoretical analysis 
throughout the volume. And a considerable portion of the book covers recent 
developments and issues. 

The central theme, unlike the conventional “problems” approach, reflects 
this contemporary orientation by stressing the impact of union organization 
on workers, management, and the public. Some 295 selections from more 
than 150 authors are fitted into 27 chapters grouped under five main sec- 
tions: Development of Unions; Response of Management; Collective Bar- 
gaining; Terms of the Agreement; and The Interest of the Community. For 
each section and chapter the editors have provided an introductory essay 
which analyzes the issues under discussion and integrates the various sections. 

In a collection of such broad scope it is inevitable that there will be room 
for criticism of both the scheme of organization and the selections. One may 
question the inclusion of material on organizational strikes and boycotts in 
the section on collective bargaining rather than in that on union organization; 
or the placing of readings on contract arbitration before the discussion of 
grievance procedure. On the whole, however, the editors have “slotted” the 
materials into appropriate classifications. Moreover, as they point out in the 
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preface, the material can easily be assigned in a different sequence depending 
upon the purposes of the course. This task of rearrangement would have 
been facilitated had the editors provided a topical index, rather than simply 
a list of authors and titles. 

When it comes to the selections themselves, there is obviously more oppor- 
tunity for differences of opinion. But, as the editors point out, “Many ex- 
cellent discussions could not be used, either because of length or because 
editing would have destroyed the logic or continuity of the author’s presenta- 
tion.” On the whole, the range of materials is excellent. The editors have 
mined the older classics of the Webbs, Hoxie and Gompers, as well as the 
more contemporary analyses of Perlman, Slichter, Hill and Hook, Golden 
and Ruttenberg, Dunlop, Leiserson and Hardman. Of special value are the 
selections from out-of-print sources, such as the Commission on Industrial 
Relations and the Senate Committee on Education and Labor, as well as 
reprints of articles from the Encyclopaedia of the Social Sciences, labor and 
industry periodicals and economic journals, which are rarely available in 
sufficient copies for class assignment. 

Several limitations of the volume should, however, be pointed out to any 
who are contemplating its use as a single text. If the course serves as an 
introduction to labor problems, this book will have to be supplemented with 
materials on protective labor legislation and social security, fields which the 
editors have expressly excluded. If the course is a more advanced or special- 
ized one in trade unionism and collective bargaining, the teacher will find the 
subject matter unevenly treated. One area of this field is more than ade- 
quately plowed. Both the selections and the editorial comments bear the 
impress of Bakke’s own concepts and research. Hence a disproportionately 
large share of the book is given over to analyses of the political motivations 
of labor and management as they find expression in conflicts over union se- 
curity, management prerogatives and industry-wide bargaining. 

On the other hand, the treatment of wages and hours, while suitable for a 
course in labor economics, crowds out any adequate presentation of the . 
terms of collective agreements. The chapter on hours, for example, is devoted 
mainly to a discussion of the optimum work week, while recent trends in 
collective bargaining on vacations and holidays are ignored. Similarly, the 
chapters on wages cover theories of wages and employment, but the student 
will remain unfamiliar with specific wage provisions and issues in collective 
bargaining such as incentive wages, merit rating and job evaluation. Although 
the editors reproduce the index of collective bargaining provisions prepared 
by the Department of Labor, they make no subsequent attempt to clothe 
many of the bones of this skeleton with flesh. 

Another large gap in the collective bargaining sections is the omission of 
material to illustrate the varieties of collective bargaining experiences. Nor 
is there much information, except of a statistical nature, on the growth of 
collective bargaining among white collar, professional, and governmental 
workers. 

In using this volume the teacher of collective bargaining will therefore do 
well to’ supplement it with more descriptive material on union agreement 
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provisions, case studies and arbitration awards. But this comment is meant 
'not so much as a criticism of an excellent volume as a reminder that no 
single text will relieve the professor of some initiative and discretion and 
much hard work-—-a reminder that should be reassuring in these days of 
increasing technological threats to academic security! While welcoming this 
volume as a convenient aid to instruction, the teacher will still have many 
of his old jobs to perform as well as one new assignment suggested by this 
collection—that of responding to the editors’ invitation to inform them of 
writings that “might present a subject in a better fashion than do those 
selected . . . so that revisions may profit by them.” 
Jean Trepp McKEtvey 
Cornell University 


Survey of Labor Economics. By FLORENCE Peterson. (New York: Harper. 
1947. Pp. xix, 843. $4.00.) 


The enormous interest in industrial relations at the moment makes a 
textbook which undertakes to survey the whole field of labor economics 
extremely welcome. Miss Peterson’s book describes the important institu- 
tions and their functioning in labor relations, together with various theories, 
under four divisions of the subject: employment and unemployment, wages 
and hours, labor unions, and social security. Part One treats the subjects of 
population, the labor force, including as a novel feature a description of 
major types of employment, labor productivity, unemployment, with the 
usual classification of types, theories of unemployment, and unemployment 
relief and alleviation. Part Two presents the theory, nature and structure of 
wages, a description of “scientific” wage determination, wage supplements 
and wage regulation by government, and a description of hours and hour 
regulation. Part Three includes the history and structure of labor unions, 
the process of collective bargaining, institutional arrangements for dealing 
with labor disputes, analysis of the legal foundation of collective bargaining, 
and a discussion of contemporary problems in industrial relations, The last 
section, Part Four, deals with types of social insurance under the headings, 
“Old Age and Survivors’ Insurance,” “Unemployment Insurance,” “Work- 
men’s Compensation,” and “Health and Disability Insurance.” In the Ap- 
pendix are printed the federal Anti-Injunction Law, the National Labor Rela- 
tions Act, and the Fair Labor Standards Act. 

The book has a number of excellent features. Although it covers a broad 
array of facts, the presentation has compactness, owing to the logical arrange- 
ment, good selection and supporting tables and graphs. The work, therefore, 
fills a need for both textbook and reference handbook. The facts are authentic 
and current, chosen in large part from government records. The author had 
immediate access to the official pool of labor data in the Department of 
Labor, and great facility in selecting what is significant. Hence, her book 
possesses a realistic character frequently absent from textbooks compiled 
from secondary and more fragmentary materials. The bibliographies ap- 
pended to the various chapters are to be commended. The simple, direct 
style, free from technical terms, makes the book helpful to the general reader 
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and suitable for elementary courses in labor economics, particularly where 
libraries are deficient in documentary materials. 

It would scarcely be fair to criticise the author for not including more 
within the eight hundred and fifty pages than she has, since the purpose was 
clearly not to offer an encyclopedic text on the order of Millis and Mont- 
gomery, or Daugherty, or Taft. The title, Survey of Labor Economics, how- 
ever, and the author’s statement of objectives in the preface, lead one to 
expect more economic analysis than one finds. Chapter after chapter of 
description ends abruptly, leaving the reader with the question, “Well, what 
of it? How are these economic data to be interpreted? How are they related 
to the whole economy?” Numerous opportunities for assaying the economic 
significance of new trends seem to have been passed over, such, for example, 
as industry-wide collective bargaining. It is true that there are sections and 
chapters on theory as such—population theory, wage theory, unemployment 
theory—but they are not adequately integrated with the excellent accompany- 
ing descriptive material. One wonders why isolated discussions of theory are 
inserted. They are too summarily presented to do more than confuse the 
student who is not well acquainted with the history of economic institutions , 
and ideas, and apparently are not taken seriously by the author, who states, 
for example, on page 7, “Theories of population may be laid aside, then... .” 

While the author’s access to, and wise use of, voluminous material from 
government agencies gives this text unusual strength, presentation of such 
information from the point of view of any particular agency has doubtful 
value. For example, Part Four, which we are told in the preface was in large 
part prepared by an official of the Social Security Administration, seems to 
the reviewer to reflect primarily the interests and point of view of that 
agency, which one may discover by comparing the chapters with the agency’s 
official publications. While one may have no quarrel with that point of view, 
the student is entitled to the presentation of some alternative proposals. 
The reviewer, as a teacher, would prefer that the section afforded a broader 
perspective, a more adequate explanation of the theory of social security, 
and of the distinction between public assistance and social insurance, and a 
comparative analysis of social security trends in other parts of the world. 

ELINOR PANCOAST 

Goucher College 


The Labor Force in the United States, 1890-1960. By Joun D. DURAND. 
(New York: Social Science Research Council. 1948. Pp. xviii, 284. 
$2.50.) 

The publication of John Durand’s Tke Labor Force in the United States, 
1890-1960 is a striking measure of the progress achieved in the past decade in 
expanding and clarifying our knowledge of the nation’s labor force, and of 
the economic and demographic factors that—together with employment cus- 
toms—affect it. A short ten years ago, labor force analysis was severely 
handicapped both by inadequate concepts of labor force classification, and 
by a real dearth of quantitative data. The labor force, as understood then, 
consisted of the sum of the people who might be classified as having a gainful 
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occupation, and the dividing line between employment and unemployment 
had simply not been thought through adequately. The only quantitative data 
available were those of the Census of April, 1930, taken when the gainful 
worker concept still was in vogue, and the enumerative check census of 1937. 
As a result, one of the most sterile debates of all time was the argument of 
the depression years as to the volume of employment and the volume of 
unemployment. 

Since then, we have had nearly nine years of experience with monthly 
labor force enumeration in the United States and a steady development of 
both labor force concepts and information. With this information in hand, 
and with the results of the prior decennial censuses adjusted to a comparable 
basis, Mr. Durand has analyzed past labor force trends and projected these 
trends into the future as far ahead as 1960. The Social Science Research 
Council and the Scripps Foundation for Research in Population Problems, 
whose joint efforts made this study possible, were fortunate in securing John 
Durand to conduct it. Having spent many years in the Bureau of the Census 
as an analyst of labor force trends and projections, he was ideally equipped 
to conduct this ground-breaking study. 

He finds that from 1890 to 1940 the labor force increased from about 
22 million workers to about 53 million, and that on the assumption of a 
continuation of prewar trends (modified somewhat by the permanent effects 
of the war on the labor force), it will probably increase to around 63.5 mil- 
lion by April, 1960. It should be noted that these figures, as most of the other 
data in the book, are on a basis comparable with the 1940 Census, and 
hence are lower by around 1.5 million than they would be were they made 
comparable with current labor force estimates. The usefulness of the book 
would have been increased had the projections been placed on a basis com- 
parable with the current estimates, but this is a minor detraction. : 

While past increases have been due in large measure to changes in the 
population of the country, they have been considerably influenced by the 
composition of the population with respect to those characteristics which 
determine the ability and desire of people to work. These demographic 
factors—sex, age, race, nationality, marital status, women’s family re- 
sponsibilities, and the geographical distribution of the population—are dis- 
cussed at considerable length against a background of factual data covering 
the last half-century. During this half-century, the proportion of the labor 
force to the total population rose from about 35 per cent to about 40 per 
cent, largely by reason of the demographic changes which have occurred. 
The lower birth rate reduced the proportion of the population consisting of 
children and at the same time lessened the home-making responsibilities of 
women; and the shrinkage of the farm population as a proportion of the 
total tended to increase female employment more than it reduced male 
employment. Other factors— the increase in the proportion of older persons 
and of married women——have been only partially offsetting. 

Long-range economic developments have reinforced these trends. Tech- 
nological developments have opened employment opportunities for women 
and reduced them for older men, with white-collar and professional occupa- 
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tions (where women can find employment) expanding as self-employment 
(where older men are concentrated) has declined. The rise in per capita 
income has not only made possible later entrance into employment, but has 
encouraged earlier retirement. And the reduction in hours of work, combined 
with the introduction of mechanical housekeeping aids and the development 
of commercial services for the home, has increased the propensity of women 
to work. 

Durand discusses the short-range impact on the labor force of economic 
factors, and finds that both the a priori arguments and the fragmentary 
data regarding the effects of peacetime fluctuations in employment and 
income on the size or composition of the labor force are inconclusive and 
contradictory. He concludes that it would be rash to try to predict, on the 
basis of present information, how the labor force will be affected by depres- 
sions or booms in the future, 

While this reviewer recognizes the contradictory and inconclusive nature 
of the statistical evidence, certain forces operating in response to short-run 
economic changes in income and employment seem to be at least moderately 
predictable. Given a depression, many persons not normally in the labor 
force will certainly be more inclined than before to accept employment. Some 
will secure jobs, some will seek work without success, and many will be in 
that difficult fringe group—the inactive unemployed. Also, it seems clear that 
the effect of depression on lowering marriage and birth rates will serve, in 
time, to add to the employability of young women. These factors may be 
offset, particularly in a long depression, by the premature retirement of 
workers discouraged by the hopeless employment outlook, and by a movement 
to farms which reduces employment opportunities for women. 

In periods of high and inflationary prosperity such as the present, it 
appears likely that the balance of divergent forces also leads to an expansion 
of the labor force. Readily available well-paid jobs (particularly when the 
dollar wage is far above the rate of remuneration to which the mind became 
accustomed in an earlier period) combines with the pinch of rising living- 
costs to induce many non-workers to accept employment. 

In any event, year-to-year fluctuations in the labor force—-whatever their 
causes and whatever their direction—are not likely to be very large under 
peacetime conditions. One reason for this is the inertia of habit and tradition 
as they affect employment customs. It is only over considerable periods of 
time that employment customs undergo change. Custom governs in large 
measure the age at which young people enter the labor market, just as it 
controls the general view of society concerning the age at which a person 
is too old to work, or the occupations properly open to women. In all these 
instances, change in one generation breeds continuing change in the succes- 
sive generation. Longer schooling is self-perpetuating, for it encourages even 
longer schooling as a measure of progress; earlier retirement changes the 
age socially regarded as appropriate for retirement; and the increasing recog- 
nition of the right of women to work is in part a result of the increase in 
the number actually at work. According to Durand, “the autonomous in- 
fluence of the development of customs upon labor force trends can be 
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likened to the effect of a flywheel on the operation of a motor—evening and 
tending to continue the motion once begun.” The major change in custom 
in the twentieth century—the employment of women—he analyzes in detail. 

The concluding chapters of the book deal with the World War II expan- 
sion and contraction of the labor force, future labor force projections, and 
demographic aspects of labor force policy. In view of the national policy of 
the government, as incorporated in the Employment Act of 1946, to promote 
maximum employment “by all practicable means,” this latter discussion is 
particularly timely. Should “full employment” goals for 1960 be based on a 
projected 63,500,000 labor force, or should a positive national policy with 
reference to the growth and composition of the labor force attempt to alter 
trends that would otherwise follow? 

The three major groups that would be affected by a national labor force 
policy are young people, older workers, and women. As regards youth, his 
projections show only about 24 per cent of all boys and 11 per cent of all 
girls aged 14 to 19 in the labor force in 1960, in contrast to 1940 per- 
centages of 38 and 19, all figures being for the month of April and on a 
basis comparable with current labor force estimates. The assumed continua- 
tion of this long-term downward trend would materially reduce the quantity 
of young labor available to the country in future years. The question is, how 
large an investment of manpower in education is justified? The answer, which 
should be formulated as a part of national employent policy, depends on 
national requirements for education and national capacity for financing it. 
Neither of these magnitudes is subject to easy measurement and determina- 
tion, but an intelligent labor force policy requires that they be determined. 

In this connection, this reviewer thinks that it is by no means certain 
that the long-term trend toward less labor force participation by teen-age 
youths will in fact reappear in the foreseeable future. During the late war, 
the percentage of boys aged 14-19 in the labor force rose to 67 in April, 1945, 
with 40 per cent for girls. If the long-run trend were going to reassert itself, 
these high wartime percentages should have been considerably reduced by 
April, 1948—nearly three years after the war. What we find, however, is that 
as of that latter date, 50 per cent of all boys from 14-19 years of age were 
in the labor force, and nearly 30 per cent of all girls. Many of these youths 
were engaged in part-time work only and some were unemployed, but the 
fact remains that an abnormally high proportion of teen-agers are in the job 
market. It suggests that the war experience plus abundant postwar job 
opportunities have changed, perhaps permanently, the work habits of young 
people. Part-time jobs during the school year, with full-time jobs during 
vacations, are much more “normal” in present day American society than in 
the 1920’s and 1930’s, and may serve to more than counterbalance for some 
time to come any tendency for longer education to reduce the volume of work 
done by American youth. 

The long-run trend toward early retirement of men past middle age prob- 
ably should be reversed by national policy if possible, for it has apparently 
been due largely to the lessening of employment opportunities, rather than 
to a voluntary choice of leisure over work. The problem involves public 
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health programs, emphasis on the employment of handicapped groups, special 
placement services for this group, publicity campaigns to dispel prejudice 
against older workers, financial incentives to employers, and perhaps even 
differential wage rates based on productive capacity. It also obviously in- 
volves integration with social security programs. 

The employment of women, which has expanded so greatly i in the past and 
which gives every indication of continuing to expand, needs to be considered 
in terms of social welfare as seen from a non-economic point of view. The 
projected increase in the proportion of women in the labor force, from 29 
per cent of the female population aged 20-64 in 1940 to 37 per cent in 1960, 
raises serious question regarding the economic pressures forcing some women 
to work, the care and training of children outside the home, the role of the 
family in American society, and the effect of such widespread female employ- 
ment on the birth rate. Durand does not answer these questions: instead, 
he makes a persuasive case for careful analysis of them and the formulation 
of a national labor force policy. 

Economists who ‘haven’t thought seriously about the labor force in the 
United States in the past few years will be well advised to examine this 
book. Those whose work involves projections of labor force trends will find 
it invaluable. Particularly useful to the specialist are the several appendixes, 
which include full descriptions of the methods used by the author in his 
various computations, and also a comprehensive labor force bibliography 
classified according to subject matter. 

THomas K. HitcuH 

Washington, D.C. 


Trade Union Wage Policy. By ArtTHUR M. Ross. (Berkeley and Los Angeles: 
Univ. of California Press. 1948. Pp. xii, 133. $3.00.) 


Throughout the historical development of theories of the distribution of 
wealth, wage theory has long been the most troublesome. Neat systems have 
been devised again and again, but none have been wholly convincing to many 
economists for a substantial length of time. It now seems probable that these 
repeated failures are attributable to the fact that economists have tradi- 
tionally sought to deal with wage determination as though it were solely 
the result of economic forces. This is not to say that the economic aspects of 
wages are negligible; they are of course important. But the political, psy- 
chological, and sociological factors enter with such force that wage theory 
cannot be a mere adaptation of price theory. This is apparently true to such 
an extent that a satisfactory explanation of wage determination, stated an an 
all-embracing theory, cannot be devised until after all of the institutional 
characteristics of labor-management relations have been described, analyzed, 
and given suitable weight. Only after this has been accomplished can a really 
useful theory be developed. 

Among the contemporary pioneers in this important work, the name of 
Arthur M. Ross must now be added to those of John T. Dunlop, Joseph 
Shister, and the dozen or so other economists who have contributed special 
ideas in the form of journal articles. Professor Ross is engaged in the building 
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process—he does not claim to have completed the structure. But there is no 
doubt that he is building with hard stone and sound mortar, and that his 
part of the wall has an excellent chance of survival. 

The six principal chapters in this volume were originally published as 
separate articles in four different economic periodicals: the American Eco- 
nomic Review, the Southern Economic Journal, the Quarterly Journal of 
Economics, and the Proceedings of the Pacific Coast Economic Association. 
Excepting for the introductory chapter and minor changes elsewhere, there- 
fore, it presents nothing which has not previously been published. Un- 
fortunately, the five chapters do not yet constitute a “book,” for they are 
still five articles on five aspects of the problem of trade union wage policy. 
Their publication in this volume is useful because it brings them together in 
readily accessible form, but they do not provide a rounded and balanced 
book. Although the reviewer must point this out to potential readers, the 
author need make no apology since he did not intend otherwise. He has 
studied five problems and has released the results for the consideration of 
scholars everywhere. However, he has by no means completed his study of 
wages, 

Following the introductory chapter, Ross deals with “The Trade Union as 
a Wage-Fixing Institution,” in which he picks up the theme of Wight Bakke 
and argues that a union is primarily interested in institutional survival and 
growth. As such, its wage policy is largely determined by internal political 
pressures. From this he proceeds to “The Dynamics of Wage Determination 
Under Collective Bargaining,” in which he applies the principles of the preced- 
ing essay to a large variety of specific problems. From this he turns to answer 
the question “What is a Responsible Wage Policy?” The core of this chapter 
is the proposition that “the employment effect of a wage adjustment is un- 
predictable before the fact and undecipherable after the fact.” In ‘Union- 
Management Relations and the Wage Bargain” Ross brings in the influence 
of management policy. The concluding essay, “The Influence of Unionism 
upon Earnings,” makes a strong case for the proposition that union activities 
have in fact exerted a marked upward effect upon wage levels. 

Many economists will look with some disapproval upon Ross’s institutional 
approach, others will disagree with his conclusions. But no economist in- 
terested in wages can safely ignore his work. The results of the further 
investigations which he promises will be awaited with widespread interest. 

It should be added that this volume is a publication of the Institute of 
Industrial Relations at the University of California in Berkeley. Professor 
Ross is chiefly responsible for the series of studies, but enjoyed the assistance 
of his staff colleagues. It stands as evidence of the research effectiveness of 
such an Institute. 

WILLIAM S. HOPKINS 

University of Washington 
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ments. 1948. Pp. 600. 60 sw. fr.) 

Regulations relating to foreign funds control in the United States. Suppl. 2. (Basle: 
Bank for Internat. Settlements. 1948. Pp. 17. 3 sw. fr.) 

Report of the National Advisory Council on International Monetary and Financial Prob- 
lems covering operations from October 1, 1947 to March 31, 1948. (Washington: Supt. 
Docs, 1948. Pp. 56.) 

Structure of the United Nations and the relations of the United States to the United 
Nations—hearings, before the Committee on Foreign Affairs, House of Representatives, 
80th Cong., 2nd sess., May 4-14, 1948. (Washington: Supt. Docs. 1948. Pp. vi, 591.) 

Summary proceedings, second annual meeting of the Board of Governors, International 
Monetary Fund, 1947, (Internat. Monetary Fund. 1947. Pp. vii, 69.) 

Third report to Congress on the U. S. Foreign Relief Program for the quarter ended March 
31, 1948. Dept. of State pub. 3205, Econ. coop. ser. 10. (Washington: Supt. Docs. 1948. 
Pp. vi, 104. 30¢.) 


Business Finance; Insurance; Investments; Securities Markets 
Doris, L. Modern corporate reports, to stockholders, employees and the public. (New 
York: Prentice-Hall. 1948. Pp. 318. $10; text ed., $7.50.) 
Duranp, D. and Winn, W. J. Basic yields of bonds, 1926-1947: their measurement and 
_ pattern, Tech. paper 6. (New York: Nat. Bur. of Econ. Research. 1947. Pp. 40.) 
Hussanp, W. H. and Docxeray, J C. Modern corporation finance. (Chicago: Richard D. 
Irwin. 1948, Pp. xiv, 690. $5.) 
Sources of funds for business expansion. Fin. management ser., no. 89. (New York: Am. 
Management Assoc. 1948. Pp. 36. 75¢.) : 
The Spectator insurance year book, 76th annual issue, 1948 ed. (Philadelphia: The Spec- 
tator. 1948. Pp. 239. $75.) 


Public Control of Business; Public Administration; 
National Defense and War 


Anperson, Sir Jonn. The organization of economic studies in relation to the problems 
of government. (London: Oxford Univ. Press. 1947. Pp. 25. 1s., 6d.) 

FRANCK, P., editor. Problems in price control: stabilization studies. Pt. 1, Stabilization 
studies, 1942-46, by S. E. Harris. Pt. Il, Wartime subsidies and food price stabilization, 
by P. Rilz. Hist. repts. on war admin., OPA, gen. pub. no. 10 (Washington: Supt. Docs. 

' 1948. Pp. xii, 241. 45¢.) 
NARAYANASWAMY Nawy, B. V. Slate and economic life. (Delhi: Delhi Univ. 1947, Pp. 140.) 


Newman, J. R. and Miter, B. S. The control of atomic energy: a study of its social, 
economic, and political implications. (New York: Whittlesey House. 1948. Pp. 434.) 


PrircHett, C. H. The Roosevelt Court—a study in judicial politics and values, 1937-47. 


(New York: Macmillan. 1948. Pp. xvi, 314. $5.) 
A philosophical analysis of the record of the Supreme Court in recent years. 


Federal Trade Commission decisions. Vol. 41. Findings, ‘orders, and stipulations, July 1 
to Dec. 31, 1945. (Washington: Supt. Docs. 1948. Pp. 485. Cloth, $1.75.) 
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Investigation of the National Defense Program—hearings, 80th Cong., 1st sess, pursuant 
to S. Res. 46, before Senate Special Committee Investigating the National Defense Pro- 
gram, April 5, 1946-October 24, 1947. (Washington: Supt. Docs. 1948. Pp. 704.) 


Midyear economic report of the President to the Congress, July 30, 1948. Together with a 
‘report The economic situation at midyear 1948, by the Council of Economic Advisers. 
(Washington: Supt. Docs..1948. Pp. v, 115. 30¢.) 


_ The patent system, II. Law and Contemp. Probs. Vol. 13, no. 2. (Durham: School of Law, 
Duke Univ. 1948. Pp. 390.) 


Industrial Organization; Price and Production Policies; - 
Business Methods 


Ditiavou, E. R. and Howard, C. G. Principles of business law. 4th ed. (New York: 
Prentice-Hall. 1948. Pp. 952. $6.35; text ed., $4.75.) 


Lewis, H. T. Procurement—-principles and cases. (Chicago: Richard D. Irwin. 1948. Pp. 
xi, 745. $5.) 


Macr, M. L. The board of neetna in small corporations. (Boston: Harvard Univ. Grad. 
School of Bus. Admin. 1948, Pp, 942. $2.) 


RUTHERFORD, J. G. Quality control in industry—methods and systems. (New York: Pitman. 
1948. Pp. xvii, 201. $3.50.) 


A study of ownership of corporations in Hawaii. (Honolulu: Hawaiian Econ. OMNGAHOD: 
1948. Pp. 35, mimeo.) 


Trade association industrial research. (Washington: Supt. Docs. 1948. Pp. 63. 254.) 


Marketing; Domestic Trade 
Converse, P. D. and Jones, F. M. Introduction to marketing—principles of wholesale and 
retail distribution. (New York: Prentice-Hall, 1948. Pp. viii, 606. $5.65.) 


Parmes, C. F, and Duncan, D. J. Marketing principles and methods. (Chicago: Richard 
D. Irwin. 1948. Pp. x, 729. $5.) 


Mining; Manufacturing; Construction 


CHERINGTON, C. R. The regulation of railroad abandonments. (Cambridge: Harvard Univ. 
Press. 1948. Pp. x, 271. $4.) 


Hoover, T. J. The economics of mining (non-ferrous metals): valuation, organization, man~ 
agement, 3d ed. (Stanford: Stanford Univ. Press. 1948. Pp. 561. $7.50.) 


Soaw, A. G. L. and Bruns, G. R. The Australian coal industry. (Melbourne: Melbourne 
Univ. Press. 1948. Pp. x, 197. 175s., 6d.) 


Cooperatives in the petroleum industry. Pt. 1, Observations on the cooperative movement, 
by L. von Mises; Pt. 2, Petroleum cooperatives in action, by K. E. Eltinger; Pt. 3, 
The exemption of cooperatives from federal income taxation, by R. H. Montgomery and 
J. O. Wynn; Pt. 4, What the people of co-opland. think of petroleum cooperatives—an 
opinion survey conducted by B. Wall. (New York: Petroleum Industry Research Foun- 
dation. 1947. Pp. 61; 166; 67; 97. Four parts, $3.) 


Transportation; Communication; Public Utilities 


LinpHorm, R. W. Public finance of air transportation—a study of taxes and public ex- 
penditures in relation to a developing industry. (Columbus: Bur. of Bus. Research, 
Ohio State Univ. 1948. Pp. xvii, 178.) 


Lyne, J. G. The need of the railways for additional fixed-plant capital and possible means 
of its attainment: a dissertation. (New York: Simmons-Boardman. 1948. Pp. 176, $2.50.) 
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McDonatp, E. and Cares, J. M., JR. Toward a world maritime organization—a half 
century of developments in ocean skipping and U.N. Maritime Conference, Geneva, 1948. 
Dept. of State pub, 3196. (Washington: Supt. Docs. 1948. Pp. 28. 15¢.) 


Warbron, G. and Dewnourst, J. F. Power, machines, and plenty. Public affairs pamph. 
no. 142. (New York: Public Affairs Committee. 1948. Pp. 32. 20¢.) 

Civilian war transport—a record of the control of domestic traffic operations by the Office 
of Defense Transportation, 1941-1946, (Washington: Supt. Docs. 1948. Pp. x, 361. $1.75.) 

Decisions of Interstate Commerce Commission. Vol. 45, Motor carrier cases, May 1946- 
Sept. 1947 (Finance Reports). (Washington: Supt. Docs. 1948. Pp. 877. Cloth, $3.) 

National transportation inquiry-——hearings, before the Committee on Interstate and Foreign 
Commerce, House of Representatives, 80th Cong., 2nd sess., April 14-16, 1948. (Wash- 
ington: Supt. Docs. 1948. Pp. 179.) 


Agriculture; Forestry; Fisheries 


BENNETT, H. H. Our American land: the story of its abuse and its conservation. Rev. ed. 
Dept. Agriculture misc, pub. no. 596. (Washington: Supt. Docs. 1948. Pp. 31. 10¢.) 

CHAPMAN, H. H. and Meyer, W. H. Forest valuation, with special emphasis on basic eco- 
nomic principles. (New York and London: McGraw-Hill. 1947. Pp. 521. $6.) 

Jounson, A. R. The farm real estate situation, 1946-47. Dept. Agriculture circ. no. 780. 
(Washington: Supt. Docs. 1948. Pp. 38. 10¢.) 

Kre, O. M. The Farm Bureau through three decades. (Baltimore: Waverly Press. 1948. 
Pp. ix, 416, $3.50.) 

Pacxarp, W. E. The land-authority and democratic processes in Puerto Rico, (Rio Piedras: 
Editorial Univ., Univ. de Puerto Rico. 1948. Pp. 101.) 

Economic outlook for the pig industry. Dept. of Commerce and Agric. bull, no. 4. (Can- 
berra: Govt. Printer. 1948. Pp. 93.) 

U. S. Department of Agriculture: agricultural statistics 1947. (Washington: Supt. Docs. — 
1948. Pp. 689. Apply.) 


Economic Geography; Regional Planning; Urban Land; Housing 


Baruam, H, The building industry: a criticism and a plan for the future. (London: St. 
Botolph Pub. Co. 1947. Pp. 99. 5s.) 

ELLIOTT, M., and others. Should we adopt a nationwide river valley authority program? 
A radio discussion. Reviewing stand, vol. 10, no. 6. (Evanston: Radio Dept., North- 
western Univ. 1948. Pp. 12. 10¢.) 

Hoover, E. M. The location of economic activity. Econ. handbook ser., edited by S. E. 
Harris. (New York: McGraw-Hill. 1948. Pp. xv, 310. $3.75.) 

SILK, L. Sweden plans for better housing. (Durham: Duke Univ. Press. 1948. Pp. xiv, 149. 
$4.) 

Voct, W. Road to survival. (New York: William Sloane Assocs. 1948. Pp. xvi, 335. $4.) 

Amending the Tennessee Valley Authority act of 1933—hearings, 80th Cong., 2nd sess., 
before a subcommittee of the Senate Committee on Public Works, Pt. 1, March 15- 
April 19, 1948. (Washington: Supt. Docs. 1948. Pp. 863.) 

Housing in America, its present status and future implications. Factual analysis of testi- 


mony and studies, report prepared for Joint Committee on Housing pursuant to H. 
Concurrent Res. 104, 80th Cong. (Washington: Supt. Docs. 1948. Pp. 178. 35¢.) 


Study and investigation of housing—hearings, 80th Cong., ist sess. before the Joint Com- 
mittee on Housing. Pt. 4, San Diego, Los Angeles and San Francisco, Calif.; Portland, 
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Ore.; Seattle and Tacoma, Wash.; Honolulu. Pt. 5, Proceedings at Washington, D.C., 
September 10, 1947-January 28, 1948. (Washington: Supt. Docs. 1948. Pp. 1083; 1515.) 
Labor and Industrial Relations 


ANDRAS, A. Labor unions in Canada: how they work and what they seek. (Toronto: 
Canadian Forum Book Svce. 1948. Pp. 86. 50¢.) 


. BAKER, H. Management procedures in the determination of industrial relations policies. 


Research rept. ser., no. 76. (Princeton: Industrial Relations Sec., Princeton Univ. 1948. 
Pp. 81. $2.) 


CALDER, A. and Kniver, J. L. The guaranteed annual wage. Planning pamph. no. 63. (Wash- 
ington: Nat. Planning Assoc. 1948. Pp. 38.) 


CopeLtor, M. Management-union arbitration—a record of cases, methods and decisions. 
(New York: Harper. 1948. Pp. xiv, 345. $5.) 


Hartrey, F. A., Jr. With introduction by R. A. Tarr. Our new national labor policy—the 
Taft-Hartley act and the next steps. (New York: Funk & Wagnalls and Modern In- 
dustry Magazine. 1948. Pp. xvi, 240. $2.85.) 

A discursive and disconnected legislative history and defense of the act by one of its 
authors, with seven proposed amendments. His final judgment: “the greatest single 
contribution made by any political party for the past two decades.” 


FHEBERLE, R. The labor force in Louisiane. (Baton Rouge: Louisiana State Univ. Press. 
1948. Pp. x, 189. $2.) 


Hoop, A. A. and Krzr, W. B., Jr. Economic imperative for industrial peace. (New Wil- 
mington, Pa.: Economic and Bus. Found. 1948. 75¢.) 


KILLINGSWORTH, C., C. State labor relations acts—a study of public policy. (Chicago: Univ. 
of Chicago Press, 1948. Pp. x, 328. $4.) 


An analysis of the policies, provisions and effects of state labor relations laws. 


KirKatpy, H. S. The spirit of industrial relations. (New York: Oxford Univ. Press. 1948. 
Pp. xvii, 138. $2.25.) 
Seven lectures delivered at Jamshedpur, India, in December, 1946 by the Montague 
Burton Professor of Industrial Relations in the University of Cambridge. 


Kuwtze, R. D. and Wnr, L. M. (under direction of E. A. Gaumnitz). The BLS con- 
sumers price index and its application to wage problems. (Madison: Univ. of Wisconsin 
Bur. of Bus. Research and Svce. 1948. Pp. 76. $1.10.) 


LANDIs and Manorr. Cases on labor law. 1947 suppl. 2nd ed. Univ. casebook ser. (New York: 
Foundation Press. 1948. Pp. 181. $2.) 


McCaseg, D. A. and Luster, R. A. Labor and social organization. Rev. ed. (Boston: D. C. 
Heath. 1948. Pp. viii, 373. $2.75.) 


Mitts, C. W. The new men of power—America’s labor leaders. (New York: Harcourt, 
Brace. 1948. Pp. 323. $3.50.) 


Peterson, F. Supplement to Survey of labor economics. Includes discussion and full text 


of the Taft-Hartley act and the President’s veto message. (New York: Harper. 1948. 
Pp. 71. 1948. Apply.) 


ROBERTS, B. Trade unions in the new era. (London: Internat. Pub. Co: 1947. Pp. 43. 
1s., 6d.) 


Rozerts, H. S. The first six months under the Taft-Hartley act. Occ. paper no. 45. (Hono- 
lulu: Univ. of Hawaii. 1948, Pp. 34.) 


Tart, P. Economics and problems of labor. 2nd ed. (New York and Harrisburg : cal 
and Heck, 1948, Pp. xx, 822. $5.) 
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‘Toomas, A, International social policy. (Geneva: Tatemat Labour Office. 1948. Fp. 162.) 
Extracts from the speeches, reports and articles of Mr. Thomas during his years as 
Director of the International Labour Office at Geneva. 


THOMAS, M. W. The early factory legislation. (Leigh-on-Sea: Thames Bank Pub. Co. 
1948. Pp. xiii, 470. 35s.) \ 


Van ARKEL, G. P. The Taft-Hartley act. Social Action, vol. 14, no. 4. (New York: 
Social Action. Pp. 31. 15¢.) 


Witson, H. Wage guarantee plans—a study of employment regularization. (Chicago: 
Economics Inst. 1948. Pp. 15. 35¢.) 


Answer to the C.1.0?s 1948 wage case. (New York: Nat. Assoc. Manufacturers. 1948. 
Pp. 29, mimeo. Apply.) 


Causes of industrial peace under collective bargaining. Case stud. no. 1, Crown Zellerbach 
Corporation and the Pacific coast pulp and paper industry, by C. Kerr and R. Randall. 
’ (Washington: Nat. Planning Assoc. 1948. Pp. xviii, 78. $1.) 


Conference on the teaching of labor economics. Digest of discussions at conference held 
at American University, Washington, D.C., Sept. 3-9, 1947. (Ithaca, N.Y.: N. Arnold 
. Tolles, N.Y. State School of Indus. and Labor Relations 1948. Pp. 53, mimeo.) 


Economic factors in statutory minimum wages. Prepared by the Legislative Reference 
Service of the Library of Congress. (Washington: Supt. Docs. 1948. Pp. 38. 15¢.) 


The economics of the guaranteed wage: report of Committee on the Economic Policy. 
(Washington: Chamber of Commerce of U.S. 1948. Pp. 27. 20¢.) 


Fair Labor Standards act amendments—hearings, 80th Cong., 2nd sess., before a sub- 
committee of the Senate Committee on Labor and Public Welfare, April 19-May 4, 1948. 
(Washington: Supt. Docs. 1948.) 


Guaranteed wage plans in United States. Report on the extent and nature of guarantee 
plans and the experience of selected companies. B.L.S. bull. no. 925. (Washington: Supt. 
Docs, 1948. Pp. 90, 35¢.) : 


How to make a wage survey. Tech. rept. 2. (Minneapolis: Univ. of Minnesota Indus. Re- 
lations Center. 1948. Pp. v, 60, mimeo.) 


Industrial relations—application of the principles of the right to organize and bargain 
collectively, collective agreements, conciliation and arbitration, and co-operation between 
public authorities and employers and workers organizations. Internat. Lab. Conf., 3ist 
sess., San Francisco, 1948. Rept. VIII (2). (Geneva: Internat. Lab. Off. 1948. Pp. 297.) | 


Labor-management relations problems, (New York: Nat. Assoc. Manufacturers. 1948. 
Pp. 30, mimeo. Apply.) 


Labour management co-operation in United States war production. (Montreal: Internat. 
Lab. Off. 1948. Pp. vi, 405. $2.25.) 


National Labor Relations Board, table of cases decided, Vols, 1-74, Dec. 7, 1935 through 
Aug. 21, 1947. (Washington: Supt. Docs. 1948. Pp. 508. $1.50.) 


The National Wage Stabilization Board, January 1, 1946-February 24, 1947. Dept. of 
Labor hist. repts. on war admin. (Washington: Supt. Docs. 1948. Pp. 594. $1.25.) 


The new industrial relations. (Ithaca: Cornell Univ. Press. 1948. Pp. vii, 150. $2.) 
A series of lectures by L. McHacker, B. M. Selekman, R. T. Seward, W. J. Dickson, 
and T. V. Smith presented at Cornell University under the sponsership of the New 
York State School of Industrial and Labor Relations. 


Planning wage and extra compensation policies. Personnel ser., no. 119. (New York: Am. 
Management Assoc. 1948. Pp. 32. 75¢.) : 


Report of the director-general. Internat. Lab. Conf., 21st sess., San Francisco, 1948. Rept. 1 
(Geneva: Internat. Lab. Off. 1948. Pp. 128.) 
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Second report of the International Labour Organization to the United Nations. (Geneva: 
Internat. Lab. Off. 1948. Pp. 138.) 


Summary of annual reports under article 22 of the constitution of the International Labour 
Organisation. With appendix, Report of the Committee of Experts on the Application of 
Conventions. Internat. Lab. Conf., 31st sess., San Francisco, 1948. (Geneva: Internat. Lab. 
Off. 1948. Pp. 46.) 


Trends in the tenure status of farm workers in the United States since 1880. (Washington: 
Bur. Agric. Econ., Dept. of Agriculture. 1948. Pp. 36, mimeo.) 

Wages—fair wages clauses in public contracts. Internat. Lab. Conf., 31st sess., San Fran- 
cisco, 1948. Rept. VI (b)(2) suppl. (Geneva: Internat. Lab. Off. 1948. Pp. 43.) 


Wages—general report. Internat. Lab. Conf., 31st sess, San Francisco, 1948. Rept. VI(a). 
(Geneva: Internat, Lab. Off. 1948. Pp. viii, 361.) 


Wages—protection of wages. Internat. Lab. Conf., 31st sess., San Francisco, 1948. Rept. 
Vic) (2). (Geneva: Internat. Lab. Off. 1948. Pp. 115.) 


Social Insurance; Relief; Pensions; Public Welfare 


Durman, D., and others. Should Congress increase social security benefits? A radio dis- 
cussion, Transcript no. 532, (Chicago: Univ. of Chicago Round Table. 1948. Pp. 28. 10¢.) 


-Potztax, O., assisted by HEATHERS, G. Social adjustment in old age—a research planning 
report, Bull. 59, 1948. (New York: Soc. Science Research Council. 1948. Pp. xi, 199. 
$1.75.) 

StrinnAus, H. W., Studies in individual and collective security. No. 4, 4th ed., rev. (New 
York: Nat. Indus. Conference Board. 1948. Pp. 704. 50¢.) 


The nation’s health. A report to the President by O. R. Ewing, Federal Security Ad- 
ministrator. (Washington: Supt. Docs. 1948. Pp. 186.) 

Public assistance—a report to the Senate Committee on Finance from the Advisory Council 
on Social Security. S. Doc, no, 204, 80th Cong., 2nd sess. (Washington: Supt. Docs. 
1948. Pp. viii, 43.) 

Trends in employee, health and pension plans: union interest in retirement plans, methods 
of funding pension plans, health insurance plans. Personnel ser. no. 118. (New York: 
Am. Management Assoc. 1948. Pp. 30. 75¢.) 


Consumption; Cooperation . 


Co-operative production in France. (Hull: Co-operative Productive Fed., Ltd. 1948. 
Pp. 40. 2s.) 

Developments in the consumers’ cooperative movement in 1947. (Washington: Supt. Docs. 
1948, Pp. 14. 15¢.) 


. How families use their incomes. Dept. Agric. misc. pub. no, 653. (Washington: Supt. Docs. 
1948. Pp. 68. 30¢.) l 


, Population; Migration; Vital Statistics 
Hvusrsack, E. M. The population of Britain. (West Drayton, England: Penguin Books. 
1947. Pp, 286.) 


Migration for employment: revision of the Migration for Employment Convention, 1939, 
the Migration for Employment Recommendation, 1939, and the Migration for Employ- 
ment (Co-operation between States) Recommendation, 1939, Internat. Lab. Conf., 32nd 
sess., Geneva, 1949. Rept. XI(1) (Geneva: Internat. Lab. Off. 1948. Pp. 218.) 


P.E.P. population policy in Great Britain, (London: Political and Econ. Planning. 1948, 
Pp. 227. 15s.) 
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. ‘ Unclassified Items 
DUGGAN, S. and Drury, B. The rescue of science and living. (New York: Macmillan. 1948. 
Fp. xii, 214. $3.) 
The story of the Emergency Committee in Aid of Displaced Foreign Scholars, 
SipteY, E. The recruitment, selection, and training of social scientists. Bull. 58. (New York: 
soc. Sci. Research Council. 1948. Pp. xv, 163. $1.50.) 


Trotier, A. H., editor. Doctoral dissertations accepted by American universities, 1946-1947. 
No. 14 (New York: H. W. Wilson Co. 1947. Pp. xiii, 100. $2.50.) 


Wacrey, C. Area research and training: a conference report on the study of world areas. 
Pamph. 6. (New York: Soc. Sci. Research Council. 1948. Pp. v, 58.) 


Census publications 1947 catalog and subject guide. With appendix on publications of the 
1945 census of agriculture. (Washington: Supt. Docs. 1948. Pp. x, 204.) 
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CAMBRIDCE Economic HANDBOOKS 


The following notes on the present status of volumes in this valuable series will be of 
interest to those who were acquainted with them before the war and should serve to 
arouse the interest of younger economists who are not acquainted with them. Except as 
noted, the price is $1.75. Copies are available in the -United States through Pitman 
Publishing Corporation, 2 West 45th St., New York 19, N.Y. 


Bonavia, M. R. The Economics of Transport. Rev. ed. 1947. 


Dosss, M. Wages. Rev. ed. 1946. 
The most striking feature of the revision is the complete rewriting of Chapters 4 and 5 
on the theory of wages. 


Rosertson, D. H. Money. Rev. ed. 1948. 
With two additional chapters on “Money in the Second Great Muddle” and “Problems 
of Words, Thoughts and Action.” 


Other volumes first printed since the beginning of the war include: 
Conen, R. The Economics of Agriculture. 1940. 
Rostnson, E. A. G. Monopoly. 1941. $2. 
Hicks, U. K. Public Finance. 1947. $2.50. 
Other volumes available in prewar form include: 
Harrop, R. F. International Economics. 
Henverson, H. D. Supply and Demand. 
D. H. Rosertson, The Control of Industry. 
Rosinson, E. A. G. The Structure of Competitive Industry. 


Italian Economic Publications Since 1939 


Eprror’s Note—The following list of economic works published in Italy since the 
beginning of the war is based upon 2 somewhat longer list provided through the kindness 
of Professor Aldo Scotto, of the University of Genoa. 


Economic Theory; General Works 


Amoroso, L. Meccanica economica. Economic mechanics. (Rome: Macri. 1942. Pp. 177.) 
, Lezioni di economica. Lectures in economics. (Rome: Tipografia dell’Universita. 
1946.) 


Bacut, Riccarvo. Principii di scienza economica. Principles of economic science, 2 vols. 
(Milan: Giuffrè. 1947. Pp. xvii, 394; vili, 224.) 
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Borvin, A. Statica economica. Economic statics. (Milan: Principato. 1944.) 


. Principii di scienza economica. Principles of economic science. poun Giappichelli. 
1945.) 


BREGLIA, A, Temi di economia e vita sociale. Economics and social life. (Milan: Giuffrè. 
1942.) k 


BRESCIANI TURRONT, C. Introduzione alla politica economica. An introduction to economic 
policy. (Turin: Einaudi. 1942.) 


Cessa, F. L'attività economica e lo scambio. Economic activity and exchange. (Turin: 
Giappichelli. 1941. Pp. 447. 


Fanno, M. Principii di scienza economica. Principles of economics. (Padua: Cedam. 1945, 
1946.) 


Fossatr, E. Elementi di economia razionale, Elements of rational economics. Vol. 1. 
(Padua: Cedam. 1946. Pp. viii, 340.) 


Gini, C. Alle basi della scienza economica. Fundamentals of economics. (Milan: Giuffrè. 
1943.) 
. Problemi del dopoguerra. Postwar problems. (Rome: Migliaresi. 1944.) 


JANNACCONE, P. Lezioni. di economia politica. Lectures on political economy. (Turin: 
Giappichelli. 1942, Pp. 351.) 


De Marų, G. Principii generali di logica economica. General principles of economic logic. 
(Milan: C.E.A. 1944, Pp. xi, 483.) ! 


PALOMBA, G. Introduzione allo studio della dinamica economica. An introduction to the 
study of economic dynamics. (Naples: Jovene. 1939. Pp. 183.) 


De Perr Tonzu, P. Teoria matematica dele scelte politiche. A mathematical theory 
of political choices. (Padua: Cedam. 1943. Pp. 96.) 


VIANELLI, S, Analisi economiche aziendali. Analyses of firms. (Padua: Cedam. 1942.) 


Vinci, F. Analisi economiche. Economic analysis. 2 vols. (Bologna: Zanichelli. 1940. Pp. 
463.) 


Vito, F. Il prezzo e la distribuzione. Price and distribution. (Milan: Giuffrè. 1943.) 


Vari Autori. Cournot nell’economia e nella filosofia. Cournot’s views on economics and 
philosophy. (Padua: Cedam. 1939. Pp. 243.) 








Economic History 


PARENTI, G. Prime ricerche sulle rivoluzioni dei prezzi in Firenze. A research study of 
the price revolution in Florence. (Florence: Cya. 1939. Pp. 240, 124.) 


. Prezi e mercati del grano a Siena ( TOTALS ) Wheat prices and the Sienna 
market. (Florence: Cya. 1942.) 





National Economies 


Campotonco, A. Ricostruzione economica dell’Italia. Economic reconstruction in Italy. 
(Milan: Giuffrè. 1946.) 


` CorroLa D'Anna, F. Popolazione, reddito e finanze pubbliche dell'Italia dal 1860 ad oggi. 
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The American Statistical Association has established a Commission on Statistical Stand- 
ards and Organization. Members of the Commission are: Lowell J. Reed, Samuel S. Wilks, 
Ysador Lubin, Frank W. Notestein, Frederick E. Croxton, and Walter A. Shewhart. The 
announced functions of the Commission are: to provide a tribunal to render opinions 
and recommendations on controversial issues relating to statistical procedure and presenta- 
tion of statistical material; to develop a list of minimum standards for published statistical 
material; upon request from governmental bodies, to review actual or proposed under- 
takings and make recommendations relative to standards, 


The Carnegie Corporation has made a grant of $130,000 to the Social Science Research 
Council in support of a program of fellowships and travel grants for research in world 
areas, These funds will enable the Council to continue its national fellowship program set 
up last year to assist students, teachers and research workers to carry on field work in 
foreign countries. Further information may be secured from Mr, Elbridge Sibley, Execu- 
tive Associate, Social Science Research Council, 726 Jackson Place, N.W., Washington 6, 
D.C, 


Announcement has been made of the founding and commencement of operation of the 
Shinner Political Economy Research Foundation, which will specialize on problems of 
monopoly and business-government relations designed to guard against depressions and 
strengthen the competitive system. The founder is Ernest G. Shinner, a Chicago businessman 
and banker. A research office was opened at 816 21st Street, N.W., Washington, D.C., 
during May of 1948. David Cushman Coyle has been appointed Director of Research. 
Marshall E. Dimock, President, Ernest G. Shinner, Vice President, and Stuart Chase and 
the Honorable Estes Kefauver comprise the board of four, which will later be enlarged. 
Projects slated for early attention are the administration of the antitrust laws and the 
relation between size and efficiency in the structure of business enterprise. The Foundation 
hopes to enlist the voluntary interest of university specialists, businessmen, and government 
officials in carrying out various parts of its program, The Foundation will employ or make 
awards to competent and creative scholars and make fellowship awards. The officers and 
directors solicit suggestions and proposals. 


The Social Sciences Division and the Graduate Library School, University of Chicago, 
aided by a grant from the Carnegie Corporation, are jointly undertaking a study of the 
desirability and feasibility of setting up a unified reporting service for the social sciences. 
Opinions of social scientists, teachers, students, librarians, public officials, interest-group 
leaders and other potential users are being collected with regard to the relative advantages 
of a yearbook; a journal containing abstracts; a journal consisting largely of bibliographic 
essays; and other means of publication. The study is being conducted by Bruce Lannes 
Smith, political scientist, aided by the following advisory commttee: Bernard Berelson, 
dean of the Graduate Library School; Fred Eggan, anthropology; Herbert Goldhamer, 
sociology: Louis Gottschalk, history; Nathan Leites, political science; Ralph W. Tyler, 
dean of the Social Sciences Division; W. Allen Wallis, statistics and business economics. 

During the summer of 1948 an economics division was added to the Rand Corporation 
in Santa Monica, California. Rann is an independent non-profit research corporation, until 
recently attached administratively to the Douglas Aircraft Company, and is engaged in 
research on broad phases of national security. under contract with the United States Air 
Force. The economics division is under the direction of Charles J. Hitch, formerly at 
Queen’s College, Oxford. Other senior members of the economics staff are Stephen Enke, 
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Joseph A. Kershaw and Russell Nichols. Consultants who are devoting som time to the 
research now in progress include W. Allen Wallis, Paul Samuelson, Tjalling Koopmans, Armen 
Alchian, Mortimer Andron, Carl Kaysen, Edwin S. Shaw, Bernard Haley, Tibor Scitovszky, 
Moses Abramovitz, Lorie Tarshis, Raymond Goldsmith, and Harold Barnett. 

Representatives of ten up-state New York colleges organized a Central New York Eco- 
nomics Conference at Wells College in the spring of 1948. A second meeting was held at 
Colgate University in October. A spring meeting is planned, to be held at Syracuse Uni- 
versity. 

Charles W. Gerstenberg, co-founder and for many years chairman of the Board of the 
publishing house of Prentice-Hall, Inc., and formerly professor of finance and secretary 
of New York University School of Commerce, Accounts and Finance, succumbed to a 
heart attack on September 15, 1948. 


Wesley C. Mitchell, formerly president of the American Economic Association, died of 
a coronary thrombosis on October 29, 1948. A memorial will appear in an early number 
of this Review. 


Appointments and Resignations 


Ruth Albert has been appointed sessional professor of economics at McGill University. 


Frederick Amling has been appointed instructor in economics and business administra- 
tion at the University of Maine. 


Graydon K. Anderson has been appointed instructor in economics at the University of . 
Wisconsin. 


J. D. Anderson is instructor in economics at the University of Florida. 

John W. Anderson has been appointed instructor in business administration at the 
University of Maine. 

Q. J. Anderson has been appointed instructor in business organization and management 
in the College of Business Administration, University of Nebraska. 

Paul H. Anderson, formerly director of marketing research for the U. S. Department 
of Commerce, is now professor of marketing at Loyola University, New Orleans. 

T. J. Anderson has been promoted from associate professor to professor of econmics in 
the School of Commerce, New York University. 

Daniel K. Andrews has been appointed assistant professor of economics at the Uni- 
versity of Utah. 

William H. Andrews, formerly of Purdue University and the Cowles Commission, has 
been appointed assistant professor of economics, Indiana University. 

Floyd E. Armstrong, formerly professor of economics and finance at the Massachusetts 
Institute of Technology, will serve as lecturer in economics at the University of Michigan 
during the current academic year. 

L. D. Ashby has been promoted to associate professor of economics at the University of 
North Carolina. 

Mary B. Aull has been appointed research assistant in the Bureau of Business Research, 
College of Commerce, University of Kentucky. 

Kenneth Back has been appointed research assistant in the Bureau of Business Research, 
College of Commerce, University of Kentucky. 

Henry G. Baker has been promoted from associate professor to professor of economics 
and director of the Bureau of Business Research, Oklahoma City University. 

Iris Baker has joined the staff of the department of economics of Southern Illinois 
University. i 

E. Dale Barton has been appointed instructor in marketing at thé University of Utah. 

Hubert Baughn, formerly of the University of Virginia, has been appointed associate 
professor of economics at Louisiana State University. ; 
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G. E. Belt is teaching assistant in accounting at the University of Florida. 

Emile Benoit-Smullyan has resigned as head of the department of economics of the 
Associated Colleges of Upper New York to accept a post as economic analyst for the 
U. K. mission of the Economic Cooperation Administration. 

Robert H. Bethke has been appointed assistant vice president of the Discount Corpora- 
tion of New York. 

John S. Bickley has resigned from the University of Alabama to accept a position 
as acting assistant professor of insurance at the University of Washington. 

Wilbur T. Billington has accepted a position as instructor in economics at the University 
of Minnesota. 

Roy G. Blakey retired as professor of economics at the University of Minnesota in June 
and js a visiting professor at the University of California at Los Angeles for the summer 
and fall terms. 

C. Perry Bliss has been appointed instructor in economics in the School of Business Ad- 
ministration and the College of Arts and Sciences, University of Buffalo. 

Francis M. Boddy, professor of economics at the University of Minnesota, is on sabba- 
tical leave for the year 1948-49, He was in Europe during the summer and will spend the 
remainder of the year in study in the United States. 

Floyd A. Bond has resigned as associate professor of economics at Carleton College to 
become professor of economics and chairman of the department of economics, Pomona 
College. 

Harold Borgen has been appointed graduate assistant in the department of economics, 
College of Business Administration, University of Nebraska. 

Nathan Borofsky has been promoted from senior assistant to instructor in economics in 
the School of Commerce, New York University. 

P. F. Boyer has been promoted from assistant director to director of the Division of Re- 
search, College of Commerce, Louisiana State University, 

Charles E. Bradley, Jr., has resigned as instructor in economics at the University of Utah. 

Michael Brand, formerly of New York University, has been appointed instructor in 
economics at the University of Florida. 

George F. Break has been appointed lecturer in economics at the University of California, 
Berkeley. 

Irving Brecher has been appointed assistant professor of economics at McGill University. 

Richard C. Brewer, formerly! of the University of Minnesota, has joined the staff of the 
University of Alabama as assistant professor of accounting. 

Norman S. Buchanan has resigned as professor of economics at the University of Cali- 
fornia and has accepted an appointment as assistant director of the Division of Social 
Sciences, Rockefeller Foundation. 

Van Dyke Burhans has joined the staff of the department of economics, Boston University. 

Emory P. Burnett has been appointed instructor in economics, College of Business Ad- 
ministration, University of Nebraska. 

Lloyd Callow has been appointed teaching assistant in the School of Business, University 
of Chicago. 


Leslie E. Carbert has been appointed lecturer in economics at the University of California, 
Berkeley. 


Robert E. Carlson has resigned as instructor in economics at the University of Minnesota 
to study at the University of London. 


Sue Carlson is an instructor in statistics at the University of Florida, 


Allan Cartter has resigned as instructor in economics at Colgate University to study at 
the Labor and Management Center of Yale University, 


Russell W. Castle has joined the staff of the School of Business Administration of the 
University of Pittsburgh as instructor in economics. 


i 
NOTES 1013 
A. Aldo Charles, formerly of Mary Washington University, has been apþointed pro- 
fessor of business law at the University of Georgia. 
William C. Cleveland, associate professor of economics at Indiana University, is on 
sabbatical leave for the first semester of the current academic year. 


Jerome B. Cohen, of the College of the City of New York, has been appointed consultant 
to the Division of Research for the Far East, Department of State. 


Paul C. Cohen has been appointed part-time instructor in economics at Northwestern 
University. 

Robert H. Cojeen, formerly of the University of Florida, has been appointed associate 
professor of accounting in the College of Commerce, University of Kentucky. 


Frederick E. Cole has been named extension specialist in marketing in the department 
of agricultural economics, University of Massachusetts. 


Raymond Coleman is now head of the department and professor of economics and business 
administration at West Virginia University. 


Newell W. Comish is an instructor in marketing at Ohio State University. 


James A. Cook, formerly of the College of the City of New York, has been appointed 
associate professor of marketing in the College of Business and Public Administration, 
University of Maryland. 


William W. Cooper has been promoted to associate professor of economics at Carnegie 
Institute of Technology. 


Hazel Cowherd has joined the faculty of Denison University as assistant professor of 
economics, 


J. P. Day who retired as Angus professor of economics at McGill University in 1946, 
has been named professor emeritus. 


Melvin G. de Chazeau, formerly professor of business economics and marketing in the 
School of Business, University of Chicago, has accepted a similar appointment at Cornell 
University. 


Roger Dehem has been appointed directeur adjoint de reserches économiques in the 
Université de Montreal but will also continue as lecturer in economics at McGill University. 


Raymond C, Dein, formerly assistant professor of accounting at the University of Wis- 
consin, has been appointed associate professor of accounting in the College of Business Ad- 
ministration, University of Nebraska. 


Gordon Donald, Jr., has been appointed assistant professor of economics in the School 
of Business Administration, University of Massachusetts. 


William L. Doremus, assistant professor of marketing, School of Commerce, Accounts, and 
Finance, New York University, has been appointed to the faculty of the Graduate School 
of Business Administration, New York University. 


Lawrence S. Dreiman has resigned as chief of the Fiscal and Price Policy Branch, United 
States Element, Allied Commission for Austria, to join the staff of the U. S. Special 
Representative, European Cooperation Administration, in Paris. 

James Duesenberry has been appointed assistant professor of economics at Harvard 
University. 

Otto H. Ehrlich is an adjunct assistant professor of economics at New York University, 
Washington Square College. 


Milford D. Estill has been appointed research assistant in the Bureau of Business Re- 
search, College of Commerce, University of Kentucky. 


Elizabeth T. Evans has been appointed instructor in business administration at the Uni- 
versity of Maine. 


Mary Evins has been named research assistant in the Bureau of Business Research, 
University of Kentucky. 


Solomon Fabricant, has been promoted from associate professor to professor of economics, 
School of Commerce, New York University. 
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David I. Rand has been appointed instructor in economics at Brown University. 


Frank Farnsworth has returned to Colgate University as assistant professor of economics 
after a year’s leave of absence at Harvard University as visiting research fellow in human 
relations. 


Raymond F. Farwell has rejoined the faculty of the University of Washington as pro- 
fessor of transportation after serving in the U. S. Navy six years. 


Michael Florinsky bas been appointed acting assistant professor of economics, School 
of Commerce, New York University. 


C. Lloyd Francis has been appointed lecturer in economics and industrial relations in 
the School of Business Administration and the College of Arts and Sciences, University 
of Buffalo. 


Lewis A. Froman, formerly dean of Millard Fillmore College, University of Buffalo, 
has been named the fourth president of Russell Sage College, Troy, N.Y. 


B. L. Frost has been appointed graduate assistant in the Bureau of Business Research, 
University of Florida. 


J. Kenneth Galbraith has been appointed lecturer in economics and director of agri- 
cultural and marketing research in the department of economics, Harvard University. 


Walter Galenson has been appointed assistant professor of economics at Harvard Uni- 
versity. 


Philip L. Gamble, of the department of economics, has been appointed acting dean of 
the new School of Business Administration at the University of Massachusetts. 


Carmi Gamoran has been appointed assistant in the department of cee School of 
Commerce, New York University. 


James E. Gates has been appointed dean of the College of Business Administration, Uni- 
versity of Georgia. 


Franz Gehrels has been appointed acting instructor in economics at Stanford University. 


Raymond W. Goldsmith is directing a two-year study of saving and the capital market, 
sponsored by the Joint Committee on Investment Research of the American Life Convention 
and the Life Insurance Association of America. 


Bernard Goodman has been appointed instructor in economics at the University of Oregon. 


H. S. Gordon, of McGill University, has been appointed assistant professor of economics 
at Carleton College. 


Russell S. Grady, formerly of the University of Florida, has been appointed associate 
professor of accounting in the College of Commerce, University of Kentucky. 


Frank M. Graner has been appointed assistant professor of finance at the University of 
Wisconsin. 


Edith H. Green is giving full-time instruction in economics at Barnard College. 


H. A. John Green, of Brasenose College, Oxford University, has been appointed visiting 
lecturer in economics at Clark University. 


James Green has joined the staff of the University of Minnesota as instructor in economics. 
George Greening has been appointed instructor in economics at Lafayette College. 
Davis R. Gregg is assistant professor of insurance at Ohio State University. 


Eugene Griner has joined the staff of the College of Business Administration, University 
of Georgia as an instructor in economics. 


Edward D. Gruen, formerly of the University of Cincinnati, has been appointed assistant 
professor of finance and statistics at the Tuck School of Business Administration, Dart- 
mouth College. 


Emile Grunberg, formerly of the University of Akron, is now assistant professor of eco- 
nomics at Carnegie Institute of Technology. 


G. A. Gustafson has been appointed instructor in accounting at Louisiana State University. 
Warren J. Gustus has been appointed instructor in economics at Brown University. 
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William Haber, professor of economics at the University of Michigan, will continue to 
serve as Special Adviser on Displaced Persons to General Lucius Clay, Office of Military 
Government of the United States, in the first semester of the current academic year. 


Mary A. Hahn has accepted an appointment as instructor in economics at Pomona 
College. 


Williams E. Haines has been appointed instructor in economics at Duke Univeristy. 


John J. Hale has been appointed associate professor of business organization and 
industrial management, College of Business and Public Administration, University of 
Maryland. 


Bernard F, Haley has resigned from the executive headship of the department of eco- 
nomics at Stanford University, a position he has held, except for the interlude of World 
War II, since 1931. 


Sanford B. Halperin has been appointed teaching fellow in statistics and insurance in 
the School of Business Administration, University of Buffalo. 


J. Whitney Hanks, of the University of Utah, was a visiting instructor in the 1948 
summer session of Indiana University, 


Frank A. Hanna, formerly with the Bureau of the Census, has ben appointed associ- 
ate professor of economics at Duke University. 


James W. Hanson has been appointed graduate assistant in the department of economics 
of the College of Business Administration, University of Nebraska. 


Robert W. Harbeson, until recently principal economist with the Interstate Commerce 
Commission and now at the University of Illinois, served as visiting professor in the 
1948 summer session at Harvard University. 


F. K. Hardy has resigned from Michigan State University to become associate professor 
of marketing at the University of Florida. 


F. F. Hargrave, who has retired as professor of economics at Purdue University, has 
been named professor emeritus. 


Thomas R. Hart has been appointed teaching fellow in statistics and insurance in the 
School of Business Administration, University of Buffalo. 


Durwood C. Harvey has been appointed instructor in economics and commerce at the 
University of Chattanooga. 


Dale E. Hathaway has been appoinied instructor in agricultural economics at Michigan 
State College. 


George R. Hawkes has resigned as an instructor in the College of Business Administra- 
tion, University of Nebraska, to pursue graduate work at the University of California 
at Los Angeles. 


Harold J. Heck, professor of foreign trade and chairman of the Division of Economic 
and Business Research, Tulane University, has been named director of research for 
International House, New Orleans. 


Walter W. Heller has resumed his teaching at the University of Minnesota as associate 


professor of economics after serving as special tax consultant to the U. S. Military 
Government of Germany. 


Charles N. Henning has resigned from the Department of Commerce to accept a position 
as acting assistant professor of finance at the University of Washington. 


Stuart J. Higginbotham, formerly visiting lecturer at the University of Pittsburgh and 


New York University, has been appointed assistant professor of retailing at the University 
of Chattanooga. 


Benjamin Higgins has been granted two years’ leave of absence from McGill University to 
accept an appointment as Ritchie professor of economics at the University of Mel- 
bourne. 

Clifford Hildreth has been promoted to an associate professorship at Iowa State College. 


Heinrich Hoeniger has been promoted from associate professor to professor of economics 
at Hunter College, 
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Calvin B. Moover, of Duke ‘University, acted as director of the Offce of Program 
Review and Recovery Progress with the U.S. special representative in Europe in the 
summer of 1948, 


J. L. Hoover has resigned as professor of commerce in the College of Commerce, Uni- , 
versity of Kentucky. 


Charles E. Houston has been appointed associate professor of business administration 
at Emory University. 


Dorothy Howard is a graduate assistant in economics at the University of Florida. 


Don D. Humphrey has resumed his teaching at Duke University as professor of eco- 
nomics after having served as economic advisor to General Lucius Clay with the Office 
of Military Government of the United States. 


Kenneth H. Hunter has been promoted to professor of economics and reappointed chair- 
man of the department of economics, College of Arts and Sciences, American University. 


Wiliam A. Hurst has been appointed acting instructor in economics at Stanford Univer- 
sity. 

John R. Immer, of the University of Minnesota, spent the summer in England carrying 
on special studies in factories there. 


Walter Isard has been appointed associate professor of economics and associate director 
of the Teaching Institute of Economics at American University. 


James M. Jarrett, formerly assistant head, Business and Industrial Research Division, 
Income Tax Unit, Bureau of Internal Revenue, has been appointed economic advisor to 
the chairman of the Excess Profits Tax Council. 


Louis Jordan is an instructor in accounting at Alabama Polytechnic Institute. 


Carl Kaiser has not joined the staff of Denison University as reported in this journal 
in September. He is continuing as professor of economics at Pennsylvania College for 
Women. 


Donald R. Kaldor has been promoted to associate professor of economics at Iowa 
State College. 


Joseph Keiper has been promoted from instructor to assistant professor of economics in 
the School of Commerce, New York University. 


Jane Kennedy is an assistant in the department of economics of Barnard College. 


William Kessler has been promoted from associate professor to professor of economics 
at Colgate- University. 


Wylie Kilpatrick has accepted the position of research economist, Bureau of Research, 
University of Florida. 


Milo Kimball has been appointed associate professor in the School of Business Adminis- 
tration, University of Massachusetts. 


Charles P. Kindleberger, formerly chief of the Division of German and Austrian Economic 
Affairs and adviser in the Office of Financial and Development Policy, Department of 
State, has accepted an appointment as associate professor of economics at Massachusetts 
Institute of Technology. 

Paul Kircher, formerly of the University of Michigan, has been appointed instructor 
in accounting in the School of Business, University of Chicago. 

Paul L. Kleinsorge has been appointed associate professor of economics at the University 
of Oregon. 

Burton A. Kolb has accepted an appointment as instructor in finance at the University 
of Washington. 

Tjalling C. Koopmans has been promoted to professor of economics at the University 
of Chicago. He has also been named director of research of the Cowles Commission for 
, Research in Economics. l 

Richard F. Kosobud has been appointed an associate in industrial management at the 
University of Washington. 
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Clifton H. Kreps, Jr., has been appointed assistant professor o: economits at Denison 
University. 

Juanita M. Kreps has been pointed assistant professor of economics at Denison 
University. 

Ernest Kurnow has been appointed instructor in economics in the School of Commerce, 
New York University. 

Robert Lambert, formerly of the University of California, has accepted an appoint- 
ment as instructor in economics at the University of Minnesota. 

A. S. Lang, formerly of Texas State College for women, has accepted the 
position of dean of the School of Business and professor of economics at Baylor 
University. 

A. Lermer, sessional lecturer in economics at McGill University, has been appointed 
associate professor of economics at Sir George Williams College. 

Richard A. Lester will be on leave of absence from Princeton University during the 
spring term of 1949. 

Marvin Levine has been appointed instructor in economics in the School of Commerce, 
New York University. 

Richard W. Lindholm has been appointed associate professor of economics at Michigan 
State College, 

Joseph E. Loftus, associate professor of economics at American University, has been 
appointed director of the Teaching Institute of Economics at American University, 

. James W. Longley has been appointed assistant professor of economics at Purdue 
University. 

Richard S. Lopata is an instructor in the new School of Business Administration of the 
University of Massachusetts. 

Robert Lynn is an instructor in business law at Ohio State University. 

James MacPherson has resigned from the department of economics of the College of 
Business Administration, Boston University. 

Zenon S. Malinowsky has been. appointed teaching assistant in the School of Business, 
University of Chicago. 

Julia Maloney has been appointed instructor in business administration at Louisiana 
State University. 

Alfred Manes, who has retired from teaching at Indiana University, has accepted an 
appointment as professor of economics and insurance at Bradley University, Peoria, 
Hlinois.' 

Arthur W. Marget has resigned as professor of economics at the University of Minnesota 
and has accepted an assignment as special financial adviser, U. S. Embassy, Paris. 

John M. Mattila has resigned as teaching fellow at Indiana University to accept an in- 
structorship in economics at Wayne University. ` 


Vaso A. Mawhinney has been appointed instructor in economics at the University of 
aine 

James A, Maxwell has been appointed chairman of the department of economics and 
sociology at Clark University. 


Kenneth H. McCartney has been appointed instructor: in economics at the University 
of Minnesota. 


Paul W. McCracken has resigned as director of research at the Federal Reserve Bank, 
Minneapolis, and has joined the faculty of the University of Michigan as associate 
professor of business conditions. 


aia H. McDonald has been appointed instructor in economics at the University of 
ine 
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Joseph L. McDonald, professor of economics at Dartmouth College, will be on sabbatical 
leave of absence during the second semester of the current academic year. 


Edmund D. McGarry, professor of marketing and economics in the School of Business 
Administration and the College of Arts and Sciences, University of Buffalo, is on sab- 
batical leave of absence this semester. 


Dan M. McGill has been appointed Julian Price associate professor of life insurance at 
the University of North Carolina. 


L. P. McGrath has resigned from the College of Business Administration, University of 
Georgia. 

Thomas F. McHugh, formerly of the University of Arkansas, has joined the staff of the 
College of Business and Public Administration of the University of Maryland as an 
assistant professor. 


George Michalson is an instructor in the field of transportation at the University of 
Minnesota. 


C. M. Millican has been appointed teaching assistant at the University of Florida. 


Michael S. Mirski, of the department of economics of Columbia University, has been 
appointed a Hoover Institute senior fellow in Slavic studies at Stanford University. 


H. H. Mitchell is serving as part-time instructor in economics at the University of 
North Carolina. 


Daryl Mitton has accepted an appointment as instructor in economics at the University 
of Minnesota. 


Arthur E. Monroe has resigned as faculty lecturer in the department of economics, 
Harvard University. 


Frederick T. Moore has been appointed lecturer in economics at the University of 
California, Berkeley. 


J. F. Moore has been appointed instructor in accounting at the University of Florida. 


Lloyd F. Morrison has been appointed associate professor of accounting at the Uni- 
versity of North Carolina. 


Felix Muehlner is a lecturer in finance in the School of Business Administration, Uni- 
versity of Buffalo. 


_ Eva Mueller has been appointed instructor in economics in the School of Business Ad- 
ministration and the College of Arts and Sciences at the University of Buffalo. 


William A. Murphy has been appointed associate professor of marketing at the Uni- 
versity of Utah. 


L. J. Nachtrab has been promoted from assistant professor to associate professor in 
the College of Business Administration, University of Georgia. 


Simon Naidel has been appointed lecturer in economics at American University. 


Helen O. Nicol, formerly of George Washington University, is teaching economics at 
the University of Hawaii. 


Harold Nielsen has returned to the University of Minnesota as an instructor after 
teaching a year at the University of Kansas. 


Oswald Nielsen, formerly a lecturer in accounting at the University of Minnesota, has 
been appointed associate professor of accounting at Stanford University. 


John A. Nordin has been promoted to an associate professorship at Iowa State College. 

D. B. Odom has been appointed instructor in accounting at the University of Florida. 

John J. O’Hara, formerly of the University of Minnesota, has accepted a position on 
the faculty of the College of St. Thomas, St. Paul, Minnesota. 

Harry Oshima has resigned as assistant professor of economics at American University 
to continue graduate studies. 

William B. Patton has been appointed instructor in economics at the University of 
Minnesota, 
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George S. Peck has resigned from Indiana University to accept an appointment as 


assistant professor of economics at the University of Mississippi. 


H. Austin Peck, formerly of Tufts College, has been appointed instructor in economics 
at the University of Maine. 

George §. Petras has joined the staff of the College of Business Administration, Uni- 
versity of Georgia, as instructor in economics, 

R. C. Pratt, formerly Drummond fellow at McGill University, has been appointed 
lecturer in economics at Mount Allison University. 

Howard H, Preston, of the University of Washington, is on leave of absence in the fall 
and winter quarters to act as consultant in the establishment of a College of Commerce 
at Hangchow Christian University, China, and to lecture at Chinese universities. 

Stanley W. Preston has been promoted from associate professor to professor of business 
administration, Louisiana State University. 

Porter Raley has left the University of Kentucky Bureau of Business Research. 

Leonard Rall has been appointed associate professor of economics at Michigan State 
College. 

B. U. Ratchford, of Duke University, was deputy director of the Office of Program 
Review and Recovery Progress with the U.S. special representative in Europe last 
summer. . 

Sidney Ratner has been promoted from assistant professor to associate professor at 
Rutgers University. 

Alfred S, Ray has been appointed instructor in economics at the University of Michigan. 

Robert A. Rennie has been appointed assistant professor of political economy at the 
Johns Hopkins University. 

Robert L. Rivers has been appointed instructor in the new Sc} “al of Business Adminis- 
tration at the University of Massachusetts. ay 

Dorothy Robbins has been appointed part-time instructor in economics in the College 
of Business Administration, University of Nebraska. 


Laurie S. Robertson has been appointed instructor in economics in Lhe Couege vi” 


Business Administration, University of Nebraska. 

t Frank J. Robinson has resigned from the University of Washington to accept an appoint- 
ent as associate professor of management at Washington University, St. Louis. 

Earl R. Rolph has been promoted to associate professor of economics at the University 
f California, Berkeley. j 

© Costic Roman has joined the staff of the College of Business Administration, University 
of Georgia, as an instructor. 

J. H. Roseboom has been appointed instructor in economics at Indiana University. 

Alice Rosler, formerly of Nuffield College, Oxford, has resigned from the staff of the 
department of economics of Indiana University to accept a position as assistant professor 
of economics at the University of Toledo. 

Eugene Rotwein has been promoted to the rank of assistant professor in the department 
of economics at the University of Wisconsin. 

Clyde O. Ruggles, who recently retired as professor of public utilities in the Graduate 
School of Business, Harvard University, is at Ohio State University as a visiting professor 
during the current academic year. 

Davis J. Saposs has been granted leave from his position as special assistant to the 
U.S. Commissioner of Labor Statistics to act as special adviser to the Labor and Manpower 
Branch of the European headquarters of the Economic Cooperation Administration in 
Paris, - 

Sheldon Schaffer has been appointed instructor in economics at Clark University. 

Howard G. Schaller has joined the staff of the department of economics, Alabama 
Polytechnic Institute. 
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James S.*Schindler, formerly of the University of Michigan, is assistant professor of 


accounting in the School of Business Administration, University of Buffalo. 


Edward RB. Schmidt has been promoted to associate professor of economics in the 
College of Business Administration, University of Nebraska. 


Albert N; Schrieber has been appointed assistant professor of management at the Uni- 
versity of Washington. 


Eli Schwartz has been appointed part-time instructor in economics at Brown University. 
David Schwartzman has been appointed lecturer in economics at McGill University. 
Scott E. Seager is an instructor in economics in the School of Business, University of Utah. 


Edward W. Seay, formerly of Knox College, has assumed the presidency of ‘Centenary 
Junior College in Hackettstown, N.J. 


George Sebba has been promoted from associate professor to professor of economics in 
the College of Business Administration, University of Georgia. 


Lewis Severson has resigned as head economist in the Treasury Department and has 
returned to his former position as chairman of the department of economics at Beloit 
College. 


Harry Shaffer.has accepted an appointment as instructor in economics and business ad- 
ministration at Concord College, Athens, West Virginia. 

Eli Shapiro has been promoted to associate professor of finance in the School of Business, 
University of Chicago. 


E. S. Shaw has been appointed acting executive head of the department of economics 
at Stanford University. 


Harry F. R. Shaw, professor of economics at Dartmouth College, will be on sabbatical 
leave of absence during the second semester of the current academic year. 

Jack Shelton has been appointed research assistant in the Bureau of Business Research, 
College of Commerce, University of Kentucky. 

Louis Shere, formerly of the U.S. Treasury Department, has been appointed professor 
of economics and director of tax research at Indiana University. 
_ J..W. Simpson has resigned from Purdue University to accept a position as assistant 
professor of economics at Michigan State Normal School. 

C. Frank Smith has resigned from Indiana University to accept an appomtment as 
associate professor of economics at Iowa State University. a 

Howard R. Smith, of the University of Georgia, is at Harvard University on a joi 


General Education Board—Harvard University fellowship, making an intensive study 
teaching methods at the Harvard Business School. 


at 


Roger F. Smith has been appointed instructor in economics at Alabama Polytechnic? 


Institute, 


Spencer M. Smith, formerly of the University of Kansas, has accepted a position as 
assistant professor of economics at the University of Minnesota. 


Victor E. Smith, formerly of Brown University, has been appointed associate professor 
of economics at Michigan State College. 


Arthur Smithies has been appointed professor of economics at Harvard University. 


Edward W. Smykay has been appointed instructor in economics and business adminis- 
tration at the University of Maine. gı 


Frank A. Southard, Jr., has resigned as chairman of the department of economics, Cornell 
University, to become associate director, in charge of the International Group, of the Divi- 
sion of Research and Statistics of the Board of Governors of the Federal Reserve System. 


J. H. D. Spencer is an instructor in economics at the University of North Carolina. 
Richard C., Spencer has accepted a professorship in political science at Coe College. 


Herbert G. Spindler has been named assistant research professor of marketing in the 
department of agricultural economies, at University of Massachusetts, 
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Reilly C. Sprowls has been appointed teaching assistant in the School êf Business, 
University of Chicago. 


Jack Stieber has been appointed instructor in economics at the University of Minnesota. 


Leo R. Stone has resigned as an officer of the First National Bank of cuciaed to 
become an instructor in business law at Ohio State University. 


R. P. Stovall has resigned as assistant professor of economics at the University of 
North Carolina. 


James H. Street has been appointed assistant professor of economics at Haverford 
, College. 


Richard: K. Stuart has been appointed assistant professor of economics and business 
administration at the University of Maine. 


Freeman F. Suagee has been appointed assistant professor of labor relations in the 
College of Business Administration, University of Cincinnati. 


Sidney C. Sufrin has been promoted to the rank of professor in the College of Business 
Administration and in the department of economics, Maxwell School of Citizenship and 
Public Affairs, Syracuse University. 


C. Meryl Sullivan is assistant director of research, National Association of Broadcasters, 
Washington, D.C. 


Janet Sundelson is on leave of absence from Barnardo College in the current year. 


Glenn Sutton has rejoined the staff of the University of Georgia as director of the 
Savannah Division of the University. 


Ernst R. Swanson, formerly of Butler University, has been appointed professor of 
economics in the School of Business Administration at Emory University. 


V. V. Sweeney has resigned as assistant professor of economics at the University of 
‘Florida to take a position with the Traveler’s Insurance Company in Hartford, Connecticut. 


Zenon Szatrowski has accepted an appointment as associate professor at the University 
of Oregon. 


Robert Tannenbaum, formerly assistant professor of industrial relations in the School 
of Business, University of Chicago, has accepted an appointment as lecturer in the 
College of Business Administration, University of California, Los Angeles. 


Donald J. Tate is an instructor in management in the School of Business, University 
of Utah. 


Elton TeKolste has resigned from the College of Business Administration, University of 
Nebraska, to accept an appointment as instructor at the University of Michigan. 


Lionel W. Thatcher has accepted an appointment as head of the department of business 
organization and administration at the University of Maryland. 


C. C. Thompson is a part-time instructor in economics at the University of North 
Carolina, 


Douglas N. Thompson is an instructor in economics in the School of Business, University 
of Utah. 


M. Fred Tidwell has resigned from San Jose State College to accept an appointment as 
associate professor of business education at the University of Washington. 

Minnie Tracy has resigned from Wittenberg University to become an associate professor 
of marketing at Drake University. 

Marvin Tummins is an instructor in accounting at Louisiana State University. 

Roger C. Van Tassel has been appointed instructor in economics at Brown University. 


Peter N. Vukasin has been appointed lecturer in economics at the University of Cali- 
fornia, Berkeley, 


_ Raymond F. Wallace has resigned from Northwestern University to accept a position 
‘at the University of Kansas as associate professor of industrial management. 


J. Edward Walters, formerly president of Alfred University, has been appointed pro- 
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fessor of m&nagement and industrial relations at the Amos Tuck School of Pisce Ad- 
ministration, Dartmouth College. N 

L. P. Webster is an instructor in accounting at Louisiana State University. 

Charles A. Welsh, recently of the University of Texas, is associate professor of eco- 
nomics in the College of Arts and Sciences, American University. j 

Lawrence L. Werboff has been appointed acting instructor in economics at Stanford 
University for the spring quarter of the academic year 1948-49. 

Henry F. White has resigned as head of the Division of Economic and Social Studies, 
John Brown University, to accept an appointment as professor in the School of a! 
Administration, Bradley University. 

Thomson McL.. Whitin has been appointed assistant in instruction in the department i 
of economics and social institutions of Princeton University. 

Jack A. Wickert has been appointed assistant professor of marketing in the School of 
Business, University of Kansas.. 

Barbara Willett has been appointed part-time instructor in economics at Brown Uni- 
versity. 

William V. Wilmot, Jr., has been promoted to the rank of assistant professor in the 
department of economics at the University of Wisconsin. 

Lawrence W. Witt hes been appointed chairman of the agricultural economics section 
of the department of economics at Michigan State College. 

Edwin E. Witte, chairman of the department of economics at the University of Wis- 
consin, has been appointed a member of the President’s Commission on Labor Relations 
in Atomic Energy Installations. 

John A. Wolfard is associate professor of economics in the School of Business, University 
of Utah, 

Anne Wolfshohl is now instructor in economics at Carnegie Institute of Technology. 

Paul J. Woodman has been appointed lecturer in business law in the School of Business 
Administration, University of Buffalo. 

T. W. Wyatt has been appointed instructor in business law at the University of Florida. 

Louis Yagoda has been appointed lecturer in industrial relations in the School of 
Business Administration, University of Buffalo. 

Elmer R. Young is assistant professor of accounting in the School of Business, University 
of Utah. ? 

James R. Young, of Louisiana State University, was a visiting instructor in the 1948 
summer session of Indiana University. 

Willard H. Young has been appointed assistant professor of business organization and 
management in the College of Business Administration of the University of Nebraska. 
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